Embracing
Challenges
Expanding
Opportunities

Annual Report 2022



02

08

20

33

Visit our corporate
website for more
information.

B NATIONAL FINANCE HOUSE
B.S.C. (Closed)

POSTAL ADDRESS
P.O. Box 21774, Manama
Kingdom of Bahrain

WEBSITE
www.nfh.com.bh

EMAIL
info@nfh.com.bh

TOLL FREE
8000 8005

Corporate Overview

02 Group Profile

02 Shareholders

03 Vision, Mission & Values

04 Financial & Operational Highlights
06 Board of Directors

Business Review

08 Chairman’s Statement

12 Chief Executive Officer’s Report
14 Management Team

16 Review of Operations

Governance

20 Risk Management Review
22 Corporate Governance Report

Consolidated Financial Statements

34 Independent Auditors’ Report to the Shareholders

36 Consolidated statement of financial position

37 Consolidated statement of profit or loss and other
comprehensive income

38 Consolidated statement of changes in equity

39 Consolidated statement of cash flows

40 Notes to the Consolidated Financial Statements

BRANCHES m

Main Office

Office 186, Road 66, Block 364

Bilad Al Qadeem

Telephone: (+973) 17 407 407

General Fax: (+973) 17 403 995 / 17 403 378

Auto Mall & Sitra Office

Office 150, Building 5162

Road 10, Block 606

Shaikh Jaber Al-Ahmad Al Sabah Highway, Sitra
Telephone: (+973) 17 120 120



His Royal Highness Prince His Majesty King
Salman bin Hamad Al Khalifa Hamad Bin Isa Al Khalifa
The Crown Prince The King of

and Prime Minister the Kingdom of Bahrain



Group

National Finance House (NFH) specialises in providing
consumer and corporate financing for the purchase of
private, commercial and heavy vehicles. Established in 2005
and commencing operations in 2006, NFH operates under
a Financing Company license issued by the Central Bank of
Bahrain.

Capitalised at BHD 7.5 million, the Group is backed by a strong
shareholding base of prominent institutional investors from the
GCC region. Since inception, NFH has built a dominant market
share in the competitive vehicle financing segment of the
Kingdom of Bahrain; and has established a reputation for the
highest levels of customer service and agility in processing loan
applications.

During 2022, NFH launched its medical equipment financing
for funding healthcare businesses for the purpose of
purchasing medical equipment and its ancillary requirements.
NFH also launched its solar equipment financing for the
purpose of purchasing and installation of solar panels for
residential and commercial buildings.

NFH has established a wholly-owned subsidiary, National
Finance House Auto Mall W.L.L., for the purpose of sale and
trade of motor vehicles. NFH Auto Mall provides a one-stop
shopping experience for the selection, financing, registration
and insurance of new and used vehicles, all in one convenient
location.

SHAREHOLDERS

Il Kingdom of Bahrain B Kingdom of

Saudi Arabia
Almutlag Group

- Bahrain National
Holding Company

- Y.K. Almoayyed & Sons

- EK. Kanoo B.S.C.
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Overview

OUR
VISION
OUR
VALUES
We aspire to be xx ~
the first-choice \V
provider of finance
solutions.
Our business activities
and relationships
with all stakeholders
are governed by the
following core values:
e Consistency
¢ Integrity
OUR « Performance
MISSION " Service

¢ Innovation
e Teamwork

We are committed to establishing
enduring and mutually beneficial
relationships with our clients,
which are distinguished by:

* The provision of innovative and flexible
financing solutions

* The delivery of personalised, speedy
and responsive customer service

* The adoption of the highest standards
of ethical behaviour
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2022 2021 2020 2019 2018
Total Assets 53,073,839 51,663,625 57,140,033 54,644,477 56,074,839
Total Liabilities 36,116,089 35,447,754 41,783,859 39,656,817 41,557,464
Total Equity 16,957,750 16,215,871 15,356,174 14,987,660 14,517,375
Total Income 3,517,820 3,678,338 3,500,769 3,187,812 3,283,474
Profit for the Year 1,341,879 1,309,697 925,344 1,070,286 1,273,626
Share Capital 7,500,000 7,500,000 7,500,000 7,500,000 7,500,000
Dividends 600,000 600,000 450,000 - 600,000
ROAE (%) 8.1% 8.3% 6.1% 7.3% 8.8%
ROA (%) 2.5% 2.5% 1.6% 2.0% 2.3%
EPS (in fils) 18 17 12 14 17




BAHRAINISATION
At the end of 2022,
the level of Bahrainisation
stood at 98%.

Overview

STRONG PRESENCE
The Group continued to maintain
strong presence and high market
share in the competitive vehicle financing
segment of the Kingdom of Bahrain

(-

PRODUCT DIVERSIFICATION
During the year, the Group launched
two new products as a step to
diversify and expand its portfolio
of product and service offerings.

DISCIPLINED RISK MANAGEMENT
We continue to take a
disciplined approach to risk,
as reflected through the quality
of our portfolio and underwriting criteria.

o=

PRUDENT PROVISIONING
As a prudent measure to safeguard against
the probable aftermath of the COVID-19
pandemic in the future, the Group continued
to take higher provisions for impairment
on loans to customers.

CORPORATE SOCIAL RESPONSIBILITY
In line with our corporate social responsibility
towards our community, we have allocated 5%
of the net profit for 2022 to the Donations
& Contributions Fund to support the social welfare,
healthcare and education.

Annual Report 2022
National Finance House

~N



Annual Report 2022
National Finance House

(08}

Talal Fuad
Kanoo

Mohammed Farouk
Almoayyed

Board of Directors

Ali Faraj

Redha Abdulla

Sameer Ebrahim
Al Wazzan

Members of the Board of Directors of NFH are prominent local and regional
businessmen with a diverse combination of skills, experience and expertise.

Talal Fuad Kanoo

Chairman (Executive)

Chairman of Nomination &
Remuneration Committee
Appointed to the Board in 2006

Managing Director & Chairman of the
Executive Committee
1 Ebrahim Khalil Kanoo Group,
Bahrain

Member of Board of Directors
1 Supreme Council for Youth &
Sports, Bahrain
1 Bahrain National Holding
Company, Bahrain

Experience
1 Over 24 years of experience in the
automotive industry.

Mohammed Farouk Almoayyed

Deputy Chairman (Executive)
Chairman of Executive Committee
Appointed to the Board in 2006

Chairman
Almoayyed International Group, Bahrain

Member of Board of Directors

1 Y.K. Almoayyed & Sons Group,
Bahrain

1 Almoayyed Contracting Group,
Bahrain

1 The Bahrain Chamber of Commerce
& Industry, Bahrain

1 Bahrain Maritime and Mercantile
International (BMMI), Bahrain

1 Banader Hotels Company BSC,
Bahrain

1 Mirai Restaurant WLL, Bahrain

1 Bayader Company for Restaurant
Management SPC, Bahrain

1 INJAZ, Bahrain

Experience
1 Over 17 years of experience in the
field of financing, automobile,
information technology solutions

Redha Abdulla Ali Faraj

Board Member (Non-Executive)
Member of Audit, Compliance & Risk
Committee

Appointed to the Board in 2018

Member of
1 Shura Council, Bahrain
1 Minors Estate Guardianship Council,
Bahrain

Member of the Board of Directors and
Chairman of Audit, Risk & Compliance
Committee
1 Bahrain National Holding Company
BSC, Bahrain
1 Bahrain National Insurance Company
BSC (c¢), Bahrain
1 Bahrain National Life Assurance
Company BSC (c), Bahrain
1 YK Almoayyed & Sons Group,
Bahrain
1 Almoayyed International Group,
Bahrain
1 Almoayyed Contracting Group,
Bahrain
1 National Concrete Company, Bahrain
1 Banader Hotels Company BSC

Member of the Board of Directors
1 Al Kindi Hospital, Bahrain

Founder
1 Al Faraj Consulting Company WLL,
Bahrain
1 Al Faraj Horizon Developments
Company WLL, Bahrain

Experience
162 years of experience in public and
private sector experience and has
own consulting business for the past
20 years.
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Sanjay Kawatra

Sameer Ebrahim Al Wazzan

Board Member (Executive)
Member of Executive Committee
Appointed to the Board in 2014

Group Chief Executive Officer
1 Bahrain National Holding Company,
Bahrain

Board Vice Chairman, Member of NRCG
Committee, Member of Executive
Committee
1 Arabian Shield Cooperative Insurance
Company, KSA

Board Chairman & Chairman of NRCG
Committee
1 United Insurance Company, Bahrain

Experience
1 Over 52 years of experience including
41 years in the Insurance sector.

Sanjay Kawatra

Board Member (Executive)
Member of Executive Committee
Appointed to the Board in 2021

Deputy Group Chief Executive Officer
1 Oman International Development
and Investment Company S.A.0.G
(OMINVEST), Sultanate of Oman

Member of Board of Directors

1 Alizz Islamic Bank, Sultanate of Oman

1 National Life & General Insurance
Company SAOG, Sultanate of Oman

1 National Finance Company SAOG,
Sultanate of Oman

1 Oman Real Estate Investment Services
(ORIS), Sultanate of Oman

Experience
1 Over 24 years of experience in the
finance and banking sector

Khalid Shaheen
Sager Shaheen
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Alwabil

Khalid Shaheen Sager Shaheen

Board Member (Independent)

Vice Chairman of Executive Committee
Chairman of Audit, Compliance & Risk
Committee

Vice Chairman Member of Nomination &
Remuneration Committee

Appointed to the Board in 2011

Member of Board of Directors
1 Ebrahim Khalil Kanoo Group, Bahrain

Fellow
1 Institute of Directors, UK

Member
1 National Association of Corporate
Directors, USA

Experience
1 Over 32 years of extensive banking
experience.

Mohammed Abdullah

Overview

Tawfeeq Mohammed Bastaki

Mohammed Abdullah Alwabil

Board Member (Non-Executive)
Appointed to the Board in 2019

Member of Board of Directors
1 Almutlag Real Estate Investment
Company, KSA

Member of Audit Committee
1 Alkhorayef Water and Power
Technologies Company, KSA

Experience
1 Over 32 years of experience in the
investment, banking and auditing.

Tawfeeq Mohammed Bastaki

Board Member (Independent)
Member of Audit, Compliance & Risk
Committee

Member of Nomination &
Remuneration Committee
Appointed to the Board in 2021

Experience
1 Over 42 years of banking
experience in Conventional and
Islamic Banking
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Chairman’s Statement

TALAL FUAD KANOO
Chairman of the Board

On behalf of the Board of Directors, it is my privilege

to present the annual report of National Finance House
(NFH) for the year ended 31 December 2022. Despite a
year marked by a challenging operating environment, we
were successful in maintaining the positive momentum
of recent years. | am therefore delighted to report that
2022 was marked by record financial results, continued
business growth, and further investment in the Group’s IT
infrastructure.

This is reflected in the Group’s financial performance where
net profit increased by 2.5% to BHD 1.34 million for the year
ended 31 December 2022 compared to BHD 1.31 million in
2021, with basic earnings per share rising to Bahraini fils 17.9
compared with 17.5 fils the previous year. The total loan book
increased by 1% to BHD 50.66 million compared to BHD
50.26 million in 2021 and Shareholders’ equity increased by
5% from BHD 16.22 million in 2021 to BHD 16.96 million in
2022.

Based on these financial results, the Board of Directors is
proposing a cash dividend of 8% of the paid-up capital (BHD
600 thousand) out of retained earnings for approval by the
Shareholders at the Annual General Meeting to be held on 16
March 2023. As part of our social responsibility commitment
towards the community, the Board of Directors is also
proposing to allocate 5% of the Group’s net profit for the
year (BHD 67 thousand) towards donation and charity fund.

One of the key factors to our business success is we

continue to strategically focus on auto financing and
align all the success factors for optimum performance
and enhancing customer satisfaction. In 2022, the
automotive industry continued to suffer from the
shortage of semiconductor chips which has prompted
car manufacturers to slow or temporarily pause their
production. Disruptions in the automotive supply
chains, shortages of inventory, increase in freight
costs due to rising fuel costs, inflation, monetary
tightening and rising interest rates along with an
increase in Bahraini local Government Value Added
Tax (VAT) resulted in record prices for new and used
vehicles. Backed by our two dominant shareholders,
who are also major dealers of vehicles in the Kingdom
of Bahrain and our long well-established business
relationships with other major car dealers & sub-
dealers, we maintained a strong market share in
financing newly registered vehicles despite the
inventory shortage and intensified competition.

As we execute on our product diversification strategy,
we remain committed to managing our balance sheet
conservatively and maintaining selective balance
sheet expansion in tandem with the Group’s risk
appetite. During the year, the Group introduced
equipment loans focusing on financing durable
medical equipment and financing the purchase and
installation of solar panels. This will help foster new
revenue streams and expand our customer base.

Due to the evolving nature of the COVID-19

pandemic and the associated economic effects,

the financial sector and regulators continued to

work collaboratively to combat the impact of the
pandemic. The Group extended its offer to eligible
customers during the first half of 2022 to apply for six
consecutive months of extensions and postponements
of principal and interest repayment, which helped
alleviate pressure and uncertainty for both individuals
and businesses. Following the end of the debt
moratorium, the Group provided a series of immediate
relief measures to help its customers mitigate their
financial hardships including offering a payment
arrangement or deferral.

The main factors that drove global economic
uncertainty and market volatility in 2022 remain the
same as we enter in 2023. Rising interest rates may
affect our interest rate spreads and profitability.
Coupled with high inflation rates, it may also lower
consumer spending and affecting the demand for
new loans. With more challenges expected ahead,
the Group will remain focused on its ongoing cost
discipline, exploring the potential of emerging
technologies and seek out the opportunities that
will further accelerate our growth and enhance value
generation opportunities in the years ahead.

As part of the Group’s obligation to maintain utmost
transparency and trust with our valued stakeholders,
| am pleased to attach the tables below showing the
remuneration of members of the Board of Directors
and the Executive Management for the fiscal year
ending 31 December 2022.



Business Review

First: Board of Directors’ remuneration details
(All Amounts are in Bahraini Dinars)

Fixed remunerations Variable remunerations
_9 +— ~ <]
N . oWV Q5 © cC O O
862|852 55| | 835| ¢
oo 8 | vTE S @ = @ = 8
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First: Independent Directors @
1- Khaled Shaheen Sager B B _ _ _ ~ B _
Shaheen 17,000 17,000 17,000
2- Tawfeeg Mohamed Bastaki - 17,000 - 17,000 - - - - = 17,000 =
Second: Non-Executive Directors:
1- Redha A. Faraj 5,000 12,000 - 17,000 - - - = = 17,000 =
2- Mohammed Abdullah
Alwabil 5,000 3,000 - 8,000 - - - > = 8,000 =
Third: Executive Directors:
1- Talal Fuad Ebrahim Kanoo 10,000 5,000 - 15,000 - - - = = 15,000 =
2- Mohammed Farouk B ~ ~ 4 B 4 ~
Al moayyed 3,750 5,000 8,750 8,750
3- Sameer Ebrahim Al Wazzan 5,000 5,000 - 10,000 - - = = = 10,000 =
4- Sanjay Kawatra @ 3,750 3,750 - 7,500 - - = = = 7,500 =
Total 32,500 67,750 = 100,250 = = = = = 100,250 =
Notes:
* It includes in-kind benefits - specific amount - remuneration for technical, administrative and advisory works (if any).
** It includes the Board member’s share of the profits - Granted shares.
Other Information:
(1) Independent Directors are entitled to receive attendance allowance only per meeting attended.
(2) The Director is representing Oman International Development & Investment Co SAOG (OMINVEST) and both
attendance allowance and Director’s remuneration is paid directly to OMINVEST.
(3) The Group does not have any variable remuneration payments, end of service benefits, or expense allowances paid
to its directors.
(4) Board remuneration represents payments proposed for the year 2022 which are subject to the approval of the
shareholders in upcoming Annual General Meeting dated 16th March 2023.

Second: Executive Management remuneration details
(All Amounts are in Bahraini Dinars)

) ) Total paid Any other cash/
Executive Management Tgtr% gﬁgdwzariigss remuneration in kind remuneration Aggnrgggéte
(Bonus) for 2022
Top 6 remunerations for executives, including CEO }
and Senior Financial Officer 261812 30,204 292,016
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With Appreciation & Gratitude

On behalf of the Board of Directors,

| extend my deepest gratitude to His
Majesty King Hamad bin Isa Al-Khalifa,
the King of the Kingdom of Bahrain,
and His Royal Highness Prince
Salman bin Hamad Al-Khalifa, Crown
Prince, Deputy Supreme Commander
of the Armed Forces and Prime
Minister, for the progressive
leadership and encouragement.

| also take this opportunity to thank
the Central Bank of Bahrain for their
support of the Kingdom'’s financial
and banking services sector; our
valued customers and shareholders
for their trust and engagement

over these many years; and our
management and staff for their hard
work and dedication.

Talal Fuad Kanoo
Chairman of the Board



» Embracing
Challenges

2022 has been a challenging year
which was characterized by rising
global inflation, rising interest
rates and supply chain issues. We
embraced the challenges faced
as opportunities to learn, grow,
and improve.

National Finance House
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Chief Executive Officer’s
Report

MAY A.LATIF AL-MAHMOOD
Chief Executive Officer

In spite of the unprecedented global challenges

and heightened uncertainty, the Group managed to
successfully deliver a robust financial performance

in 2022, continuing to demonstrate its resilience and
commitment in supporting its customers against ever
changing economic conditions, while proactively
pursuing growth opportunities.

Soaring inflation and rising interest rates have been
the dominating theme for 2022. With just a few weeks
before the end of the year, the Central Bank of Bahrain
(CBB) further announced a 50 basis point hike to

the key policy interest rate, in their ongoing effort

to maintain monetary and financial stability in the
Kingdom. It was the seventh interest rate hike for 2022.
It follows four consecutive 75 basis points increases

by the CBB during the year. Consequently, the Group’s
net interest income for the year 2022 decreased by 4%
to BHD 2.9 million compared with BHD 3.0 million in
2021, primarily driven by the increasing cost of funding.
Rising interest rates remains a primary concern for the
Group, as interest rates are expected to remain elevated
through most of 2023.

The worldwide semiconductor shortage that began

in 2020 and the cumulative result of the supply chain
disruptions continued to impact the automotive
industry. Automakers were forced to cut down
production of new vehicles, which have left the dealers

short of many popular vehicles. Sales of new vehicles
slowed down in the Kingdom of Bahrain during the first
quarter of 2022 following the implementation of the ten
per cent value-added tax (VAT) in January. However,
the impact of the increase in VAT started to fade as

the demand was outpacing the supply of new vehicles.
New and pre-owned vehicle prices continued to
increase amid soaring inflation and rising interest rates.
Nevertheless, the Group maintained a strong market
share in the automobile market in the Kingdom of
Bahrain during the year 2022 and exceeded the target
set for auto loans.

In an effort to diversify the Group’s loan portfolio and
revenue streams, the Group launched equipment loans
during the year, focusing on financing durable medical
equipment and the purchase and installation of solar
panels for residential and commercial buildings. As

we execute our product diversification strategy, we
remain committed to conservatively managing our loan
portfolio through maintaining our stringent underwriting
standards and our tight risk management framework.
We will continue to diligently explore new products

and opportunities that align with our customers,
communities and regulators to support Bahrain’s
Economic Vision 2030 and the Kingdom'’s transition to a
resilient Net Zero economy targeted by 2060.

We continued to actively manage the risks resulting
from the COVID-19 pandemic and its impacts on our
customers and operations during 2022. We offered six-
month deferral on loans for qualifying customers in line
with the concessionary measures initiated by the CBB
to mitigate the impact of COVID-19. Following the debt
moratorium, we also provided a series of immediate
relief measures to help our personal and small to
medium business customers mitigate their financial
hardships including offering extended loan repayment
terms and waivers of principal and interest.

The Group retains adequate human resources to meet
its objectives and invests in ongoing training and
development for its staff. We are proud that Bahrainis
working at the Group forms 98% of the total workforce
at the end of 2022, with female staff accounting for
29% of all employees. Furthermore, and in line with our
corporate social responsibility towards our community,
we have also allocated 5% of the net profit for 2022

to the Donations & Contributions Fund to support the
social welfare, healthcare and education sectors, subject
to Shareholders’ approval at their Annual General
Meeting scheduled on 16 March 2023.



In 2022, the economy of the Kingdom of Bahrain
recorded a remarkable growth despite global challenges,
which was marked by uncertainty from geopolitical
tensions, energy crisis, continued supply chain disruption,
rising inflation and interest rates. Almost all of the
economic sectors in the Kingdom saw a positive growth,
primarily driven by high oil prices and development in the
non-oil economy. Looking ahead, 2023 will undoubtedly
present further highly challenging and unpredictable
issues. The sharp increase in borrowing rates, particularly
after a prolonged period of low interest rates, has
impacted the demand for credit, and further rate hikes
by the CBB could raise the cost of financing yet again

in 2023. Nevertheless, our outlook remains cautiously
optimistic, as the local economy is expected to show
moderate growth. In 2023, we will continue our efforts to
ensure achieving a stable and consistent growth across
all parameters, while maintaining a prudent risk appetite
and managing our expenses. We will also continue
investing in IT infrastructure and resources to support

Business Review

our strategic objectives towards digital transformation,
improving operational efficiency and maximizing our
customer experience.

I would like to express my sincere gratitude to the Board
of Directors, Central Bank of Bahrain, regulatory bodies,
shareholders, customers, bankers, business associates
and all other stakeholders for their invaluable support
and contributions towards the continuing growth of the
Group.

Furthermore, | would also like to thank the executive
management and all employees for another solid
performance and resilience in the face of challenges.
Their untiring efforts and dedication has been a major
contributor to the Group’s success in what has been
another demanding year.

May Al-Mahmood
Chief Executive Officer
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Management
Team

May Al-Mahmood Ahmed Matar Al-Alawi Ali Redha Moham

Mahdi Murad Hussain Eid a Abdulla Yousif Masooma Huba

» May Al-Mahmood NFH benefits from a
Chief Executive Officer stable, high-calibre

D Ahmed Matar Al-Alawi and well-qualified
Head of Financial Control Management Team,

» Ali Redha Mohammed with proven experience
Head of Retail and expertise across a

) Mahdi A. Rasool Murad variety of disciplines.

Head of Risk & MLRO

» Hussain Eid
Head of Enterprise PMO
& Information Technology

Fatima Abdulla Yousif Ali
Human Resources Manager

D Masooma Hubail
Compliance Officer
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Enduring
Growth

Our success over
the years is
demonstrated by
achieving a stable
and consistent
growth across all
parameters, while
maintaining a
prudent risk appetite
and enduring the
long business
relationships that we
have established
with our business
partners.
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REVIEW OF OPERATIONS

Despite the global challenges which was marked by
uncertainty from geopolitical tensions, energy crisis,
continued supply chain disruption, rising inflation rates
and rising interest rates, the Group was able to achieve
to maintain a strong market share in the automobile
market in the Kingdom of Bahrain and expand its
product offering.

RETAIL & MARKETING

Vehicle Financing

2022 was another challenging year for the automobile
industry from various aspects. In addition to the existing
global semiconductor shortages and disrupted supply
chains, the Russia-Ukraine conflict and COVID-19
outbreaks in China have affected global supply chains
and auto production. New and pre-owned vehicle prices
continued to increase amid soaring inflation and rising
interest rates.

Sales of new vehicles slowed down in the Kingdom of
Bahrain during the first quarter of 2022 following the
implementation of ten per cent value-added tax (VAT)

in January. However, the impact of the increase in VAT
started to fade as the demand was outpacing the supply
of new vehicles.

Despite all these challenges, the Group achieved a
growth in financing vehicles in the Kingdom of Bahrain
and maintained a strong market share in the automobile
industry.

Medical Equipment Financing

Healthcare in the Kingdom of Bahrain is expanding
rapidly with a growing number of medical health facilities
being established in the Kingdom. In the medical
profession, technology is changing the way patients
are treated and businesses are run every day. Medical
equipment financing gives doctors and health centres
access to obtain the latest medical technology to setup
or grow their scope of activities, expand their current
facilities and upgrade medical equipment. With an
objective to serve this sector, the Group launched its
Medical Equipment financing during 2022.

Solar Equipment Financing

During 2022, the Group introduced its Solar Financing
solutions which includes the purchase and installation
of solar panels for residential and commercial buildings.
While the development of renewable energy is still at
an early stage in the Kingdom of Bahrain, the sector is
likely to play a growing role going forward, presenting
opportunities for the Group, as the Kingdom looks to
better utilise its available resources and increase its
electricity supplies and feedstock.

NFH Auto Mall

Launched in May 2019, NFH Auto Mall provides
customers with a convenient one-stop shop for selection,
financing, registration and insurance of a wide range of
leading automobile brands.

In 2022, there was a drop in the number of vehicles sold
by the Auto Mall compared to the previous year. The main
reason for such drop was the continuing shortage of the
semiconductor chips, which forced manufacturers to slow
or halt production at times over the last two years and
left dealers and sub dealers with few vehicles to sell. Also,
the last quarter of 2021 witnessed an increase in car sales
in the Kingdom of Bahrain before the implementation of
the ten per cent value-added tax (VAT) in January.

Insurance

As an appointed representative for Bahrain National
Insurance (bni), the Group has partnered with BNI to
offer its customers exclusive rates on motor insurance

as part of the Group’s auto loan product. In 2022, the
Group posted an increase by 9% in its income from motor
insurance commissions compared to the previous year.

Marketing

Marketing activities in 2022 included the Group’s

annual promotional campaign during the holy month of
Ramadan, which proved to be the most successful to
date; together with ongoing direct marketing campaigns
with dealers and sub dealers in the Kingdom of Bahrain.
The Group continued utilizing social media channels
such as Instagram, Facebook, Twitter and You Tube to
reinforce the brand and generate awareness. During the
year, the Group participated in events and exhibitions to
increase the awareness of the general public about the
Group and its products and services.

Customer Service

The Group pursue to maintain its superior customer
service, by providing prompt loan process as speed
and simplicity are hallmark for any customer service
excellence for financial institutes, to the extent of
enhanced after sales customer services throughout
different channels as preferred.

COLLECTIONS

The coronavirus pandemic continues to have a significant
impact on the people and small to medium businesses in
the Kingdom of Bahrain. In 2022, the Group continued to
engage with its customers to overcome COVID-19 related
challenges. In line with regulatory directives, the Group
provided loan deferment options to all its eligible retail
and corporate customers during the first six months of
the year 2022. Following the end of payment holiday, the
Group continued to offer the payment deferral option

to customers experiencing financial hardship. Wherever
possible, fair and mutually acceptable discounted
settlements, rescheduling or restructuring of loans were
achieved to take into account customers’ changed
economic circumstances.

The Group continued to focus on optimizing cash
collections, together with a more proactive approach to
managing existing and potential defaults. During 2022,
there was an improvement in the cash collection after
the payment moratorium period came to an end by mid
of 2022.



As the economic outlook for 2023 remains highly

volatile, it was challenging to assess the adequacy of
provisions for impairment on loans to customers. The
Group conservatively revisited its Expected Credit Loss
(ECL) model to account for the uncertainty and expected
increase in default rate.

CREDIT ADMINISTRATION

The Group comprehensively reviewed and amended its
credit administration policy and procedures during 2022,
strengthening further its credit criteria at transaction
and portfolio levels. Although the adverse effect of the
coronavirus pandemic reduced substantially during the
second half of the year, the Group continued applying
stringent lending criteria for certain customer segments.
The Group also reviewed Know Your Customer (KYC)
procedures, credit limits and authority levels. Full
compliance was maintained with the requirements of
the Credit Reference Bureau (CRB) for individual and
corporate clients as well as alignment with the National
Digital identity and the electronic Know-Your-Customer
(eKYC) platform requirements for individual clients.

CUSTOMER COMPLAINTS

The Group has a robust independent complaints unit.
All related policies, processes and procedures were
reviewed during the year. These cover the receipt,
logging, monitoring, follow-up, and resolution of
complaints, which are reported on a quarterly basis to
the Central Bank of Bahrain (CBB). In 2022, the number
of serious complaints remained very low compared

with the service-oriented market norms. The majority of
complaints were handled immediately and successfully
resolved within the same day, considerably below the
regulatory five days stipulated by the CBB. This illustrates

Business Review

the Group’s commitment to continuously improve its
customer service and satisfaction standards.

HUMAN RESOURCES

During 2022, the Group continued to enhance its human
capital base through the successful recruitment of
talented employees. A dedicated Compliance Officer
was recruited to handle the Compliance Function and
Complaints as well. At the end of the year, the headcount
was 48 employees, with Bahrainis comprising 98% of the
total workforce; while female staff account for 29% of all
employees. HR policies and procedures were updated to
ensure compliance with applicable rules and regulations
of Kingdom.

The Group continued to invest in staff training and
professional development, which was provided either in-
house or through accredited external institutions such as
the Bahrain Institute of Banking & Finance. During 2022,
a climate risk awareness session was provided to senior
managers and directors to enhance their knowledge

on the potential climate-related risk exposures and
opportunities.

During the last two years, the Group focused on
increasing the cyber security awareness of all its
employees through identifying each user’s security
knowledge gaps using a Human Risk Management (HRM)
platform and providing automated training programs
that tackle their risk. The HRM platform was also used

to deliver automated awareness training in the area of
anti-money laundering and combating terrorism financing
(AML/CTF), Conflict of Interest and First Aid & Fire
Fighting.

With an aim of enhancing efforts to progress national
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human capital development in various fields, a
partnership agreement with Hope Talents was signed
during the last quarter of 2022. Hope Talents program
was launched to create a supportive environment to
develop national talents and facilitate access to career
opportunities, along with professional development
through workshops, mentoring programs and networking
sessions.

INFORMATION TECHNOLOGY

Throughout the year we invested in the Group’s IT
resilience and delivered upgrades and improvements
that have reduced vulnerability. Several projects have
been initiated by the Information Technology (IT) team in
order to deliver better services for internal and external
stakeholders. During 2022, the Group improved the

IT service management and optimised value for our
customers and the Group by developing a plan to include
the Information Technology Infrastructure Library (ITIL)
architecture into the IT Services Management as an Agile
Project conception.

The Network IT infrastructure and data centre have been
enhanced in order to support a range of projects towards
digital transformation, new system developments,
network scalability, system availability, high performance
and advanced security solutions. Delivery of the Group’s
Cyber security framework progressed steadily towards
the next maturity level of security, ensuring the most
significant level of protection.

In line with CBB regulations, two business continuity
planning (BCP) exercises were conducted. These involved
successful testing of the BCP centre and disaster
recovery site, which features full online replication

in a different location, with the participation from all
departments. To ensure the highest levels of information
security, two vulnerability assessment and penetration
tests (VAPT) were also successfully conducted.

RISK MANAGEMENT

Given the changing economic and market conditions and
the regulatory guidelines towards the implementation of
tight monetary policies and in light to the adverse impact
of rising interest rate during the year 2022, the Group
enhanced its corporate governance by reinforcing its risk
management framework and risk-related policies and
procedures including revisiting the Group’s pricing matrix
and cost of funding.

The Group abided by the CBB directives related to
moratoria on loan collections and continued offering
instalments skips to the customers until mid of the year
2022. The Group managed in an efficient and effective
manner the utilisation of its available cash flows to

fund its business requirements by obtaining new credit
facilities from reputed banks in the Kingdom Bahrain.
Focus continued to be placed on adopting its Risk Based
Approach (RBA), Credit Administration, KYC Policy and
Procedures, Business Continuity Planning, Cyber Security,
and Anti-money Laundering Practices.

COMPLIANCE

In light of the increased risk environment, and heightened
expectations of the regulators, Compliance Risk
Management within the Group is a focus of the Board,
with oversight by the Board Audit Compliance & Risk
Committee. During 2022, the Group maintained its
ongoing compliance with the regulations of the Central
Bank of Bahrain (CBB) and all other applicable laws and
regulations of the Kingdom of Bahrain.
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value and we identified two new products
that were launched in 2022 to expand
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existing business as a leading financing
Company in the Kingdom.

Annual Report 2

N

y



1ce House

Annual Report 2022

National Fina

N
N

Governance

RISK MANAGEMENT REVIEW

In line with best practice and to further strengthen

the Group’s governance, NFH set up an effective

Risk Management and Internal Control Framework to
identify, monitor and control risks to which the Group
may be exposed. The Risk Management Department
oversees the effective implementation of all necessary
policies, procedures, controls and systems to

monitor, manage and mitigate these risks. An annual
assessment and review of all risk management policies,
processes and procedures is conducted to ensure

that the Group’s risk policies and risk tolerance are in
compliance with the guidelines of the Central Bank

of Bahrain; in line with the strategic direction and risk
appetite specified by the Board; and that they are well-
documented and regularly communicated throughout
the organisation.

KEY DEVELOPMENTS IN 2022

e Complied with the customer due diligence
requirements stated under the CBB Financial Crime
Module.

e All Group’s charters, policies, processes and
procedures were reviewed and updated.

e Reviewed Credit Risk and Credit Administration
policy and procedures, and continued tightening
customer credit assessment criteria for some
impacted segments of customers.

e Reviewed and amended the Credit Scoring Risk
Grading and successfully tested the forward looking
approach for corporate customers which shall be
used for annual risk review purposes.

e The annual high-level Risk Control Self-Assessment
(RCSA) was conducted and amendments were made
to cover the operational risks associated with the
new products launched during the year.

e The Group’s Risk Appetite Statement was reviewed.
The list of Key Risk Indicators (KRIs) was further
reviewed, amended and expanded.

e Customer Risk Rating (CRR) methodology was
reviewed and amended to derive with customer risk
profiling and the inherent risk ratings in light with
the Risk Based Approach (RBA) requirements new
section added along with the additional guidance
set on enhance due diligence requirements as
mandated by the CBB on its Financial Crime Module.
Risk Based Approach (RBA) been developed and
implemented in NFH’s core system after considering
the amendments that took place in its underlying
factors weights and scoring.

e AML/CFT refresher training was provided to all staff
through in-house resources. New joiners were given
internal/external training, given the importance of
this aspect of KYC.

e The Group’s Business Continuity Planning (BCP) was
enhanced with an upgraded Disaster Recovery Site
(DRS) and updated departmental BCPs on a ‘worst
case’ scenario.

e All outstanding credit and risk-related audit
observations raised by the Group’s internal and
external auditors were effectively addressed.

e In light with the international initiatives launched
and driven by the relevant international regulatory
bodies to achieve the global climate goals, external
workshops been attended by the Management
where a forward action plan is in place towards
the requirements relating the climate related risks
in which the CBB would provide more insights to
the licensees covering qualitative and quantitative
disclosure requirements in particular during year
2023.

RISK PHILOSOPHY & APPROACH

e The Group has a conservative risk appetite which
has led to a consistently sound asset quality and
sustainable operating performance.

e Shareholder value is built over a strong risk matrix to
ensure stability and liquidity.

e The Group accepts a reasonable risk appropriate to
its type of business, and in line with the business
strategy adopted.

e Normal risk amounts are calculated by the use
of techniques such as Credit Provisioning and
Operational Loss Assessment.

e The Risk Management Framework establishes and
authorises Board-mandated risk appetites and
tolerances.

e The control environment is based on the principle of
segregation of duties and independence.

RISK EXPOSURE

The Group’s business is primarily exposed to following
risks:

o Credit risk

e Liquidity risk

e Market risk (including interest rate and currency risks)
e Operational risk

e Cybersecurity risk

o Climate-related risk

e Legal, Compliance, Regulatory & Reputation Risks
RESPONSIBILITIES

Board of Directors

The Board of Directors has an overall responsibility for
the establishment and oversight of the Group’s risk
management framework. The Board sets the Group’s
overall risk parameters and tolerance by approving the
relevant risk management policies. It has established the
Audit, Compliance & Risk Committee for reviewing and
monitoring risk metrics and compliance with the policies
approved by the Board. The Audit, Compliance & Risk
Committee reviews and reports to the Board on the
Group’s risk profiles and risk-management activities.

Management

The Chief Executive Officer has the primary
responsibility for sanctioning risk-taking activities, and
operating within the risk management policies and



tolerance as defined by the Board of Directors. The risk
management process is based on a detailed structure of
policies, procedures and limits; aided by comprehensive
risk measurement and MIS for the control, monitoring
and reporting of risks. The CEO is supported by the
Head of Risk & MLRO, Compliance Officer and three
risk-related committees.

Risk Management Committee

The Risk Management Committee is responsible for
identifying all risks to which the Group may be exposed,
and for implementing necessary policies, procedures,
controls and systems to effectively monitor and manage
these risks.

Credit Committee

The Credit Committee, chaired by the Chief Executive
Officer, acts as a forum for the discussion of any matters
relating to credit risk. It sets and reviews credit policies
and procedures, oversees the operation of the credit
process, and approves loans within its delegated limits.

Asset & Liability Committee

The Asset & Liability Committee (ALCO), chaired

by the Chief Executive Officer, is responsible for
managing the assets and liabilities of the Group to
ensure that sufficient funds are readily available to
meet commitments, both under normal operating
conditions and in the event of a crisis. The Committee
is also responsible for managing the Group’s liquidity
risk, reviewing the interest rate charged on loans and
addressing strategic issues concerning liquidity and
margin management.

RISK MANAGEMENT FUNCTION

The Risk Management function, which is independent
of business line management, is primarily accountable
for establishing and maintaining the Group’s risk
management and internal control frameworks and
supporting policies. The function is also responsible
for providing risk oversight and independent reporting
of risk to the Audit, Compliance and Risk, Executive

Management, Board-level and Management Committees,

and the Board.

The role and responsibilities of the Risk Management
function are to:

e Implement the Risk Management Framework and
incorporate climate change on a Group-wide basis
and identify risk drivers and owners

e Implement the Internal Control Framework on a
Group-wide basis and identify control gaps across all
processes

e Effectively identify, assess, monitor, mitigate and
report risks across all business units and processes as
well as for climate related exposures

e Provide expert advice on risk management to
management and departments

e Independently monitor and report incidents in
key risk areas such as credit risk, market risk and
operational risk

e Ensure that Board-approved risk limits are observed
and that the policy is complied with

Governance

e Develop appropriate MIS and reporting systems,
and provide reliable data to the decision-making
authorities with views and recommendations

e Oversee operational risk incidents and loss
management in the Group, and maintain a database
of operational loss events and their causes

e Promote risk and internal control culture and
awareness among all employees

e Conduct risk profiling of new products and services,
and suggest appropriate controls

e Ensure that an effective internal control system is in
place to take care of risk controls

e Implement the Anti-Money Laundering & Counter-
Terrorism Financing policy.

ANTI-MONEY LAUNDERING

Combatting financial crime and complying with
applicable laws and regulations is vital to ensuring the
stability and integrity of the Group. The Group has a
designated Money Laundering Reporting Officer (MLRO)
and a Deputy MLRO (DMLRO) to ensure compliance
with the anti-money laundering laws and counter-
terrorism financing regulations (AML/CFT). Appropriate
policies, procedures and controls are in place to detect
and report money laundering and terrorist financing,
verify the identity of customers and comply with
economic sanctions. Annual training is conducted to all
employees to raise their awareness for identifying and
reporting suspicious transactions as well as detecting
and mitigating frauds. In line with the CBB Financial
Crime (FC) Module, annual compliance review on the
effectiveness of the Group’s anti-money laundering
procedures, systems and controls is conducted by the
MLRO. Agreed-upon procedures relating to compliance
with the CBB’s FC Module is conducted on an annual
basis by the Group’s external auditors.

BUSINESS CONTINUITY

The Group is committed to providing uninterrupted
service to its valued customers in spite of business
continuity challenges like natural calamities or other
events. This is achieved through identifying potential
threats to the Group and providing a framework for a
response that safeguards all stakeholders, including
employees and customers. The Group’s Business
Continuity Plan includes data recovery and information
security.

During 2022, two fire drills along with two business
continuity exercises and testing NFH'’s call-out tree,
involving the disaster recovery site and all departments,
were successfully carried out, together with testing

of various disaster recovery scenarios. Information
security measures were further enhanced by conducting
two Vulnerability Assessment & Penetration Testing
(VAPT) exercises, and addressing the risks identified in
a timely manner. The Group has in place a robust Cyber
Security Framework which includes clear ownership and
management of risks associated with cyber-attacks; and
a Cyber Security Incident Response Team responsible for
detecting, monitoring, mitigating and reporting cyber-
attacks.
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CORPORATE GOVERNANCE REPORT

National Finance House (NFH) is committed to
establishing and maintaining the highest standards of
corporate governance, transparency and compliance
in line with industry best practice; in order to ensure
fairness for all stakeholders, and to achieve the highest
levels of organisational efficiency and effectiveness.

1. DEVELOPMENTS IN 2022

Adoption of a balanced corporate governance strategy
is integral to business prosperity and corporate
accountability. It promotes transparency in the Group,
and inspires and strengthens stakeholders’ confidence
by ensuring commitment to sustainable growth in the
value of the Group.

NFH continuously strives to improve the level of
compliance levels in all its activities and implement

best practices in compliance. During 2022, the Group
continued to maintain a strong corporate governance
framework to ensure compliance with the regulations of
the Central Bank of Bahrain (CBB) and other statutory
bodies; and other applicable laws and regulation of the
Kingdom of Bahrain.

The Board has reviewed and approved amendments

to the corporate governance framework and policies,
Board Committees’ Charters, Management Committee
Charters, risk management policies and all other policies
of the Group. Compliance awareness training were
conducted to improve employee engagement and
awareness at all levels.

2. GOVERNANCE PHILOSOPHY

The Group’s philosophy is to maintain a working
environment of the highest integrity and promote

a culture that upholds best practices of Corporate
Governance, which is vital for growing a successful
business. The Group recognises that transparency,
fairness, compliance and accountability are the pillars
of any good system of corporate governance.

The adoption and implementation of corporate
governance is the direct responsibility of the Board of
Directors, and this endeavour is in line with the policies
of regulatory authorities and statutory requirements in
the Kingdom of Bahrain.

3. STRUCTURE

NFH has put in place a robust corporate governance

structure that clearly sets out the objectives of the Group;

together with the means and incentives through which
the Board and Management pursue objectives that are
in the best interests of the Group and its shareholders.
This structure is designed to establish and maintain an
environment which adopts the highest standards of
ethical business conduct, facilitates effective monitoring,
and encourages the most efficient use of resources.

4. PRINCIPLES

The corporate governance structure of NFH is based

on a number of critical principles. These include: an
independent, active and engaged Board of Directors
that has the skills to properly oversee and direct
Management; a Code of Conduct to guide directors,
managers and staff in their day-to-day administration of
the Group’s business; the imposition of effective controls
and monitoring systems; and the dissemination of timely
and accurate information to shareholders, regulatory
authorities, and other stakeholders.

5. BOARD OF DIRECTORS

Board Composition

NFH has a highly skilled, experienced and well-
respected Board of Directors from a variety of business
backgrounds. The Board of directors is fully committed
to the Group’s long-term sustainability while maintaining
the highest standards of corporate governance and
ethical business conduct across all aspects of the
Group’s operations.

As per the Group’s Memorandum and Articles of
Association, the Board of Directors comprises a
maximum of 10 members. The current Board consists of
eight Directors of which two are Independent Directors.
The Board was appointed at the Annual General Meeting
held on 15 March 2021 for a period of three years. The
next election / re-election of the Board of Directors

for a three-year term is scheduled for March 2024.The
appointment of Directors is subject to CBB approval.
The Board periodically reviews its composition and the
contribution of Directors and Committees.

Board Meetings

The Board shall meet as frequently as required and shall
meet at least 4 times in a calendar year to address its
monitoring responsibilities. A minimum of 5 Members
should attend the meeting which must include the
Chairperson. In the absence of the Chairperson,
attendance of the Vice Chairperson is mandatory.
Meetings may be held through teleconferencing. All
Board Members must attend at least 75 per cent of all
Board Meetings within a calendar year and no proxy is
allowed.

Roles & Responsibilities

The Board is accountable to the Group’s shareholders
and other stakeholders to ensure that NFH is managed
in a safe and sound manner, and with an appropriate
balance between financial performance and fulfilment
of its public purpose. The Board is also responsible

to the regulators for conducting the business of the
Group within the legal and regulatory framework. The
board of directors is responsible for the preparation
and fair presentation of the financial statements in
accordance with the International Financial Reporting
Standards (IFRS), and for such internal control as the
board of directors determines is necessary to enable the
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preparation of financial statements that are free from
material misstatement, whether due to fraud or error.

Induction & Training

The Group is committed to ongoing training and
development for Board Members to foster trust,
understanding and communication among Directors
through a robust induction programme for new Board
Members. All first-time Directors elected to the Board
of the Group shall receive training covering the financial
and business performance of the Group, the industry,
regulatory and legislative requirements, corporate
governance practices, risk management and Code of
Ethics and Business conduct for Directors. Meetings will
also be arranged with Executive Management.
Re-elected Directors, who are already inducted into

the Board may undergo a refresher programme. During
2022, all approved persons including members of the
Board of Directors completed a minimum of 15 hours of
continued professional development.

Performance Evaluation

The Board annually conducts a self-assessment of

the performance of the Board, and also reviews self-
evaluations of the performance of individual Board
Members and each Board Committee, and considers
appropriately any recommendations arising out of such
evaluation.

Board of Directors Remuneration

The remuneration of Independent Directors comprises

a fixed component while the remuneration of other
members of the Board of Directors comprises a fixed
and a variable component. The Fixed Remuneration
comprises the sitting fees per meeting attended by the
Board Member. The Variable Remuneration comprises a
percentage of the net profit for one financial year. Board
Members’ remuneration is linked to their attendance and
performance. Participation in a meeting via telephone/
video conference shall be considered an attendance of
the meeting. In aggregate, directors were paid a total

of BHD 100,250 as directors’ remuneration and sitting
fees for their contribution to the Board and Board
Committees held during 2022.

In line with the provisions of the Commercial Companies
Law No (21 of 2001 and its amendments, and pursuant
to the provisions of Article No. (188) of the Commercial
Companies Law and Article No. (125) of its Executive
Regulations of No (3) for the year 2022, the Group
disclosed the remuneration of members of the Board of
Directors and the Executive Management for the fiscal
year ended 31 December 2022 under the Chairman’s
Statement.

Code of Ethics & Business Conduct

The Board has approved a comprehensive Code

of Ethics & Business Conduct for the Directors,
Management, and staff. The Code binds signatories
to the highest ethical standards of personal and

Governance

professional behaviour; and requires staff to display
integrity, mutual respect and due diligence in
discharging their duties. It also outlines areas of
confidentiality and the responsibilities of signatories to
reject bribery, kickbacks and corruption; and adhere
to best employment practices. The Code of Business
Conduct adopted by NFH has been posted on the
website of the Group.

Whistle-blower Policy

The Group has a whistle-blower scheme in place

with designated officials to whom the employee can
approach and report any breach or suspected breach of
laid down policies and procedures, in confidentiality.

Conflict of Interest Policy

The Board has approved a Conflict of Interest Policy to
ensure high standards of Corporate Governance and
ethical business dealings. The Policy identifies areas of
conflict of interest, and internal policies and controls
designed to prevent and manage conflict of interest.

It also identifies disclosure requirements of conflict of
interest. In the event of the Board or its Committees
considering any issues involving conflict of interest of
Directors, such Director will abstain from voting. During
the year, there were no potential conflicts of interest of
any member of the Board of Directors between their
duties to the Group and their private interests and/or
other duties.

Related Party Transactions

Controlling relations with related party transactions are
enshrined in various policies, charters and agreements.
The Group’s dealings with its shareholders and/or Board
of Directors are conducted on an arms-length basis

in respect of borrowings received from them. If loans
are extended to related parties, these are approved
based on the authorities delegated by the Board of
Directors to the Management. Lending transactions

to related party, at a certain level of exposure, require
Board approval. The Board or Senior Management must
abstain themselves from the decision-making process
for credits to companies and individuals related to them.

As per the requirement of Article 189 of the Companies
Commercial Law, all transactions with the Board of
Directors are required to be approved by the Board.
The Board of Directors reviewed the transactions and
approved these, which were summarised, within the
related party note annexed to the Financial Statements
for 2022.

During 2022, there were no related party transactions
which were of a materially significant nature undertaken
by the Group with its Directors or Management, or
relatives that may have a potential conflict with the
interests of the Group. Further, there are no shares held
by Directors or Senior Managers as at 31 December 2022.
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Material transactions

Material transactions that require Board / Board
Committees approval are mainly related to lending
transactions at a level exceeding certain pre-defined
exposure levels. Similarly, approval is required for
restructuring corporate loans or writing-off loans at
a certain level of exposure or obtaining new credit
facilities from banks.

Communications with Stakeholders

The Group has a public disclosure policy approved

by the Board of Directors. The Group conducts all
communications with its stakeholders in a transparent,
accurate and timely manner. Main channels of
communications comprise an annual general

meeting, annual report, semi-annual and annual
financial statements, corporate website, and regular
announcements in the appropriate local media.

The Group provides information on all events that merit
announcement, either on its website - www.nfh.com.bh -
or through other forms of publication. The annual results
of the Group are published in two local newspapers, one
in Arabic and one in English, and a copy is submitted to
the Central Bank of Bahrain. All previous annual reports
and quarterly / semi-annual interim financial results of
the Group, and other public disclosures as stated in the
Public Disclosure Module of the CBB are made available
on the Group’s website for a reasonable period of time.

Annual reports are mailed to all shareholders, relevant
regulatory bodies, main bankers and other stakeholders.
Management discussion and analysis is given as part of
the annual report, which assures transparency and fair
presentation of the business operations.

6. Board Committees

The Board has established three committees to assist
the Board in carrying out its responsibilities. These
committees are the Executive Committee; Audit,
Compliance & Risk Committee; and Nomination &
Remuneration Committee. The Board reserves the right
to form temporary committees and discontinue them,
from time to time as necessary.

Performance Evaluation

Each Board Committee conducts a written annual
self-assessment of the performance of the Committee /
Members to be provided at any regularly scheduled Board
meeting, and reports conclusions and recommendations
to the Board.

Executive Committee

Committee Composition

The Board nominates the members including the
Chairperson. The Committee comprises a minimum of
three Directors and the Chief Executive Officer. Members
will be appointed for a period of three years. The term of
service of the Members who are also Directors shall be
co-terminus with their service to the Board.

Committee Meetings

The Committee meets as necessary to play its role
effectively. The meeting is requested by any member of
the Committee or the Chairperson of the Board. Number
of meetings held by the Committee in 2022 was four.
The quorum for a meeting will be two members. In

the absence of the Chairperson, the Vice Chairperson
should be available to chair the meeting.

Roles & Responsibilities

e Oversee the financial and business performance of
the Group and guide the Group in its relations with
shareholders and other key stakeholders, including
regulators and media.

e Take overall responsibility for establishing the business
objectives and targets of the Group, and the strategic
direction and control of the Group’s business activity,
within the authorities delegated to it by the Board.

e Credit approvals within a range specified by the Board.

e Review the policies, business plan and annual budget
for approval of the Board.

e Approve expenditure and other financial commitments
within the authorities delegated to the Committee,
and make recommendations to the Board seeking the
necessary approval for proposals beyond its powers.

Audit, Compliance & Risk Committee

Committee Composition

The Board nominates the members including the
Chairperson. The Committee comprises a minimum of
three members at which the majority of members must
be Independent Directors including the Chairperson.
Members will be appointed for a period of three years.
The term of service of the members who are also
Directors shall be co-terminus with their service to the
Board.

Committee Meetings

The Committee meets once in a calendar quarter to
coincide with the financial reporting and audit cycle to
review quarterly financial results.

Number of meetings held by the Committee in 2022 was
eight. The quorum for a meeting will be two members.
All meetings must be attended by the Chairperson or
Vice Chairman of the Committee.

Roles & Responsibilities

e Assist the Board of Directors in ensuring and
maintaining oversight of the Group’s financial
reporting system, internal controls, risk management
processes, audit functions, compliance with legal and
regulatory requirements, and Corporate Governance
guidelines.

e Assist the Board in the appointment of external and
internal auditors in the context of their independence,
compensation and terms of engagement.

e Review and supervise the implementation of,
enforcement of, and adherence to, the Group’s Code
of Business Conduct.
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e Monitor the Compliance and Anti-Money Laundering
functions.

e Review and reassess the adequacy of the Corporate
Governance framework, guidelines, policies and
controls; and recommend any changes to the Board
for approval.

Nomination & Remuneration Committee

Committee Composition

The Board nominates the members including the
Chairperson. The Committee comprises a minimum of
three members at which the majority of members must
be Independent Directors including the Chairperson.
Members will be appointed for a period of three years.
The term of service of the members who are also
Directors shall be co-terminus with their service to the
Board.

Committee Meetings

The Committee meets at least twice a year to coincide
with the Board meetings or as required to discharge
its role effectively. Number of meetings held by the

Committee in 2022 was two. The quorum for a meeting will

be two members. All meetings must be attended by the
Chairperson or Vice Chairperson of the Committee.

Governance

Roles & Responsibilities

e Ensure that the Board comprises individuals who
are best able to discharge the responsibilities of a
Director; and that they have an appropriate mix of
skills, experience and expertise.

e Evaluate and recommend the composition of the
Board of Directors and Board Committees.

e Consider and recommend the appointment of
Directors including independent Non-Executive
Directors.

e Review the remuneration policies for the Board and
Senior Management.

e Determine the processes for evaluating the
effectiveness of individual Directors and the Board as
a whole.

e Ensure that plans are in place for orderly succession of
the Senior Management team.

e Evaluate the Chief Executive Officer’s performance in
light of the Group’s corporate goals, agreed strategy,
objectives and business plans.
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Board & Board Committee Members as at 31 December 2022

The classification of ‘Executive’ Directors, ‘Non-Executive’ Directors and ‘Independent’ Directors is as per definitions

stipulated by the CBB. None of the Directors have any direct inter-relationship.

Audit s
. . . . ; Nomination &
Directors Directorship Board ExeCl_Jtlve Compllancg & Remuneration
Type Committee Risk Committee
Committee
Talal Fuad Ebrahim Kanoo Executive Chairman Chairman
Mohammed Farouk Almoayyed Executive D_eputy Chairman
Chairman
Redha A. Faraj Non-Executive Member Member
Sameer Ebrahim Al Wazzan Executive Member Member
Sanjay Kawatra Executive Member Member
Mohammed Abdullah Alwabil Non-Executive Member
Khaled Shaheen Sager Shaheen Independent Member Dgputy Chairman Dgputy
Chairman Chairman
Tawfeeg Mohamed Bastaki Independent Member Member Member
Board & Board Committee Meetings and Record of Attendance during 2022
M Attended Absent I Not a member during this period Attended by phone / Zoom
Board of Directors
% of
28 Feb 26 May 24 Aug 8Dec meetings
attended
Talal Fuad Ebrahim Kanoo | | | 100%
Mohammed Farouk Almoayyed 4 iy | 75%
Redha A. Faraj T V1 v V1 100%
Sameer Ebrahim Al Wazzan iy ™ | 100%
Sanjay Kawatra 75%
Mohammed Abdullah Alwabil = 4] 4| ] 100%
Khaled Shaheen Sager Shaheen v | ] 100%
Tawfeeq Mohamed Bastaki 4] | V1 100%
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Feb 9 May 8 Aug 14 Nov 10
Mohammed Farouk Y. Almoayyed
Khaled Shaheen Sager Shaheen
Sameer Ebrahim Al Wazzan =
Sanjay Kawatra
Audit, Compliance & Risk Committee
Jan 31 Feb 16 Mar30 May 24 May29 Augl6é Oct 25 Dec 4
Khaled Shaheen Sager Shaheen V1 V1 4]
Redha A. Faraj i) i ] v M
Tawfeeq Mohamed Bastaki | ] ]
Nomination & Remuneration Committee
Feb 15 Aug 22

Talal Fuad Ebrahim Kanoo ] |
Khaled Shaheen Sager Shaheen V1 4]
Tawfeeg Mohamed Bastaki ] 4|
7. SHAREHOLDERS
List of the Group’s Shareholders as at 31 December 2022:
Shareholder’s Name Country % Of Ownership No. of Shares c?ngwAr‘\r:roslr‘\?;
Bahrain National Holding Company Bahrain 34.93% 26,195,240 2,619,524
E.K. Kanoo B.S.C. Bahrain 18.00% 13,502,700 1,350,270
Y.K. Almoayyed & Sons Bahrain 18.00% 13,502,700 1,350,270
Ooman Inter rg‘gﬁ;g'n[;e"e'opme”t and Oman 17.47% 13,100,000 1,310,000
Almutlag Group KS.A. 11.60% 8,699,360 869,936

100% 75,000,000 7,500,000
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8. MANAGEMENT

The Board has delegated authority to the Chief
Executive Officer (CEO) for the day-to-day management
of the Group. The CEO is supported in her duties by

a qualified and experienced Management team, and

five committees: Management Committee, Credit
Committee, Risk Management Committee, Asset

& Liability Committee and IT Steering Committee.
Management committees, comprising of members of
the senior management, have ultimate responsibility for
directing the activity of the Group, ensuring it is well run
and delivering the outcomes for which it has been set
up.

Managerial Remuneration

The remuneration of the Chief Executive Officer

is determined by the Nomination & Remuneration
Committee and approved by the Board on a yearly
basis, based on his/her performance. The remuneration
of all permanent employees comprises a fixed and a
variable component. Fixed remuneration is determined
by the position held by each employee, length of service
in that position, responsibility and job complexity,
performance, and local market salary practices for
identical positions in similar financial institutions. The
Fixed Remuneration comprises the gross salary plus the
fringe benefits that are attributed to all the employees
of the Group. The Variable Remuneration comprises
bonuses. The staff bonus pool is approved by the
Nomination & Remuneration Committee / Board of
Directors, and is linked to the overall performance of
the Group and the performance of the business unit.
The bonus is distributed amongst Senior Managers and
other employees based on their individual performance
and/or the performance of the business unit. The total
amount paid to Senior Managers is disclosed in the
annual report.

Remuneration of Approved Persons & Material Risk
Takers

The Group’s policy is to remunerate all approved
persons and material risk-takers fairly and responsibly
to be sufficient enough to attract, retain and motivate
persons of the quality needed to run the Group
successfully, but avoid paying more than is necessary
for that purpose. The remuneration of approved
persons and material risk takers is subject to the CBB
remuneration practices.

Employment of Relatives

It is the Group’s policy not to encourage direct relatives
of staff especially relatives of any approved persons
occupying controlled function. Direct relatives are
defined as spouse, brother, sister, son, daughter and
direct in laws. As part of the annual reporting, the CEO
must disclose to the Board on an annual basis, the direct
relative of any approved persons occupying controlled
functions within the Group.

For 2022, the direct relatives of approved persons
occupying controlled functions within the Group has
been disclosed to the Board of Directors.

9. AUDITORS

The Shareholders of the Group appointed KPMG, one of
the leading accounting firms in the Kingdom of Bahrain,
as the external auditors for 2022. The external auditors
charged BHD 21,675 against the services rendered by
them to the Group (BHD 9,850 for audit, and BHD
11,825 for condensed interim financial information
review, PIRFM review, Public Disclosure review, Financial
Crime Module review, Annual License Fee "ALF”
review). The external auditors did not provide any
other material consultative or administrative service to
the Group during the year that would conflict with the
independence principle.

The internal audit function was outsourced to Grant
Thornton Abdulaal Gulf Audit for the year ended 31
December 2022. The scope of the internal audit function
is approved by the Audit, Compliance & Risk Committee
and encompasses audits and reviews of all business
operations and support services. The internal audit
process focuses primarily on assessing risks and internal
controls and ensuring compliance with established
policies, procedures and delegated authorities. The
internal audit function is independent and reports
directly to the Audit, Compliance & Risk Committee.
During 2022, BHD 9,200 was charged by the outsourced
internal auditors against the auditing services rendered
to the Group.

10. COMPLIANCE

The Group conducts its business in compliance with
all relevant bye-laws, rules and regulations pertaining
to financial institutions. These comprise Central Bank
of Bahrain rules and guidelines, legal compliance,

and international accounting standards. NFH has
well-documented ‘Know Your Customer’ guidelines,
and customer due diligence policy, processes and
procedures. The Group has appointed a Money
Laundering Reporting Officer (MLRO), a Deputy MLRO
and a Complaints Officer. The Compliance Officer
reports to the CEO and has direct access to the Board
of Directors through the Audit, Compliance & Risk
Committee. The Corporate Secretary has direct access
to the Board of Directors as per the requirements of
Corporate Governance.

There were no instances of material non-compliance,
and no strictures or penalties were imposed on the
Group by the Central Bank of Bahrain (CBB) on any
matter during the year.
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11. NON-COMPLIANCE WITH HIGH LEVEL CONTROLS
MODULE OF CBB RULEBOOK

For the year 2022, the Group is fully compliant with the
requirements of the CBB’s HC Module, except for the
following:

Board Composition

HC-1.4.5 states that at least half of the Board should

be non-executive directors and at least three of those
persons should be independent directors. For a licensee
with a controller, at least one-third of the Board must
be independent directors as per required under HC-
1.5.2. Minority shareholders must generally look to
independent directors’ diligent regard for their interests,
in preference to seeking specific representation on the
Board. NFH has two independent directors in its Board
instead of three directors.

CBB exemption for two independent directors was
obtained on 13 November 2014 in this regard.

Chairman:

HC-1.4.6 states that the Chairman of the Board should
be an independent director and HC-1.4.8 states that the
Chairman must not be an Executive Director.

Mr. Talal Kanoo is non-independent Executive Director.
However, taking into consideration the business dealings
that NFH has with E.K. Kanoo, the Group is of the view
that this does not compromise the high standards

of corporate governance that the Group maintains,
since NFH pursues strict policies to manage conflicts

of interest in Board decisions and apply arms-length
principle followed by transparent tendering and
approval processes.

CBB exemption was obtained on 3 June 2018 in this
regard.

Nomination & Remuneration Committee:

HC-4.2.2 & HC-5.3.2 state that the committee should
include only independent directors or, alternatively,
only non-executive directors of whom a majority
are independent directors and the chairman is an
independent director.

Mr. Talal Kanoo, the Chairman of the Group’s Nomination
& Remuneration Committee is not an independent
Executive Director; however, the independence of the
decision-making process is not compromised as the
majority of the members are independent. Moreover,

all Board Members must adhere to the Group’s policies
including Code of Ethics & Business Conflict and
Conflict of Interest Policy, to promote objectivity in
decision-making.

CBB exemption was obtained on 3 June 2018 in this
regard.

Governance

12. ACKNOWLEDGMENT BY THE BOARD OF DIRECTORS

e The Board confirms that to the best of its knowledge
and belief that:

e The financial statements have been prepared in
accordance with International Financial Reporting
Standards (“"IFRS”) and other applicable standards
and rules;

e The efficiency and adequacy of the internal control
systems of NFH have been reviewed and are in
compliance with internal rules and regulations;

e The financial statements have been prepared on the
going concern basis and there are no material things
that affect the continuation of NFH and its ability to
continue its operations in the foreseeable future.
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