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Shari’ah Supervisory Board’s Report to Shareholders

Assalam Alaikum Wa Rahmat Allah Wa Barakatuh,

In compliance with the letter of appointment and article 110 of the Articles of Association of Arcapita
Group Holdings Limited, we are required to submit the following report:

We have reviewed the contracts relating to the transactions and applications introduced by Arcapita
Group Holdings Limited and its subsidiaries (“the Group”) during the year ended 30 June 2017. We have
also conducted our review to form an opinion as to whether the Group has complied with Shari’ah rules
and principles and also with the specific fatwas, rulings and guidelines issued by us.

The Group’s management is responsible for ensuring that it conducts its business in accordance with
Islamic Shari’ah rules and principles. It is our responsibility to form an independent opinion, based on our
review of the operations of the Group and to report to you.

We planned and performed our review so as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give assurance that the Group has
not violated the rules and principles of Islamic Shari’ah. The Shari’ah Supervisory Board will conduct site
visits and audits to ensure Shari’ah compliance.

In our opinion:

a) The contracts entered by the Group during the year are in compliance with Islamic Shari’ah rules
and principles.

b) The Group is managing an investment portfolio on behalf of its clients and this investment
portfolio was acquired by its clients prior to establishing the Group and the investment portfolio
was structured and approved by the client’s previous Shari’ah board.

c) The investments undertaken by the Group during the year have been reviewed by us and are in
accordance with Islamic Shari’ah principles.

d) The allocation of profit and charging of losses conform to the basis that had been approved by us
in accordance with Islamic Shari’ah rules and principles.

We beg Allah the Almighty to grant us all success and straightforwardness.
Shari’ah Supervisory Board:

Sh. Muhammad Taqi Usmahi — C—
Chairman

Sh. Essam Mohammed Ishaq
Member

Sh. Mohammed Al Jamea_)
Member

10 July 2017
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INDEPENDENT AUDITORS' REPORT TO THE SHAREHOLDERS OF
ARCAPITA GROUP HOLDINGS LIMITED

Report on the audit of the consolidated financial statements

Opinion

We have audited the accompanying consolidated financial statements of Arcapita Group
Holdings Limited (“the Company”) and its subsidiaries (together “the Group”), which comprise
the consolidated statement of financial position as at 30 June 2017, and the consolidated
statements of profit or loss, comprehensive income, cash flows and changes in equity 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 30 June 2017, and its
consolidated financial performance and its consolidated cash flows for the year then ended in
accordance with International Financial Reporting Standards (IFRSs).

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditor's responsibilities
for the audit of the 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.

Other information

Other information consists of the Supplementary information, that was obtained at the date of
this auditor's report. The Board of Directors is responsible for the other information. Our
opinion on the financial statements does not cover the other information and we do not
express any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other
information and, in doing so, consider whether the other information is materially inconsistent
with the financial statements or our knowledge obtained in the audit or otherwise appears to
be materially misstated. If, based on the work we have performed, we conclude that there is a
material misstatement of this other information, we are required to report that fact. We have
nothing to report in this regard.

Responsibilities of the Board of Directors for the consolidated financial statements

The Board of Directors is responsible for the preparation and fair presentation of the
consolidated financial statements in accordance with IFRSs, and for such internal control as
the Board of Directors determines is necessary to enable the preparation of consolidated
financial statements that are free from material misstatement, whether due to fraud or error.
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INDEPENDENT AUDITORS' REPORT TO THE SHAREHOLDERS OF
ARCAPITA GROUP HOLDINGS LIMITED (continued)

Report on the audit of the consolidated financial statements (continued)

Responsibilities of the Board of Directors for the consolidated financial statements (continued)
In preparing the consolidated financial statements, the Board of Directors 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 the
Board of Directors either intends to liquidate the Group or to cease operations, or has no
realistic alternative but to do so.

Auditor's 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 auditor's report that includes our opinion. Reasonable assurance is a high
level of assurance, but is not a guarantee that an audit conducted in accordance with 1SAs
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 judgement and
maintain professional skepticism throughout the audit. We also:

= 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 invoive
collusion, forgery, intentional omissions, misrepresentations, or the override of internal
control.

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

» Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by the Board of Directors.
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INDEPENDENT AUDITORS' REPORT TO THE SHAREHOLDERS OF
ARCAPITA GROUP HOLDINGS LIMITED (continued)

Report on the audit of the consolidated financial statements (continued)

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

Conclude on the appropriateness of the Board of Directors’ 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. !f we conclude that a material
uncertainty exists, we are required to draw attention in our auditor's 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 auditor's 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.

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 the Board of Directors 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.

Sanet ¥

Partner's registration no. 121

23 July 2017
Manama, Kingdom of Bahrain.



Arcapita Group Holdings Limited

CONSOLIDATED STATEMENT OF FINANCIAL POSITION
As at 30 June 2017

2017 2016

Nole USD ‘000 USD '000
ASSETS
Cash and cash equivalents 7 47,052 61,394
Receivables B 65,678 29,722
Investments 9 75,712 43,858
Other assets 10 1,464 1,149
TOTAL ASSETS 189,906 136,123
EQUITY AND LIABILITIES
LIABILITIES
Payable on acquisition of investment 11 32,634 -
Murabaha financing 12 21,114 -
Accrued expenses and other liabilities 13 11,649 13,448
TOTAL LIABILITIES 65,397 13,448
EQUITY
Share capital and premium 15 96,610 85,583
Reserves 20,557 19,828
Proposed dividends 16 7,342 7,264
TOTAL EQUITY 124,509 122,675

TOTAL EQUIAY AND LIABILITIES 189,906 136,123

\
_ YK A

Abduliziz Hamad Aljomaih " At A
Chairman of the Board of Diractors Chief Executive Offi

and Director

The attached explanatory notes 1 to 26 form part of these consolidated financial statements.
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Arcapita Group Holdings Limited

CONSOLIDATED STATEMENT OF PROFIT OR LOSS
For the year ended 30 June 2017

2017 2016

Note UsD ‘000 USD ‘000
OPERATING INCOME
Fee and other income 17 33,492 36,141
Total operating income 33,492 36,141
OPERATING EXPENSES
Staff compensation and benefits (12,707) {12,933)
General and administration expenses {6,489) (5,853)
Professional and consultancy fees {3,907) (2,809)
Financing cost {553) -
AEIP expense 18 {1,361) (1,602)
Total operating expenses {25,017) (23,197)
Net operating income 8,475 12,944
Foreign exchange loss (397) (714)
NET PROFIT FOR THE YEAR 8,078 12,230

— r r—. /\
Abdulaziz Hamad Aljomaih Alif A. alik
Chairman of the Board of Directors Chief Executive Officefand Director

The atiached explanatory notes 1 to 26 form part of these consolidated financial statemants.
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Arcapita Group Holdings Limited

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
For the year ended 30 June 2017

2017 2016
USD '000 USD '000
NET PROFIT FOR THE YEAR 8,078 12,230
Other comprehensive income
to be reclassified to profit or loss
in subsequent periods:
Exchange differences on
translation of foreign operations ©) 83
TOTAL COMPREHENSIVE INCOME FOR THE YEAR 8,071 12,313

The attached explanatory notes 1 to 26 form part of these consolidated financial statements.
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Arcapita Group Holdings Limited

CONSOLIDATED STATEMENT OF CASH FLOWS
For the year ended 30 June 2017

Note

OPERATING ACTIVITIES

Net profit for the year

Adjustment for non cash items:
Arcapita equity incentivev plan expense 18
Financing cost

Operating income before changes in
operating assets and liabilities

Changes in operating assets and liabilities:
Investments
Receivables
Other assets
Accrued expenses and other liabilities
Payable on acquisition of investment

Cash used in operations
Financing cost paid

Net cash flows used in operating activities

FINANCING ACTIVITIES

Proceeds from issuance of Murabaha financing

Proceeds from issuance of share capital 15
Dividends paid

Net cash flows from financing activities
NET DECREASE IN CASH AND CASH EQUIVALENTS

Cash and cash equivalents at the beginning of the year

CASH AND CASH EQUIVALENTS AT THE END OF THE YEAR 7

The attached explanatory notes 1 to 26 form part of these consolidated financial statements.

2017 2016
USD '000 USD '000
8,078 12,230
1,027 1,602
553 -
9,658 13,832
(31,854) 6,580
(35,956) (21,796)
(315) 108
(1,806) 3,618
32,634 (45,438)
(27,639) (43,096)
(439) -
(28,078) (43,096)
21,000 -

- 30,833
(7,264) (4,667)
13,736 26,166

(14,342) (16,930)
61,394 78,324
47,052 61,394
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Arcapita Group Holdings Limited

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

For the year ended 30 June 2017

As at 1 July 2016

Net profit for the year

Exchange differences arising from
translation of foreign operations

Total comprehensive income for the year

Shares granted to employees
under AEIP

Dividends paid

Dividends proposed (note 16)

Balance as at 30 June 2017

As at 1 July 2015

Net profit for the year

Exchange differences arising from
translation of foreign operations

Total comprehensive income for the year

Issue of share capital

Shares granted to employees
under AEIP

Dividends paid

Dividends proposed

Balance as at 30 June 2016

Share capital and premium Reserves
Total
Un- Share Foreign
allocated Capital Currency
Share Share AEIP and Retained  Translation Total Proposed Total
Capital Premium Shares Premium Earnings Reserve Reserves Dividend Equity
USD '000 USD '000 USD '000 USD '000 USD '000 USD '000 USD '000 USD '000 USD '000
10 102,768 (7,195) 95,583 19,872 (44) 19,828 7,264 122,675
- - - - 8,078 - 8,078 - 8,078
- - - - - 0) 0) - U)
- - - - 8,078 (7) 8,071 - 8,071
- - 1,027 1,027 - - - - 1,027
- - - - - - - (7,264) (7,264)
- - - - (7,342) - (7,342) 7,342 -
10 102,768 (6,168) 96,610 20,608 (51) 20,557 7,342 124,509
Total Share Foreign
Un-allocated Capital Currency
Share Share AEIP and Share Retained Translation Total Proposed Total
Capital Premium shares Premium Earnings Reserve Reserves Dividends Equity
USD '000 USD '000 USD '000 USD '000 USD '000 USD '000 USD '000 USD '000 USD '000
6 61,661 - 61,667 14,906 (127) 14,779 4,667 81,113
- - - - 12,230 - 12,230 - 12,230
- - - - - 83 83 - 83
- - - - 12,230 83 12,313 - 12,313
4 41,107 (10,278) 30,833 - - - - 30,833
- - 3,083 3,083 - - - - 3,083
- - - - - - - (4,667) (4,667)
. . - - (7,264) - (7,264) 7,264 -
10 102,768 (7,195) 95,583 19,872 (44) 19,828 7,264 122,675

The attached notes 1 to 26 form part of these consolidated financial statements.




Arcapita Group Holdings Limited

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
30 June 2017

1 ORGANISATION AND ACTIVITIES

Arcapita Group Holdings Limited (“the Company”’) was incorporated in the Cayman Islands on 30
December 2013 as an exempt limited liability company. The registered office of the Company is at P.O.
Box 1111, George Town, Grand Cayman, British West Indies. The Company and its subsidiaries (together
the 'Group') provide alternative Islamic financial products.

These consolidated financial statements were authorized for issue by the Board of Directors on 23 July
2017.

2 BASIS OF PREPARATION

The consolidated financial statements have been prepared under the historical cost basis, except for
investments that have been measured at fair value. The consolidated financial statements have been
presented in US Dollars being the functional currency of the Group and all values are rounded to the
nearest USD thousand (USD '000), except when otherwise indicated.

The consolidated financial statements have been prepared in accordance with International Financial
Reporting Standards ("IFRS") as issued by the International Accounting Standards Board ("IASB").

3 BASIS OF CONSOLIDATION

The consolidated financial statements comprise the financial statements of the Company and its
subsidiaries as at 30 June 2017. Control is achieved when the Group is exposed, or has rights, to, variable
return from its involvement with the investee and has the ability to affect those return through its power
over the investee. Specifically the Group controls the investee if, and only if, the Group has:

- Power over the investee (i.e. existing rights that give it the current ability to direct the relevant
activities of the investee;

- Exposure, or rights, to variable returns from its involvement with the investee; and

- The ability to use its power over the investee to affect its returns.

When the Group has less than a majority of the voting or similar rights of an investee, the Group considers
all relevant facts and circumstances in assessing whether it has power over an investee, including:

- The contractual arrangement with the other vote holders of the investee;
- Rights arising from other contractual arrangements; and
- The Group’s voting rights and potential voting rights.

The Group re-assesses whether or not it controls an investee if facts and circumstances indicate that there
are changes to one or more of the three elements of control. Consolidation of a subsidiary begins when the
Group obtains control over the subsidiary and ceases when the Group loses control of the subsidiary.
Assets, liabilities, income and expenses of a subsidiary acquired or disposed of during the year are
included in the consolidated financial statements from the date the Group gains control until the date the
Group ceases to control the subsidiary.

Profit or loss and each component of other comprehensive income (OCI) are attributed to the equity
holders of the parent of the Group and to non-controlling interest (NCI), even if this results in NCI having a
deficit balance. When necessary, adjustments are made to the financial statements of subsidiaries to bring
their accounting policies in line with the Group’s accounting policies. All intra-group assets and liabilities,
equity, income, expenses and cash flows relating to transactions between members of the Group are
eliminated in full on consolidation.




Arcapita Group Holdings Limited

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
30 June 2017

3

BASIS OF CONSOLIDATION (continued)

A change in the ownership interest of a subsidiary, without a loss of control, is accounted for as an equity
transaction. If the Group loses control over a subsidiary, it:

Derecognises the assets (including goodwill) and liabilities of the subsidiary;

Derecognises the carrying amount of any non-controlling interests;

Derecognises the cumulative translation differences recorded in equity;

Recognises the fair value of the consideration received;

Recognises the fair value of any investment retained;

Recognises any surplus or deficit in the statement of profit or loss; and

Reclassifies the parent’s share of components previously recognised in OCI to profit or loss or
retained earnings, as appropriate, as would be required if the Group had directly disposed of the

related assets or liabilities.

Subsidiary companies

The following are the principal subsidiaries of the Company and are consolidated in these financial

statements.

Subsidiary

Ownership

Year of
Incorporation

Country of
Incorporation

AIM Group Limited
The primary activity of AIM Group Limited is to provide
asset management and administrative services.

Arcapita Investment Limited
The primary activity of Arcapita Investment Limited is
to hold the investments of the Group.

Arcapita Management Limited

The primary activity of Arcapita Management Limited
is to administer or manage the Group's investment
structure companies.

Arcapita Investment Partners Limited
The primary activities of Arcapita Investment Partners
Limited is to structure Islamically compliant investment
products and act as placement agent.

Arcapita Cayman SPE Limited

The primary activity of Arcapita Cayman SPE Limited
is to act as a deposit agent to the investors of the
Group.

Arcapita Investment Advisors UK Limited

The primary activities of Arcapita Investment Advisors
UK Limited are to source investment opportunities in
Europe and provide investment advisory services.

Arcapita Investment Management US Inc.

The primary activity of Arcapita Investment
Management US Inc. is to provide advisory services
with respect to investment opportunities in the United
States of America.

Arcapita Investment Management Singapore Pte
Limited

The primary activity of Arcapita Investment
Management Singapore Pte Limited is to source
investment opportunities in Asia and to provide
financial advisory services to its related companies.

100%

100%

100%

100%

100%

100%

100%

100%

2013

2015

2015

2015

2014

2013

2013

2013

Cayman Islands

Cayman Islands

Cayman Islands

Cayman Islands

Cayman Islands

United Kingdom

United States
of America

Singapore
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Arcapita Group Holdings Limited

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
30 June 2017

3 BASIS OF CONSOLIDATION (continued)

Subsidiary Companies (continued)
The Group's ownership in the aforementioned subsidiaries has not changed from the previous year ended
30 June 2016.

Investment entity

Entities that meet the definition of an investment entity within IFRS 10 are required to measure their
subsidiaries held for sale under the ordinary course of business at fair value through profit or loss rather
than consolidate them. The criteria which define an investment entity are, as follows:

- An entity that obtains funds from one or more investors for the purpose of providing those
investors with investment services;

- An entity that commits to its investors that its business purpose is to invest funds solely for returns
from capital appreciation, investment income or both; and

- An entity that measures and evaluates the performance of substantially all of its investments on a
fair value basis.

The Group raises commitment from a number of investors in order to raise capital to invest in private equity
investment or to place its acquired investment to investors.

The Group provides investment management services to investors which include investment in Islamic
compliant equities, fixed income securities, private equity and property investments for the purpose of
returns in the form of capital appreciation and investment income.

The Group reports to management via internal management reports and to its investors via investment
reports on a fair value basis. All such investments are reported at fair value to the extent allowed under
IFRS in the Group's consolidated financial statements. The Group does not intend to hold such
investments indefinitely and has an exit strategy for all such investments.

The Group's management has concluded that the Group meets the additional characteristics of an
investment entity in that it has more than one investor; more than one investment; and the investments are
predominantly in the form of equities and similar securities.

The Group concluded that it meets the definition of an investment entity.

Effective Country of
Unconsolidated subsidiaries ownership incorporation
SBA Holdings Limited 100% Cayman Islands
Senior Living Holdings Limited 100% Cayman Islands
UAE Logistics Holdings Limited 100% Cayman Islands
Senior Living VI Holdings Limited 100% Cayman Islands
ARC Logistics Portfolio 1l Holdings Limited 100% Cayman Islands
HealthServ Holdings Limited 100% Cayman Islands

4 SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES

The preparation of these consolidated financial statements requires management to make judgements,
estimates and assumptions that affect the reported amounts in the consolidated financial statements.
However, uncertainty about these assumptions and estimates could result in outcomes that require a
material adjustment to the carrying amount of the asset or liability affected in future periods. Significant
judgements applied in the preparation of the consolidated financial statements are given below:

11



Arcapita Group Holdings Limited

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
30 June 2017

4 SIGNIFICANT ACCOUNTING JUDGEMENTS AND ESTIMATES (continued)

Going concern

The Group's Board of Directors has made an assessment of the Group's ability to continue as a going
concern and is satisfied that the Group has the resources to continue in business for the foreseeable
future. Furthermore, the Board of Directors is not aware of any material uncertainties that may cast
significant doubt about the Group's ability to continue as a going concern. Therefore, the consolidated
financial statements are prepared on a going concern basis.

Impairment of financial assets

The management of the Group reviews its individually significant financial assets at each statement of
financial position date to assess whether an impairment loss should be recorded in the statement of profit
or loss. In particular, judgement by management is required in the estimation of the amount and timing of
future cash flows when determining the impairment loss.

Assets that have been assessed individually and found not to be impaired and all individually insignificant
assets are then assessed collectively, in groups of assets with similar risk characteristics, to determine
whether impairment should be made due to incurred loss events for which there is objective evidence but
whose effects are not yet evident.

Fair value of financial instruments
Fair value is the price that would be received upon the sale of an asset or that would be paid to transfer a
liability in an orderly transaction between market participants at the measurement date.

The Group’s entire investment portfolio falls under level 3 of the fair value hierarchy. The Group uses
various valuation techniques which are based on unobservable market inputs to determine the fair value of
such investments.

The Group engages third party qualified valuation experts to perform the valuation of certain investments.
Where the Group does not engage external valuers, the Group determines the valuation of investments
internally as of the reporting date. The third party valuers and the internal valuation team use methods such
as sales comparison or the capitalisation of future cash streams of the underlying asset by using the
prevailing capitalisation rate for similar properties or similar geographies. The Group and valuation experts
apply their judgement in determining the appropriate valuation techniques and considerations of
unobservable valuation inputs used in valuation models which includes capitalisation rates and comparable
assets. The input to these models is derived from observable markets where available, but where this is
not feasible, degree of judgment is required in determining assumptions used in these models. Changes in
assumptions used in the models could affect the reported fair value of financial assets and liabilities.

5 NEW AND AMENDED STANDARDS AND INTERPRETATIONS

The accounting policies adopted are consistent with those of the previous financial year relating to the
following new and amended IFRS and the IFRS Interpretations Committee (the “IFRIC”) interpretations
which became effective for accounting periods beginning on or after 1 January 2016:

Amendments to IAS 16 and IAS 38: Clarification of Acceptable Methods of Depreciation and Amortisation
The amendments clarify the principle in IAS 16 Property, Plant and Equipment and IAS 38 Intangible
Assets that revenue reflects a pattern of economic benefits that are generated from operating a business
(of which the asset is a part) rather than the economic benefits that are consumed through use of the
asset. As a result, a revenue-based method cannot be used to depreciate property, plant and equipment
and may only be used in very limited circumstances to amortise intangible assets. The amendments are
applied prospectively and do not have any impact on the Group, given that it has not used a revenue-based
method to depreciate its non-current assets.

12



Arcapita Group Holdings Limited

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
30 June 2017

5 NEW AND AMENDED STANDARDS AND INTERPRETATIONS (continued)

Amendments to IAS 27: Equity Method in Separate Financial Statements

The amendments allow entities to use the equity method to account for investments in subsidiaries, joint
ventures and associates in their separate financial statements. Entities already applying IFRS and electing
to change to the equity method in their separate financial statements have to apply that change
retrospectively. These amendments do not have any impact on the Group’s financial statements.

Annual Improvements 2012-2014 Cycle
These improvements include:

IFRS 7 Financial Instruments: Disclosures

(i) Servicing contracts

The amendment clarifies that a servicing contract that includes a fee can constitute continuing involvement
in a financial asset. An entity must assess the nature of the fee and the arrangement against the guidance
for continuing involvement in IFRS 7 in order to assess whether the disclosures are required. The
assessment of which servicing contracts constitute continuing involvement must be done retrospectively.
However, the required disclosures need not be provided for any period beginning before the annual period
in which the entity first applies the amendments.

(i) Applicability of the amendments to IFRS 7 to condensed interim financial statements

The amendment clarifies that the offsetting disclosure requirements do not apply to condensed interim
financial statements, unless such disclosures provide a significant update to the information reported in the
most recent annual report. This amendment is applied retrospectively.

IAS 19 Employee Benefits

The amendment clarifies that market depth of high quality corporate bonds is assessed based on the
currency in which the obligation is denominated, rather than the country where the obligation is located.
When there is no deep market for high quality corporate bonds in that currency, government bond rates
must be used. This amendment is applied prospectively.

Amendments to IAS 1 Disclosure Initiative
The amendments to IAS 1 clarify, rather than significantly change, existing IAS 1 requirements. The
amendments clarify:

. The materiality requirements in IAS 1;

. That specific line items in the statement(s) of profit or loss and OCI and the statement of financial
position may be disaggregated;

. That entities have flexibility as to the order in which they present the notes to financial statements;

. That the share of OCI of associates and joint ventures accounted for using the equity method

must be presented in aggregate as a single line item, and classified between those items that will
or will not be subsequently reclassified to profit or loss.

Amendments to IFRS 10, IFRS 12 and IAS 28 Investment Entities: Applying the Consolidation Exception
The amendments address issues that have arisen in applying the investment entities exception under IFRS
10 Financial Statements. The amendments to IFRS 10 clarify that the exemption from presenting financial
statements applies to a parent entity that is a subsidiary of an investment entity, when the investment entity
measures all of its subsidiaries at fair value.

Furthermore, the amendments to IFRS 10 clarify that only a subsidiary of an investment entity that is not an
investment entity itself and that provides support services to the investment entity is consolidated. All other
subsidiaries of an investment entity are measured at fair value. The amendments to IAS 28 Investments in
Associates and Joint Ventures allow the investor, when applying the equity method, to retain the fair value
measurement applied by the investment entity associate or joint venture to its interests in subsidiaries.

These amendments do not have any impact on the Group as the Group is already applying investment
entity exception.

13



Arcapita Group Holdings Limited

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
30 June 2017

6 SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies adopted in the preparation of the consolidated financial statements are
set out below:

a) Financial instruments
A financial instrument is any contract that gives rise to a financial asset of one entity and a financial liability
or equity instrument of another entity.

() Financial assets
Financial assets comprise of cash and cash equivalents, receivables, investments and other assets.

Initial recognition

The Group classifies its financial assets into two categories: at fair value through profit or loss and
amortised cost. The classification depends on the purpose for which the financial assets were acquired or
transferred to the Group.

Financial assets are initially recognised at fair value plus transaction costs that are directly attributable to its
acquisition or issue except in the case of financial assets recorded at fair value through profit or loss.

Subsequent measurement

Financial assets at fair value through profit or loss

Financial assets designated at fair value through profit or loss upon inception are those that are not held for
trading but are managed and their performance evaluated on a fair value basis in accordance with the
Group's objectives. The Group's objectives require the Board of Directors to evaluate information about
these assets on a fair value basis together with other related financial information. Subsequent to initial
recognition, financial assets at fair value through profit or loss are measured at fair value. Gains and losses
arising from changes in the fair value are recognised in the consolidated statement of profit or loss.

Financial assets at amortised cost

These are non-derivative financial assets that are not quoted in an active market and are stated at fair
value plus transaction costs, if any. After initial measurement, such financial assets are subsequently
measured at amortised cost using the effective interest rate method (EIR), less impairment, if any. The
effective interest rate is the rate that exactly discounts the estimated future cash payments or receipts
through the expected life of the financial asset or liability to the carrying amount of the financial asset or
liability.

An allowance for doubtful receivables is made when collection of the full amount is no longer probable.
Receivables are written off when there is no possibility of recovery.

Derecognition
A financial asset (or, where applicable, a part of a financial asset or part of a group of similar financial
assets) is derecognised when:

0) the right to receive cash flows from the asset have expired; or

(i) the Group has transferred its rights to receive cash flows from the asset or has assumed an
obligation to pay the received cash flows in full without material delay to a third party under a ‘pass-
through’ arrangement; and either (a) the Group has transferred substantially all the risks and
rewards of the asset, or (b) the Group has neither transferred nor retained substantially all the
risks and rewards of the asset, but has transferred control of the asset.

When the Group has transferred its rights to receive cash flows from an asset or has entered into a pass-
through arrangement, it evaluates if, and to what extent, it has retained the risks and rewards of ownership.
When it has neither transferred nor retained substantially all of the risks and rewards of the asset, nor
transferred control of the asset, the Group continues to recognise the transferred asset to the extent of its
continuing involvement. In that case, the Group also recognises an associated liability. The transferred
asset and the associated liability are measured on a basis that reflects the rights and obligations that the
Group has retained.
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6 SIGNIFICANT ACCOUNTING POLICIES (continued)
a) Financial instruments (continued)
() Financial assets (continued)

Continuing involvement that takes the form of a guarantee over the transferred asset is measured at the
lower of the original carrying amount of the asset and the maximum amount of consideration that the
Group could be required to repay.

Impairment of financial assets

The Group assesses, at each reporting date, whether there is any objective evidence that a financial asset
or a group of financial assets is impaired. A financial asset or a group of financial assets is deemed to be
impaired if, and only if, there is objective evidence of impairment as a result of one or more events that has
occurred after the initial recognition of the asset (an incurred ‘loss event’) and that loss event has an impact
on the estimated future cash flows of the financial asset or the group of financial assets that can be reliably
estimated. Evidence of impairment may include indications that the debtor is experiencing significant
financial difficulty, default or delinquency in interest or principal payments, the probability that they will enter
bankruptcy or other financial reorganization and where observable data indicate that there is a measurable
decrease in the estimated future cash flows, such as changes in arrears or economic conditions that
correlate with defaults.

(i) Financial liabilities

Initial recognition and measurement
Financial liabilities are classified, at initial recognition, as loans and borrowings and payables. All financial
liabilities are recognised initially at fair value, net of directly attributable transaction costs.

The Group’s financial liabilities include payable on acquisition of investment, murabaha financing, accrued
expenses and other liabilities.

Subsequent measurement

After initial recognition, financial liabilities are subsequently measured at amortised cost using the effective
interest rate method. Gains and losses are recognised in the consolidated statement of profit or loss, when
the liabilities are derecognised, as well as through the EIR amortisation process.

Derecognition
A financial liability is derecognised when the obligation under the liability is discharged or cancelled or
expires.

When an existing financial liability is replaced by another from the same lender on substantially different
terms, or the terms of an existing liability are substantially modified, such an exchange or modification is
treated as a derecognition of the original liability and the recognition of a new liability, and the difference in
the respective carrying amounts is recognised in the consolidated statement of profit or loss.

b) Offsetting financial instruments

Financial assets and financial liabilities are offset and the net amount reported in the consolidated
statement of financial position if and only if there is a currently enforceable legal right to offset the
recognised amounts and there is an intention to settle on a net basis or to realise the assets and settle the
liabilities simultaneously.
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6 SIGNIFICANT ACCOUNTING POLICIES (continued)

c) Payables, accruals and provisions

Provisions are made when the Group has a present obligation as a result of a past event, and it is probable
that an outflow of resources embodying economic benefits will be required to settle the obligation and a
reliable estimate can be made of the amount of the obligation.

d) Revenue recognition
Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Group and
the revenue can be reliably measured.

Fee income

The fee income represents income the Group earns for investment placement, investment structuring and
arranging, asset management and administrative services rendered in accordance to the contractual terms
agreed between the parties. Fees are recognised as the services are preformed.

Placement and arrangement fee

The Group earns arrangement and placement fees for rendering services during the acquisition and
placement of investments. These fees are recognised when earned based on the signed share purchase
agreements by the Group.

Dividend income
Dividends from investments in equity securities are recognised when the right to receive the payment is
established.

e) Foreign currencies
Transactions in foreign currencies are initially recorded in the functional currency at the rate of exchange
prevailing at the date of the transaction.

Monetary assets and liabilities in foreign currencies are translated into USD at exchange rates prevailing at
the consolidated statement of financial position date. Any gains or losses are recognised in the
consolidated statement of profit or loss.

Non-monetary items that are measured in terms of historical cost in a foreign currency are translated using
the exchange rates as at the dates of the initial recognition. Non-monetary items measured at fair value in
a foreign currency are translated using the exchange rates at the date when the fair value is determined.
Exchange gains and losses on non-monetary items classified as "fair value through profit or loss" are taken
to the consolidated statement of profit or loss and for items classified as "fair value through OCI" such
differences are taken to the consolidated statement of comprehensive income.

f) Share based payments

Employees of the Group receive remuneration in the form of share-based payments, whereby employees
render services as consideration for equity instruments. The cost of equity-settled transactions is
determined by the fair value at the date when the grant is made using an appropriate valuation model. That
cost is recognised as employee benefits expense in the consolidated statement of profit or loss, together
with a corresponding increase in equity.

9) Operating lease commitments

The Group has entered into property leases which are classified as operating leases. The Group has
determined, based on an evaluation of the terms and conditions of the arrangements, such as the lease
term not constituting a major part of the economic life of the property and the present value of the minimum
lease payments not amounting to substantially all of the fair value of the property, that it therefore does not
retain all the significant risks and rewards of ownership of these properties and accounts for the contracts
as operating leases.
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6 SIGNIFICANT ACCOUNTING POLICIES (continued)

h) Standards issued but not yet effective

Standards issued but not yet effective up to the date of issuance of the Group’s consolidated financial
statements are listed below. This listing is of standards and interpretations issued, which the Group
reasonably expects to be applicable at a future date. The Group intends to adopt these standards when
they become effective.

IFRS 9 Financial Instruments

In July 2014, the IASB issued the final version of IFRS 9 Financial Instruments that replaces IAS 39
Financial Instruments: Recognition and Measurement and all previous versions of IFRS 9. IFRS 9 brings
together all three aspects of the accounting for financial instruments project: classification and
measurement, impairment and hedge accounting. IFRS 9 is effective for annual periods beginning on or
after 1 January 2018, with early application permitted. Except for hedge accounting, retrospective
application is required but providing comparative information is not compulsory. For hedge accounting, the
requirements are generally applied prospectively, with some limited exceptions.

The Group is planning to carryout a detailed impact assessment with respect to the classification and
impairment assessment of its financial instruments and plans to adopt the new standard on the required
effective date. Further, the Group does not apply any hedge accounting with respect to its financial
instruments, therefore the change will not have any impact on the Group.

IFRS 15 - Revenue from Contracts with Customers

In May 2014, the IASB issued IFRS 15 Revenue from Contracts with Customers, effective for periods
beginning on 1 January 2018 with early adoption permitted. IFRS 15 defines principles for recognising
revenue and will be applicable to all contracts with customers. However, interest and fee income integral to
financial instruments and leases will continue to fall outside the scope of IFRS 15 and will be regulated by
the other applicable standards (e.g., IFRS 9, and IFRS 16 Leases).

Revenue under IFRS 15 will need to be recognised as goods and services are transferred, to the extent
that the transferor anticipates entittement to goods and services. The standard will also specify a
comprehensive set of disclosure requirements regarding the nature, extent and timing as well as any
uncertainty of revenue and corresponding cash flows with customers.

The Group does not anticipate early adopting IFRS 15 and is currently evaluating its impact.

IAS 7 Disclosure Initiative — Amendments to IAS 7

The amendments to IAS 7 Statement of Cash Flows are part of the IASB’s Disclosure Initiative and require
an entity to provide disclosures that enable users of financial statements to evaluate changes in liabilities
arising from financing activities, including both changes arising from cash flows and non-cash changes. On
initial application of the amendment, entities are not required to provide comparative information for
preceding periods. These amendments are effective for annual periods beginning on or after 1 January
2017, with early application permitted. Application of amendments will result in additional disclosure
provided by the Group.

IAS 12 Recognition of Deferred Tax Assets for Unrealised Losses - Amendment to IAS 12

In January 2016, through issuing amendments to I1AS 12, the IASB clarified the accounting treatment of
deferred tax assets of debt instruments measured at fair value for accounting, but measured at cost for tax
purposes. The amendment is effective from 1 January 2017. The Group is currently evaluating the impact,
but does not anticipate that adopting the amendments would have a material impact on its consolidated
financial statements.
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6 SIGNIFICANT ACCOUNTING POLICIES (continued)

IFRS 2 Classification and Measurement of Share-based Payment Transactions — Amendments to IFRS 2

The IASB issued amendments to IFRS 2 Share-based Payment that address three main areas: the effects
of vesting conditions on the measurement of a cash-settled share-based payment transaction; the
classification of a share-based payment transaction with net settlement features for withholding tax
obligations; and accounting where a modification to the terms and conditions of a share-based payment
transaction changes its classification from cash settled to equity settled.

On adoption, entities are required to apply the amendments without restating prior periods, but
retrospective application is permitted if elected for all three amendments and other criteria are met. The
amendments are effective for annual periods beginning on or after 1 January 2018, with early application
permitted. These amendments are not expected to have any impact on the Group.

IFRS 16 — Leases

The IASB issued the new standard for accounting for leases - IFRS 16 Leases in January 2016. The new
standard does not significantly change the accounting for leases for lessors. However, it does require

lessees to recognise most leases on their balance sheets as lease liabilities, with the corresponding right-of-
use assets. Lessees must apply a single model for all recognised leases, but will have the option not to
recognise ‘short-term’ leases and leases of ‘low-value’ assets. Generally, the profit or loss recognition

pattern for recognised leases will be similar to today’s finance lease accounting, with interest and

depreciation expense recognised separately in the consolidated statement of profit or loss.

IFRS 16 is effective for annual periods beginning on or after 1 January 2019. Early application is permitted
provided the new revenue standard, IFRS 15, is applied on the same date. Lessees must adopt IFRS 16
using either a full retrospective or a modified retrospective approach.

The Group does not anticipate early adopting IFRS 16 and is currently evaluating its impact.

The Group has not early adopted any standard, interpretation or amendment that has been issued but is
not yet effective. Management is considering the implications of these standards and amendments, their
impact on the Group’s financial position and results and the timing of their adoption by the Group.

7 CASH AND CASH EQUIVALENTS
30 June 30 June
2017 2016
USD '000 USD '000
Murabaha with a financial institution (note 'a’) 38,016 30,018
Cash and balances with banks 9,035 31,375
Cash in hand 1 1
47,052 61,394
a) This represents short term murabaha placement with a bank, rated 'A' by Standard & Poors. The
profit rate on this ranges from 1.25% to 1.3% (2016: 0.75%) per annum with maturities up to 1

month.

18



Arcapita Group Holdings Limited

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
30 June 2017

8 RECEIVABLES
30 June 30 June
2017 2016
USD '000 USD '000
Deal subscription receivable 56,900 23,520
Investment yield / dividend receivable 2,804 920
Receivable from AEIP 2,406 416
Advances to investment companies 2,357 1,931
Fee receivable 1,030 1,813
Other receivables 181 1,122
65,678 29,722

9 INVESTMENTS
Note 30 June 30 June
2017 2016
USD '000 USD '000
Investments classified at fair value through profit or loss 9.1 75,712 43,858
75,712 43,858

9.1 Investments classified at fair value through profit or loss

The Group has invested through its structured entities in real estate portfolios in United Arab Emirates and
in the United States of America and in a regional Private Equity Investment.

10 OTHER ASSETS

30 June 30 June

2017 2016

USD '000 USD '000

Equipment's 794 532
Prepayments and other assets 670 617
1,464 1,149

11 PAYABLE ON ACQUISITION OF INVESTMENT

This is relating to acquisition of a regional private equity investment acquired by the Group during 2017.

12 MURABAHA FINANCING

During the year, the Group entered into a Murabaha financing facility (the "Facility") with Strategic Investors
Facility Limited (“SIF”), a Cayman Islands limited liability company owned by a group of shareholders and
investors. Under this facility, AGHL can avail financing up to US$ 75 million. As of 30 June 2017, US$ 21
million have been claimed and financed under the facility. The Facility will mature on 1 March 2022 unless
SIF exercises an option at any time prior 1 December 2019 to require a reduced maturity date of 1 March
2020 for all or a part of the Facility. The Facility is unsecured. Arcapita Investment Limited has provided a
guarantee with respect to the entire facility amount outstanding.
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13 ACCRUED EXPENSES AND OTHER LIABILITIES

30 June 30 June

2017 2016

Note USD '000 USD '000

Due to investment companies 8,460 6,744
Employee related payables 14.3 2,099 5,016
Payable to board members 577 800
Accrued expenses and supplier payables 227 242
Payable to an affiliate 73 108
Fee received in advance - 316
Other Liabilities 213 222
11,649 13,448

14 RELATED PARTY TRANSACTIONS

Related parties represent associated companies, major shareholders, directors and key management
personnel of the Group, the Group's Shari‘ah Supervisory Board and entities controlled, jointly controlled or
significantly influenced by such parties. Transactions with related parties arise from the ordinary course of
business. Pricing policies and terms of these transactions are approved by the Group's management.

Income and expenses on transaction with related parties included in the consolidated statement of profit or

loss:
30 June 30 June
2017 2016
Note USD '000 USD '000
Income
Placement income 11,895 2,151
Yield and dividend income from investment companies 6,083 3,615
Management fee from investment companies 1,602 796
Arrangement fee from investment companies 1,000 726
Expenses
Reimbursement of expenses 14.1 13,264 12,357
Share based compensation to key personnel 18 1,361 1,602
Key management personnel costs 1,276 2,512
Financing cost 553 -
Fees to the Board of Directors 400 804
Balances with related parties as of the consolidated statement of financial position date are:
Assets
Deal subscription receivable 32,500 -
Investment yield / dividend receivable from investment companies 2,804 920
Advances to investment companies 2,357 1,931
Management fee receivable from investment companies 1,030 1,813
Liabilities
Murabaha financing 14.2 21,114 -
Payable to investment companies 8,460 6,744
Payable to board members 577 800
Payable to key personnel 545 2,793
Payable to an affiliate 14.1 73 108
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14 RELATED PARTY TRANSACTIONS (continued)

141 Reimbursement of expenses

The Group and Arcapita Investment Management B.S.C.(c) ("AIM BSC") are under the common control of
the same shareholders and governed by the same Board of Directors. As a result AIM BSC is a related
party to the Group. The Group reimburses the expenditures incurred by AIM BSC in providing services to
the Group. In the consolidated statement of profit or loss for the year ended 30 June 2017, the
reimbursement is included within general and administration expenses, legal and professional expenses,
staff compensation and benefit expenses and AEIP expenses.

14.2 Profit rate
This carries a fixed profit rate of 6.5% per annum up to 1 March 2020 and 7.5% per annum thereafter.

14.3 Accrued expenses and other liabilities

Included in accrued expenses and other liabilities are amounts recovered by the Group from an affiliate,
under a fiduciary capacity, on behalf of certain employees and consultants of the Group. The Group
collects such amounts on behalf of such employees and consultants as per agreed terms. This amount will
not revert to the Group at any point in time.

15 SHARE CAPITAL & PREMIUM

Share capital

30 June 30 June
2017 2016
UsD UsD
Authorised capital
50,000,000 ordinary shares with a par value of
USD 0.001 per share 50,000 50,000
Issued and paid up capital
As at 1 July
(2017: 10,277,778 shares, 2016: 6,166,667 shares) 10,278 6,167
Issued during the year
(2017: Nil shares, 2016: 4,111,111 shares) - 4111
As at 30 June
(2017: 10,277,778 shares, 2016: 10,277,778 shares) 10,278 10,278

Share premium
Amounts collected in excess of the par value of the issued share capital during any issue of shares are
treated as share premium.

Unallocated AEIP shares

As detailed in Note 18, the Group has an employee share incentive program by the name of Arcapita
Equity Incentive Plan ("AEIP"). Under this program shares have been issued to the plan for allocation to
plan participants. Any shares that have not been allocated to plan participants are presented as a
deduction from equity.

16 PROPOSED DIVIDENDS

Proposed dividends are disclosed as appropriations within equity until the time they are approved by the
shareholders. On approval by shareholders, these are transferred to liabilities. As at 30 June 2017, the
Board of Directors of the Group have proposed dividend of USD 0.76 ( 30 June 2016: USD 0.76) per share
amounting to USD 7.342 million (30 June 2016 : USD 7.261 million). Unallocated shares held by AEIP are
not entitled to receive any dividends.
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17 FEE AND OTHER INCOME

30 June 30 June

2017 2016

USD '000 USD '000

Placement fees 20,859 7,368
Investment yield / dividend income 6,083 3,615
Management and performance fees 5,347 24,257
Arrangement fees 1,000 726
Others 203 175
33,492 36,141

18 ARCAPITA EQUITY INCENTIVE PLAN

AEIP is an employee share incentive program through which employees may earn shares in the Company.
Investment units comprising shares of the Company equal to 10 percent of the issued and outstanding
equity, on a fully diluted basis, were allocated to the program upon its inception. Based on the Group’s
performance, up to 20 percent of the plan allocation becomes eligible to be granted to employees each
year. Shares granted to employees are fully vested on the date of grant and expensed (i.e. AEIP expense)
to the consolidated statement of profit or loss.

The fair value of the shares is estimated at the grant date based on the valuation of last capital call and
raise.

Movement during the year

2017 2016
USD '000 USD '000
Shares brought forward 719,444 -
Shares issued to AEIP - 1,027,778
Shares granted to employees during the year (102,778) (308,334)
Number of un-allocated shares outstanding at 30 June 616,666 719,444
19 COMMITMENTS AND CONTINGENCIES
2017 2016
USD '000 USD '000
Operating lease commitments relating to rented premises
within one year 429 1,424
within two to five years 1,197 1,446
more than five years 433 754
2,059 3,624

20 INVESTOR FUNDS

From time to time the Group receives funds from or due to its investors. These funds are placed in a
segregated client account with established reputed international bank based in New York and are held
pursuant to investment account agreements with investors and portfolio investment companies in which
these investors have invested. The agreements restrict the Group's access to these funds and requires the
consent and instructions of the investors or portfolio companies to transact. As a result the Group does not
have legal authority to solely control the funds nor an obligation to the investor and as such these funds are
not reflected in the Group's consolidated financial statements.
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21 RISK MANAGEMENT

21.1 Introduction

The Group adopts an enterprise-wide approach to risk management, with proactive identification and
mitigation of the risks embedded in the Group’s balance sheet and business activities. One of the primary
objectives of risk management is to optimize shareholder and investor returns while maintaining the
Group’s risk exposure within self-imposed parameters defined within the Group's Board approved risk
strategy, appetite and policy documents.

The overall responsibility for the implementation of a sound risk management framework lies with the
Group’s senior management and the Board of Director. The Group has established an independent Risk
Management Department (RMD) that works in co-ordination with the Risk Management Committee (RMC),
which is a management-level committee with the objective of providing a platform for senior management
input, review and approval of key aspects relating to risk management. The RMD and RMC work under the
supervision of the Audit and Risk Committee (ARC), which is a board level committee delegated with
certain responsibilities of risk oversight on behalf of the Board of Directors and supports the Board of
Directors in the execution of its responsibilities pertaining to risk management.

21.2 Credit risk
Credit risk is the risk that one party to a financial transaction will fail to discharge an obligation and cause
the other party to incur a financial loss.

The Group’s exposure to credit risk is limited due to minimal lending / placement activity and the fact that
there are no investments in financial securities. The Group is exposed to credit risk on its bank balances
and receivables. This risk is considered minimal as the bank balances are maintained in current accounts
with reputable international banks with good credit standings. The receivable balances primarily represents
receivable from deal subscriptions, investee companies, staff and prepayments to vendors.

21.3 Liquidity risk

Liquidity risk is the risk that an entity will encounter difficulty in raising funds to meet commitments
associated with financial instruments. Liquidity risk may also arise from an inability to realise a financial
asset quickly at an amount close to its fair value.

The Group has established a liquidity risk management framework having defined minimum liquid asset
requirements, liquidity monitoring and reporting responsibilities and limits on the extent of leverage and
investment underwriting on the Group’s consolidate statement of financial position. RMD and the Treasury
function closely monitor the Group’s actual liquidity position which is matched against the forecasted
position to ensure that the RMC is frequently updated on the Group's exposure to liquidity risk. As part of
the Group’s risk appetite framework, the ARC is updated on a regular basis on aspects relating to liquidity
risk defined within the risk appetite statement.

The Group’s exposure to funding liquidity risk is low given that the Group maintains minimal balance sheet
leverage. The Group has sufficient cash and bank balances available as of 30 June 2017 in order to
discharge its financial liabilities when they fall due.
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21 RISK MANAGEMENT (continued)

21.3 Liguidity risk (Continued)

A maturity profile of assets and liabilities, based on expected maturities, is provided below.

As at 30 June 2017

>3 months Sub-Total >1year
Up to 3 up to up to upto Non-cash
months 1year 1year 5years items Total

ASSETS
Financial assets

Cash and cash equivalents 47,052 - 47,052 - - 47,052

Receivables 63,321 2,357 65,678 - - 65,678

Investments - 9,056 9,056 66,656 - 75,712

Other assets - - - 285 - 285
Total financial assets 110,373 11,413 121,786 66,941 - 188,727
Non-financial assets

Prepayments - - - - 385 385

Equipments - - - - 794 794
Total assets 110,373 11,413 121,786 66,941 1,179 189,906
LIABILITIES
Financial liabilities

Payable on acquisition of investment 32,634 - 32,634 - - 32,634

Murabaha financing 114 - 114 21,000 - 21,114

Accrued expenses and other liabilities 11,649 - 11,649 - - 11,649
Total financial liabilities 44,397 - 44,397 21,000 - 65,397
Net gap 65,976 11,413 77,389 45,941 1,179 124,509

24



Arcapita Group Holdings Limited

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
30 June 2017

21

21.3

RISK MANAGEMENT (continued)

Liguidity risk (Continued)

ASSETS
Financial assets
Cash and cash equivalents
Receivables
Investments
Other assets

Total financial assets

Non-financial assets
Prepayments
Equipments

Total assets
LIABILITIES

Financial liabilities
Accrued expenses and other liabilities

Total financial liabilities

Non-financial liabilities
Fees received in advance

Total liabilities

Net gap

As at 30 June 2016

> 3 months Sub-Total > 1 year
Upto 3 up to up to up to Non-cash
months 1 year 1 year 5 years items Total
61,394 - 61,394 - - 61,394
29,722 29,722 - - 29,722
- 27,807 27,807 16,051 - 43,858
- - - 400 - 400
91,116 27,807 118,923 16,451 - 135,374
- - - - 217 217
- - - - 532 532
91,116 27,807 118,923 16,451 749 136,123
13,132 - 13,132 - - 13,132
13,132 - 13,132 - - 13,132
- - - - 316 316
13,132 - 13,132 - 316 13,448
77,984 27,807 105,791 16,451 433 122,675
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21 RISK MANAGEMENT (continued)

214 Investment risk

This category relates to risks arising from the Group’s real estate and private equity investment portfolio,
and entails market / systematic risks (losses on investments due to changes in market fundamentals) and
non-systematic / investment specific risks. The Group’s objective is to manage and control risk exposures
within acceptable parameters, while optimizing returns.

RMD monitors the Group’s investment risk exposures in light of the Group’s risk appetite limits and reports
to RMC and ARC on a regular basis. Additionally, RMD works closely with the business units to conduct
investment risk analysis at the individual deal and portfolio level throughout the investment cycle. The
analysis focuses on the risk profile of each individual investment and the overall investment portfolio in light
of the Group's risk strategy, appetite, policies and the risk limits and guidelines defined therein.

At the pre-acquisition stage, RMD works with business units to undertake pre-acquisition risk analysis
based on the characteristics of proposed investments. The objective of this analysis is to filter investments
at an initial stage and to complement the extensive due diligence undertaken by business units.

Following the acquisition of any investment, business units and RMD periodically perform post-acquisition
risk analysis to ascertain how the risks of the portfolio change over time and assess the impact in line with
the Group's risk strategy, appetite, policies and the risk limits and guidelines defined therein. Results of risk
analysis are reported to RMC on a regular basis highlighting portfolio level investment risk exposure,
economic capital requirements for investment risk, utilization of investment risk limits and any significant
issues in light of the Group’s investment risk profile. As part of the Group’s risk appetite framework, ARC is
updated regularly on aspects relating to investment risk defined within the risk appetite statement.

At the time of exiting an investment, RMD and business units (in conjunction with any other departments /
functions relevant to the exit process) will use appropriate strategies to mitigate risks associated with the
exit process and to protect the expected realization proceeds from downside risks (assessed on a case-by-
case basis).

215 Market Risk

The Group defines market risk as the risk of losses due to adverse movements in market fundamentals
such as profit rates, foreign currency exchange rates, equity markets / prices and commaodity prices on the
Group's investment securities (other than the real estate and private equity investment portfolio).

The Group does not maintain a significant portfolio of investment securities (such as investment in Sukuk,
listed equity investments) other than the real estate and private equity investment portfolio, and maintains a
minimal component of liabilities on its balance sheet.

As of 30 June 2017, the Group had no significant foreign currency exposure. In 2016, the largest significant
net foreign currency position was in GBP equivalent of USD 5 million.

The Group’s exposure, not including the real estate and private equity investment portfolio, to market risk
as defined above is therefore not significant.

Systematic and non-systematic risks arising from the real estate and private equity investment portfolio are
categorized under "Investment risk" that is outlined under note “21.4 Investment risk” in these consolidated
financial statements.
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21.6 Operational risk

Operational risk is the risk of loss arising from systems failure, human error, fraud or external events.
When controls fail to perform, operational risks can cause damage to reputation, have legal or regulatory
implications or lead to financial loss. The Group minimizes the operational risk by maintaining a strong
internal control environment and continuous oversight by the Board of Directors.

22 CAPITAL MANAGEMENT

The primary objective of the Group's capital management is to ensure that it maintains healthy capital
ratios in order to support its business and maximize shareholder value. The Group manages its capital
structure and makes adjustments to it in line with the changes in operating conditions and the risk
characteristics of its activities.

23 FAIR VALUE OF FINANCIAL INSTRUMENTS

Fair value is the price that would be received upon the sale of an asset or that would be paid to transfer a
liability in an orderly transaction between market participants at the measurement date. The fair value
measurement is based on the presumption that the transaction to sell the asset or transfer the liability takes
place either:

a) In the principal market for the asset or liability, or
b) In the absence of a principal market, in the most advantageous market for the asset or liability.

The principal or most advantageous market must be accessible by the Group.

The Group's financial instruments have been classified in accordance with their measurement basis as
follows:

30 June 2017 At fair
value through
statement At cost/
of profit or amortised
loss cost Total
USD '000 USD '000 USD '000
ASSETS
Murabaha with a financial institution (note 'a’) - 38,016 38,016
Cash and balances with banks - 9,035 9,035
Investments 75,712 - 75,712
Receivables - 65,678 65,678
Other assets - 285 285
75,712 113,014 188,726
LIABILITIES
Payable on acquisition of investment - 32,634 32,634
Murabaha financing - 21,114 21,114
Accrued expenses and other liabilities - 11,649 11,649

- 65,397 65,397
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23 FAIR VALUE OF FINANCIAL INSTRUMENTS (continued)

30 June 2016 At fair
value through
statement At cost/
of profit or amortised
loss cost Total
USD '000 USD '000 USD '000
ASSETS
Cash and balances with banks - 31,375 31,375
Murabaha with financial institution - 30,018 30,018
Investments 43,858 - 43,858
Receivables - 29,722 29,722
Other assets - 400 400
43,858 91,515 135,373
LIABILITIES
Accrued expenses and other liabilities - 13,132 13,132

- 13,132 13,132

Fair value hierarchy
The Group uses valuation techniques that are appropriate in the circumstances and for which sufficient
data is available to measure fair value, maximizing the use of relevant observable inputs.

All assets and liabilities for which fair value is measured or disclosed in the consolidated financial
statements are categorized within the fair value hierarchy, described as follows, based on the lowest level
input that is significant to the fair value measurement as a whole:

Determination of fair value and fair value hierarchy
The Group uses the following hierarchy for determining and disclosing fair value of financial assets and
liabilities:

Level 1: Quoted (unadjusted) prices in active markets for identical assets or liabilities;

Level 2: Other techniques for which all inputs which have a significant effect on the recorded fair value are
observable, either directly or indirectly; and

Level 3: Techniques which use inputs which have significant effect on the recorded fair value that are not
based on observable market data.

The investments carried at 'fair value through profit or loss' has been classified as level 3 assets.
Movements in level 3 financial instruments measured at fair value

The following table shows a reconciliation of the opening and closing amount of level 3 financial assets
which are recorded at fair value:

30 June 30 June

2017 2016

USD '000 USD '000

Opening balance 43,858 50,438
Acquisition of investments 173,626 78,343
Placement of investments (141,772) (84,923)
75,712 43,858
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SUPPLEMENTARY INFORMATION

Arcapita Group consists of Arcapita Group Holdings Limited ("AGHL"), AGHL's direct and indirect
subsidiaries and Arcapita Investment Management B.S.C (c¢) ("Arcapita Bahrain").

AGHL and Arcapita Bahrain currently are owned by the same shareholders in the same shareholding
ratios. This is as a result of contractual arrangements which requires the shareholders of each entity to be
identical. The shareholders have to hold their interests in Arcapita Group in the same ratio of AGHL shares
to Arcapita Bahrain shares and to appoint identical members to Board of Directors in both entities, now and
in the future. However, under the requirements of IFRS, in order to consolidate the financial position and
results of Arcapita Bahrain with AGHL certain conditions have to be met. These conditions have not been
fulfilled at this time and Arcapita Bahrain results cannot be consolidated with AGHL.

Therefore, in order to provide supplementary information to the shareholders we provide below a
summarized pro-forma consolidated statement of income and financial position.

Arcapita group pro-forma statement of financial position

As at 30 June 2017

AGHL Arcapita Consolidation Arcapita
Group Bahrain  adjustments Group
USD '000 USD '000 USD'000 USD'000
ASSETS
Cash and cash equivalents 47,052 7,848 - 54,900
Receivables 65,678 243 (73) 65,848
Investments 75,712 - - 75,712
Other assets 1,464 776 - 2,240
TOTAL ASSETS 189,906 8,867 (73) 198,700
LIABILITIES
Payable on acquisition of investment 32,634 - - 32,634
Murabaha financing 21,114 - - 21,114
Accrued expenses and other liabilities 11,649 1,034 (73) 12,610
TOTAL LIABILITIES 65,397 1,034 (73) 66,358
EQUITY
Share capital and premium 96,610 7,833 - 104,443
Reserves 20,557 - - 20,557
Proposed dividends 7,342 - - 7,342
TOTAL EQUITY 124,509 7,833 - 132,342
TOTAL EQUITY AND LIABILITIES 189,906 8,867 (73) 198,700
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Arcapita group pro-forma statement of financial position (continued)

As at 30 June 2016

AGHL Arcapita  Consolidation Arcapita
Group Bahrain adjustments Group
USD '000 USD '000 uUsD'000 uUsD'000
ASSETS
Cash and cash equivalents 61,394 7,398 - 68,792
Receivables 29,722 727 (108) 30,341
Investments 43,858 - - 43,858
Other assets 1,149 357 - 1,506
TOTAL ASSETS 136,123 8,482 (108) 144,497
LIABILITIES
Accrued expenses and other liabilities 13,448 982 (108) 14,322
TOTAL LIABILITIES 13,448 982 (108) 14,322
EQUITY
Share capital and premium 95,583 7,500 - 103,083
Reserves 19,828 - - 19,828
Proposed dividends 7,264 - - 7,264
TOTAL EQUITY 122,675 7,500 - 130,175
TOTAL EQUITY AND LIABILITIES 136,123 8,482 (108) 144,497
Arcapita group pro-forma statement of profit or loss
30-Jun-17
AGHL Arcapita Consolidation Arcapita
Group Bahrain  adjustments Group
UsD '000 UsD '000 usD'000 usD'000

INCOME
Fee and other income 33,492 13,305 (13,264) 33,533
Total operating income 33,492 13,305 (13,264) 33,533
EXPENSES
Staff compensation and benefits (22,707) (9,314) 9,314 (12,707)
General and administration expenses (6,489) (3,131) 2,807 (6,813)
Professional and consultancy fees (3,907) (1,143) 1,143 (3,907)
Financing cost (553) - - (553)
Arcapita equity incentive plan expenses (1,361) - - (1,361)
Total operating expenses (25,017) (13,588) 13,264 (25,341)
Foreign exchange (loss) / gain (397) 283 - (114)
NET PROFIT 8,078 - - 8,078
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Arcapita group pro-forma statement of profit or loss (continued)

30-Jun-16
AGHL Arcapita  Consolidation Arcapita
Group Bahrain adjustments Group
USD '000 USD '000 USD'000 UsD'000
INCOME
Fee Income and other 36,141 12,381 (12,357) 36,165
Total operating income 36,141 12,381 (12,357) 36,165
EXPENSES
Staff compensation and benefits (12,933) (8,757) 8,757 (12,933)
General and administration expenses (5,853) (2,763) 2,479 (6,137)
Professional and consultancy fees (2,809) (1,232) 1,232 (2,809)
AEIP expense (1,602) 111 (111) (1,602)
Total operating expenses (23,197) (12,641) 12,357 (23,481)
Foreign exchange gain / (loss) (714) 260 - (454)
NET PROFIT 12,230 - - 12,230
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