BANK NIZWA SAOG

Statement of sources and uses of charity fund
For the year ended 31 December 2018

2018 2017
RO RO
Sources of charity fund
Balance as at 1 January - 17,961
Non-Islamic income for the year 49,308 67,466
Total source 49,308 85,42
Uses of charity fund
Use of charity fund * 49,308 85,427

Undistributed charity fund as at 31 December - -

* The charity fund is utilised by making contribani to organisation which are registered with thaistry of Awgaf
and Religious affairs, namely Family Care Assooiatind Omani Charitable Association.

The attached notes 1 to 42 form part of these €iighistatements.
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BANK NIZWA SAOG

Notes to the financial statements
For the year ended 31 December 2018

1 LEGAL STATUSAND PRINCIPAL ACTIVITIES

Bank Nizwa SAOG ("the Bank") was registered in ghdtanate of Oman as a public joint stock compardeu
registration number 1152878 on 15 August 2012. Baek's shares are listed on the Muscat Securitiaskibt
“MSM” and its principle place of business is in Mas, Sultanate of Oman.

The Bank commenced its operations on 23 Decemh? aAd currently operates through thirteen branghes
the Sultanate under the banking license issuetidentral Bank of Oman on 19 December 2012.

The principal activities of the Bank are openingrent, saving and investment accounts, providingddaha
finance, ljara financing and other Shari’a compli'oims of financing as well as managing investorshey on
the basis of Mudaraba in exchange for a profitesisaagency in exchange for a fee, and excesg psofincentive
providing commercial banking services and otheegtment activities.

The Bank’s activities are regulated by the CenBahk of Oman (“CBO”) and supervised by a Shari'a
Supervisory Board (“SSB”) whose role is definedisnk's Memorandum and Articles of Association.

At 31 December 2018, the Bank had 353 employeek7(2B36 employees) and its address is: P O Box,1423
Postal Code 133, Muscat, Sultanate of Oman.

2 BASIS OF PREPARATION
2.1 Statement of compliance

In accordance with the requirements of Sectionaf.Zitle 3 of the Islamic Banking Regulatory Frammaw
(“IBRF”) issued by CBO, the financial statementwddeen prepared in accordance with Shari'a Rulds a
Principles as determined by the Shari'a SuperviBagrd of the Bank and the Financial Accountingn8tads
(“FAS”) issued by the Accounting and Auditing Orggation for Islamic Financial Institutions (“AAOIBland
other applicable regulations of CBO. In accordanite requirements of AAOIFI, matters that are novered
by FAS, the Bank uses guidance from the relevaetrhational Financial Reporting Standards (“IFRShus
subject to preparation of the financial statemeéntaccordance with FAS issued by AAOIFI, the finahc
statements comply with the relevant disclosure ireqments of the Commercial Companies Law of 1934, a
amended and Capital Market Authority of the Sultarat Oman. The significant accounting policies seeout

in note 3 to the financial statements except fa ¢ffects of adoption of IFRS 9, in accordance wita
requirements of Central Bank of Oman’s circular BM9 dated 13 April 2017 as described in Note @ Ndte
2.7 to this financial statements.

Statement of restricted investment accountholdgatement of Qard fund and Zakat are not preseagdtiese
are not applicable.

2.2 Basis of measurement

The financial statements are prepared on histociusil basis, except for the measurement at faireval certain
investments carried at fair value.

2.3 Functional and presentation currency

The financial statements have been presented InCRim&ni (RO) which is the functional currency oétBank.
Except as otherwise indicated, financial informatpresented in RO has been rounded off to the sie@mani
Rial.

2.4 Use of estimates and judgements

The preparation of financial information requireamagement to make judgments, estimates and assmsipti
that affect the application of accounting policesd reported amounts of assets and liabilitiesoriree and
expenses. The estimates and assumptions are basestarical experience and various other factoctuiding
expectation of future events that are believedbyBank to be reasonable under the circumstanotsalresults
may differ from these estimates. The estimates wartkrlying assumptions are reviewed on on-goingsbas
Revisions to accounting estimates are recognis#iteiperiod in which the estimate is revised andrnip future
periods affected. The significant use of judgmemd estimates are as follows:
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BANK NIZWA SAOG

Notes to the financial statements
For the year ended 31 December 2018

2.4
24.1

25

BASIS OF PREPARATION (continued)
Use of estimates and judgemengsontinued)

Financial Instruments (applicable from 1 Janary 2018)

Judgements made in applying accounting policiestthge most significant effects on the amounts gazed in
the financial statements of the year ended 31 Dbee®018 pertain to the changes introduced asi#t csadoption
of IFRS 9: Financial instruments which impact:

» Classification of financial assets: assessmentsiness model within which the assets are helchasdssment
of whether the contractual terms of the financésleds are solely payment of principal and profthefprincipal
amount outstanding.

e Calculation of expected credit loss (ECL): changethe assumptions and estimate on uncertaintishtve a
significant impact on ECL for the year ended 31 &eber 2018 pertain to the changes introduced estt of
adoption of IFRS 9: Financial instruments. The iotpa mainly driven by inputs, assumptions and néphes
used for ECL calculation under IFRS 9 methodology.

Inputs, assumptions and techniques used for ECL callation — IFRS 9 Methodology

Key concepts in IFRS 9 that have the most significapact and require a high level of judgmentassidered by
the Bank while determining the impact assessmestt, a

« Assessment of significant Increase in credit risk

*  Macro-economic factors, forward looking informatiand multiple scenarios
»  Definition of default

* Expected life

Detail on criteria for significant increase in citaik, macro-economic factors, forward lookingarmation and
multiple factors and definition of default and egfe life is given on the note reference 2.6.5heffinancial
statement.

IFRS 9 - Financial Instruments

In accordance with the requirements of Central Baih®man'’s circular BM 1149 dated 13 April 2017¢ tBank
has adopted IFRS 9 as issued by the IASB in Julyt 2@ith a date of transition of 1 January 2018,clhiesulted
in changes in accounting policies and adjustmentld amounts previously recognised in the findretetements
as of and for the year ended 31 December 2017.

As permitted by the transitional provisions of IFRSthe Bank elected not to restate comparativeréigy Any
adjustments to the carrying amounts of financiaktsand liabilities at the date of transition wereognised in the
opening retained earnings and the opening balaizér walue reserve of the current period.

The adoption of IFRS 9 has resulted in changeshénaccounting policies for recognition, classificatand
measurement of financial assets and financialliteds and impairment of financial assets. IFR3s@ &ignificantly
amends other standards dealing with financial imsémts such as IFRS 7 “Financial Instruments: D&ales”

The CBO has issued guidelines relating to impleaté of IFRS 9. The relevant requirements relatingansition
are set out below:

- Should the existing loan loss impairment computeddcordance with the requirements of IAS 39 and®CB
guidelines be higher than the impairment allowacmaputed under IFRS 9, the related difference ¢héix)
be transferred to a loan loss impairment reseiw fretained earnings as of 1 January 2018.

- In the subsequent years, where the allowance for loss impairment computed in accordance with CBO
requirements is higher than the allowance for llogs impairment loss computed under IFRS 9, tHerdifice
(net of tax) should be transferred to the aforemeetl loan loss impairment reserve from retainediegs.
The related impairment reserve will not be avaédior dividend distribution or for inclusion in tmegulatory
capital. Any subsequent utilisation of the impainteeserve would require prior approval of the CBO.
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BANK NIZWA SAOG

Notes to the financial statements
For the year ended 31 December 2018

2.

2.6

2.6.1

2.6.2

BASIS OF PREPARATION (continued)
Transition

Changes in accounting policies resulting from tepion of IFRS 9 have been applied retrospectjvwetgept as
described below:

o Comparative periods have not been restated. Difte®in the carrying amounts of financial assedSiaancial
liabilities resulting from the adoption of IFRS @aecognised in retained earnings and reservasladanuary
2018. Accordingly, the information presented fol 2@oes not reflect the requirements of IFRS Sthacefore
is not comparable to the information presente@f#8 under IFRS 9.

0 The following assessments have been made on tiedfdbe facts and circumstances that existetleatdate
of initial application.
a) The determination of the business model within Wwtadinancial asset is held.
b) The designation and revocation of previous designatof certain financial assets and financialiliiés
as measured at FVTPL
c) The designation of certain investments in equistrimments not held for trading as at FVTE (IFRS 9:
FVOCI).

If a debt security had low credit risk at the datténitial application of IFRS 9, then the Bank lessumed that credit
risk on the asset had not increased significamtigesits initial recognition.

In this regard, the Bank has devised a policy FRS$ 9, which is approved by the Board. The key gbarno the
Bank’s accounting policies resulting from its adoptof IFRS 9 are summarised below:

Classification of financial assets

From 1 January 2018, the Bank has applied IFRSIZEssifies its financial assets in the followimgasurement
categories:

a) Fair value through equity (FVTE) which is IFRS ¥®CI; or

b) Amortised cost.

c) Fair value through profit or loss (FVTPL);

A financial asset is measured at amortised castriets both of the following conditions and ig designated as

at FVTPL:

a) The asset is held within a business model whosectig is to hold assets to collect contractuath ¢asvs; and

b) The contractual terms of the financial asset gise on specified dates to cash flows that areyspl@yments of
principal and profit.

A debt instrument is measured at FVTE only if itatgeboth of the following conditions and is notigeated as at

FVTPL:

a) The asset is held within a business model whosecti¢ is achieved by both collecting contractwhcflows
and selling financial assets; and

b) The contractual terms of the financial asset gise on specified dates to cash flows that areyspkyments of
principal and profit.

On initial recognition of an equity investment tignot held for trading, the Bank may irrevocaélgct to present
subsequent changes in fair value in OCI. This Eleds made on an investment-by-investment basiisother
financial assets are classified as measured at EVTP

In addition, on initial recognition, the Bank mayevocably designate a financial asset that otlerwieets the
requirements to be measured at amortised cosFMEE as at FVTPL if doing so eliminates or sigeéfintly reduces
an accounting mismatch that would otherwise arise.

Business model assessment

The Bank makes an assessment of the objectivebasimess model in which an asset is held at agbiartievel
because this best reflects the way the businessaizaged and information is provided to managemEmé.
information considered includes:

a) The stated policies and objectives for the poxfalnd the operation of those policies in practicearticular,
whether management'’s strategy focuses on earnimtgactual profits, maintaining a particular profite profile,
matching the duration of the financial assetsédadlration of the liabilities that are funding te@ssets or realising
cash flows through the sale of the assets;

b) How the performance of the portfolio is evaluatad eeported to the Bank’s management;
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BANK NIZWA SAOG

Notes to the financial statements
For the year ended 31 December 2018

2.

2.6.2

2.6.3

BASIS OF PREPARATION (continued)

Business model assessméoontinued)

c) the risks that affect the performance of the bissimeodel (and the financial assets held withinlibainess model)
and how those risks are managed,;

d) how managers of the business are compensatedwiether compensation is based on the fair valtieecssets
managed or the contractual cash flows collectedl; an

e) The frequency, volume and timing of sales in pperiods, the reasons for such sales and its exjpestabout
future sales activity. However, information aboales activity is not considered in isolation, batpart of an
overall assessment of how the Bank’s stated obgétr managing the financial assets is achieveldhamw cash
flows are realised.

The business model assessment is based on reaserpétted scenarios without taking 'worst casistass case’
scenarios into account. If cash flows after initetognition are realised in a way that is différieam the Bank's
original expectations, the Bank does not changecthssification of the remaining financial asseetdhin that

business model, but incorporates such informatiberassessing newly originated or newly purchaseshéial

assets going forward.

Financial assets that are held for trading or medamd whose performance is evaluated on a faieViadsis are
measured at FVTPL because they are neither helllgrt contractual cash flows nor held both tdexilcontractual
cash flows and to sell financial assets.

Assessment whether contractual cash flows are gopelyments of principal and profits (‘SPPP’)

In assessing whether the contractual cash flowsa@ety payments of principal and profit, the Barunsiders the
contractual terms of the instrument. This includssessing whether the financial asset containsitaactual term
that could change the timing or amount of contralctash flows such that it would not meet this ¢oon. In
making the assessment, the Bank considers:

a) contingent events that would change the amountianidg of cash flows;

b) leverage features;

c) prepayment and extension terms;

d) terms that limit the Bank’s claim to cash flowsrfrgpecified assets (e.g. non-recourse asset amangs); and
e) features that modify the profit rates based orgthen circumstances.

Contractual terms that introduce a more than deémigrexposure to risks or volatility in the contraal cash flows
that are unrelated to a basic lending arrangemenotl give rise to contractual cash flows thatswlely payments
of principal and profit on the amount outstandigsuch cases, the financial asset is requirecetmbasured at
FVPL.

Investment securities

The ‘investment securities’ caption in the statenwériinancial position includes:

a) debt investment securities measured at amortiset;] th@se are initially measured at fair value jrasemental
direct transaction costs, and subsequently at éinedrtised cost using the effective profit method,;

b) debt and equity investment securities mandatordgsared at FVTPL or designated as at FVTPL; thesatdair
value with changes recognised immediately in pafibss;

c) debt securities measured at FVTE; and

d) equity investment securities designated as at FVTE.

For debt securities measured at FVTE, gains ars$oare recognised in equity, except for the falklgywvhich are
recognised in profit or loss in the same manndomlfinancial assets measured at amortised cost:

a) Profits from the financial assets
b) ECL and reversals; and
c) Foreign exchange gains and losses.

When debt security measured at FVTE is derecogniieccumulative gain or loss previously recognise@Cl is
reclassified from equity to profit or loss.
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BANK NIZWA SAOG

Notes to the financial statements
For the year ended 31 December 2018

2.

2.6.3

26.4

2.6.5

BASIS OF PREPARATION (continued)

Assessment whether contractual cash flows are gopelyments of principal and profits (‘SPPP(ontinued)
The Bank elects to present in OCI changes in tievédue of certain investments in equity instrurtsetiat are not
held for trading. The election is made on an imegnt-by-instrument basis on initial recognition amdrevocable.

Gains and losses on such equity instruments arer meglassified to profit or loss and no impairmientecognised
in profit or loss. Dividends are recognised in firof loss unless they clearly represent a recowépart of the cost
of the investment, in which case they are recoghiiséair value reserve. Cumulative gains and Issseognised in
fair value reserve are transferred to retainediegson disposal of an investment.

Reclassifications

Financial assets are not reclassified subsequeheitoinitial recognition, except in the periodeafthe Bank changes
its business model for managing financial assets.

Impairment

Policies applicable from 01 January 2018
The Bank recognises loss allowances for ECL oridit@wving financial instruments that are not measuat FVTPL:

a) financial assets that are debt instruments;
b) financial guarantee contracts issued; and
¢) financing commitments issued.

No impairment loss is recognised on equity investsieThe Bank measures loss allowances at an arequat to
lifetime ECL, except for the following, for whichey are measured as 12-month ECL:

a) debtinvestment securities that are determinedve kbow credit risk at the reporting date; and
b) other financial instruments (other than lease wt®és) on which credit risk has not increasedifogmtly since
their initial recognition.

Credit-impaired financial assets

At each reporting date, the Bank assesses whéttaercfal assets carried at amortised cost andfuteltcial assets
carried at FVTE are credit-impaired. A financiakeisis ‘credit-impaired’ when one or more eventt thave a
detrimental impact on the estimated future casidlof the financial asset have occurred. Evidehae d financial
asset is credit-impaired includes the followingestvable data:

a) significant financial difficulty of the borrower @ssuer;

b) a breach of contract such as a default or pastdemt;

c) the restructuring of a financing or advance byBhek on terms that the Bank would not considerrotise;
d) itis becoming probable that the borrower will eftenkruptcy or other financial reorganisation; or

e) the disappearance of an active market for a sgdagitause of financial difficulties.

A financing that has been renegotiated due to eridedtion in the borrower’s condition is usuallgnsidered to be
credit-impaired unless there is evidence that idleaf not receiving contractual cash flows hasuced significantly
and there are no other indicators of impairmenaddition, a retail financing exposure that is dwerfor 90 days or
more is considered impaired.

In making an assessment of whether an investmsnotireign debt is credit-impaired, the Bank cagrsithe following
factors.

a) The market's assessment of creditworthiness asctefl in the Sukuk yields.

b) The rating agencies’ assessments of creditworthines

c) The country's ability to access the capital marketsew debt issuance.

d) The probability of debt being restructured, reagltin holders suffering losses through voluntarynamdatory
debt forgiveness.

e) The international support mechanisms in place twige the necessary support as ‘lender of lastt'dsothat
country, as well as the intention, reflected in lulstatements, of governments and agencies tothose
mechanisms. This includes an assessment of thie dfitose mechanisms and, irrespective of theigadlintent,
whether there is the capacity to fulfil the reqdicegiteria.
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BANK NIZWA SAOG

Notes to the financial statements
For the year ended 31 December 2018

2
2.6
2.6.5

BASIS OF PREPARATION (continued)
Transition (continued)
Impairment (continued)

Calculation of expected credit loss (ECL)
Changes to the assumptions and estimate on umtexsathat have a significant impact on ECL for ybar ended 31

December 2018 pertain to the changes introducadesult of adoption of IFRS 9: Financial instrutseifhe impact
is mainly driven by inputs, assumptions and teamsqused for ECL calculation under IFRS 9 methagiolo

Inputs, assumptions and techniques used for ECL callation — IFRS 9 Methodology

Key concepts in IFRS 9 that have the most signifigapact and require a high level of judgment@ssidered by the
Bank while determining the impact assessment, are:

Assessment of Significant Increase in Credit Risk

The assessment of a significant increase in crislits done on a relative basis. To assess wh#tberedit risk on a
financial asset has increased significantly simigir@tion, the Bank compares the risk of defagltuwring over the
expected life of the financial asset at the repgrtiate to the corresponding risk of default ajipnétion, using key risk
indicators that are used in the bank’s existinig msnagement processes.

The bank’s assessment of significant increaseseiitarisk is being performed at least quarterlydach individual
exposure based on eleven factors. If any of tHeviohg factors indicates that a significant inceeas credit risk has
occurred, the instrument will be moved from Stage $tage 2:

The Bank will consider a financial asset to havpegienced a significant increase in credit risk wbae or more of
the following quantitative, qualitative or backstojteria have been met:
a. The remaining Lifetime PD at the reporting date inaseased as result of downgrading of internahgalby
two notches;
b. Inadequate or unreliable financial and other infation such as unavailability of audited financiatsment
c. Non-cooperation by the counterparty in matter jrarig to documentation
d. Counterparty is the subject of litigation by thjpdrties that may have a significant impact on imarfcial
position
e. Frequent changes in senior management
f.  Intra-group transfer of funds without underlyingrtsactions
g. Deferment/delay in the date for commencement ofraernial operations by more than one year
h. Maodification of terms resulting in concessions geahnto counterparty including extension of moratar;
deferment of payment, waiver of covenants, etagdplying this requirement, bank is guided by thiaetx
instructions of CBO in regard to treating an acé@srestructured.
i. Afall of 25 percent or more in the turnover otlwe EBIT as compared to previous year
j. Erosion in net-worth by more than 20 percent aspaoed to the previous year and coupled with areass
in leverage.
k. Afall in the debt service ratio

IFRS 9 contains a rebuttable presumption thatunstnts which are 30 days past due have experiensighificant
increase in credit risk.

Movements between Stage 2 and Stage 3 are baseldetimer financial assets are credit-impaired dseateporting
date. The determination of credit-impairment uniéé&S 9 will be similar to the individual assessmehfinancial
assets for objective evidence of impairment undé&r39.

Macroeconomic Factors, Forward Looking InformatiiBhl) and Multiple Scenarios

The measurement of ECL for each stage and thesassasof significant increases in credit risk cdass information
about past events and current conditions as weHlasonable and supportable forecasts of futunet®emd economic
conditions. The estimation and application of famvkooking information requires significant judgnten
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BANK NIZWA SAOG

Notes to the financial statements
For the year ended 31 December 2018

2
2.6
2.6.5

BASIS OF PREPARATION (continued)
Transition (continued)
Impairment (continued)

Probability of Default (PD), Loss Given Default (Dpand Exposure At Default (EAD) inputs used toreate Stage
1 and Stage 2 credit loss allowances are modediseidoon the macroeconomic variables (or changeaénoeconomic
variables), that are closely correlated with creadises in the relevant portfolio.

The bank estimation of ECL in Stage 1 and Stage 2 discounted probability-weighted estimate thisilers a
minimum of three future macroeconomic scenarios.

The bank base case scenario is based on macrodcdisoecasts using historical information from ert sources
including impact of portfolio and industry relatedormation. Where worse-case scenario is develdakitg the
historical information of defaults and is regrestedrrive at forward looking results.

Scenarios are probability-weighted according toltaek best estimate of their relative likelihooddsdh on historical
frequency and current trends and conditions. Piitityalveights are updated on an annual basis ¢tined).

Definition of default

The definition of default used in the measuremé@L and the assessment to determine movementbatstages
is consistent with the definition of default used iinternal credit risk management purposes. IFRIBek not define
default, but contains a rebuttable presumptiondeéult has occurred when an exposure is gredzard0 days past
due.

Expected life
When measuring ECL, the bank must consider the maxi contractual period over which the bank is egdd®

credit risk. All applicable contractual terms amnsidered when determining the expected lifepaticly prepayment
options and extension and rollover options. Fotagerrevolving credit facilities that do not havéixed maturity, the
expected life is estimated based on the periodwhéh the bank is exposed to credit risk and whigeecredit losses
would not be mitigated by management actions.

Overview of the ECL principles

The adoption of IFRS 9 has fundamentally changedBank’s financing loss impairment method by rejplgc
incurred loss approach with a forward-looking EGQipmach. From 1 January 2018, the Bank has beendiag

the allowance for expected credit losses for ahificing exposure and other debt financial assetbeid at FVPL,
together with financing commitments and financialagantee contracts. Equity instruments are notestitip

impairment under IFRS 9.

The ECL allowance is based on the credit lossesa®( to arise over the life of the asset (thditife expected
credit loss (LTECL), unless there has been no Bigmit increase in credit risk since originatiamwhich case, the
allowance is based on the 12 months’ expectedtdesdi (12 month ECL).

The 12 month ECL is the portion of LTECLSs that es@nt the ECLs that result from default events &naacial
instrument that are possible within the 12 monfter dhe reporting date.

Both LTECLs and 12mECLs are calculated on eitheéndividual basis or a collective basis, dependinghe nature
of the underlying portfolio of financial instrument

The Bank has established a policy to perform aessssent, at the end of each reporting period, ether a financial
instrument’s credit risk has increased significasthce initial recognition, by considering the oge in the risk of
default occurring over the remaining life of thedncial instrument.
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BANK NIZWA SAOG

Notes to the financial statements
For the year ended 31 December 2018

2 BASIS OF PREPARATION (continued)
2.6 Transition (continued)

2.6.5 Impairment (continued)

Based on the above process, the Bank groups &sding exposure into Stage 1, Stage 2, and Staagged®scribed below:

Stage 1
When financing are first recognised, the Bank re¢ss an allowance based on 12 month ECLs. Stéigaricing exposure
also include facilities where the credit risk hagproved and the financing exposure has been ré@asom Stage 2.

Stage 2

When a financing exposure has shown a significarease in credit risk since origination, the Bastords an allowance
for the LTECLs. Stage 2 financing exposure alsduide facilities, where the credit risk has improwet the financing
exposure has been reclassified from Stage 3.

Stage 3
Financing exposure considered credit-impaired. Jdmk records an allowance for the LTECLSs.

At initial recognition of a financial asset, therkarecognises a loss allowance equal to 12-morgkeard credit losses.
After initial recognition, the three stages unde proposals would be applied as follows:

Stage 1
Credit risk has not increased significantly sintigal recognition — recognise 12-month expectesditriosses

Stage 2

Credit risk has increased significantly since alitecognition — recognise lifetime expected loggiais is recognising a
provision earlier than under IAS 39 Financial assBecognition and Measurement) with revenue bedéhculated based
on the gross amount of the asset

Stage 3
There is objective evidence of impairment as atréporting date to recognise lifetime expecteddeswith revenue
being based on the net amount of the asset (thaéised on the impaired amount of the asset).

Purchased or originated credit impaired (POCI)assets are financial assets that are credit iegbain initial recognition.
POCI assets are recorded at fair value at origgwdgnition and profit is subsequently recognisaseld on a credit-adjusted
effective profit rate (EPR). ECLs are only recoguai®r released to the extent that there is a subs¢ghange in the expected
credit losses.

For financial assets for which the Bank has nooeakle expectations of recovering either the ewtitstanding amount, or
a proportion thereof, the gross carrying amourtheffinancial asset is reduced. This is considaruhrtial) derecognition
of the financial asset.

The calculation of ECLs

The Bank calculates ECLs based on a two probavildighted scenarios to measure the expected castfiadls, discounted
at an approximation to the EPR. A cash shortfahésdifference between the cash flows that argaae entity in accordance
with the contract and the cash flows that the getifpects to receive.

The mechanics of the ECL calculations are outlineldw and the key elements are, as follows:
* PD — The Probability of Default is an estimatethed likelihood of default over a given time homzd\ default may only
happen at a certain time over the assessed pétioel facility has not been previously derecogdiaad is still in the portfolio.

* EAD — The Exposure at Default is an estimateheféxposure at a future default date, taking intmant expected changes
in the exposure after the reporting date, includiegayments of principal and profit, whether schedby contract or
otherwise, expected drawdowns on committed faedjtand accrued profit from missed payments. Asnaervative policy,
the Bank has not taken any pre-payment of cregibexre. Had the bank applied early settlement epayment, Expected
Credit Loss (ECL) would have reduced.
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Notes to the financial statements
For the year ended 31 December 2018

2 BASIS OF PREPARATION (continued)

2.6 Transition (continued)
2.6.5 Impairment (continued)

* LGD The Loss Given Default is an estimate oflthes arising in the case where a default occuasgiten time. It is based
on the difference between the contractual cashsfldue and those that the bank would expect toveckicluding from the
realisation of any collateral, if any. It is usyadixpressed as a percentage of the EAD. Curraghdybank has applied 45%
as LGD value for all credit exposures which is gglént to LGD of unsecured financing to be on covestive side.

2.7 Standards

2.7.1 Impact of adopting IFRS 9
The impact from the adoption of IFRS 9 as at 1 danR018 has been decreased accumulated losse3 b§0R230 and decrease
the fair value reserve by RO 71,761:

Accumulated Impairment  Fair value
losses reserve reserve
RO RO RO
Closing balance under IAS 39 (31 December 2017) (21,771,15¢€ - 35,74¢

Impact on reclassification and re-measurements:
Investment securities (equity) from fair value tgb equity to those

measured at fair value through other comprehernso@me 71,761 - (71,761)
(21,699,397) - (36,015)

Impact on recognition of Expected Credit Losses

Expected credit losses under IFRS 9 for due fronks (34,680 - -

Expected credit losses under IFRS 9 for Financargl advances at

amortised cost including Financing commitments dihncial

guarantees 462,032 - -

Expected credit losses under IFRS 9 for decurities at fair value

through other comprehensive income (277,122) - -

Impact of expected credit loss due to adoption oFRS 9 150 230 ) }

Transfer to impairment reserve as per circular BM 1149 (150,230) 150,230 -

Estimated adjusted opening balance under IFRS 9 ondate of

initial application of 1 January 2018 (21,699,397) 150,230 (36,015)

Expected credit loss / impairment allowances
The following table reconciles the closing impaimhallowance for financial assets in accordancé WSS 39 as at
31 December 2017 to the opening ECL allowance aetexd in accordance with IFRS 9 as at 1 Januar$:201

31 Decembe
2017 Re-measurement 1 January 2018
RO RO RO
Financing to customers, financing and receivalfieancing
commitments and financial guarantees and amortisetisecurities
under IAS 39/ financial assets at amortised codeulFRS 9 6,604,516* (462,032) 6,142,484
Due from banks - 34,680 34,680

Fair value through equity debt investment secwitieder AAOIFI /

IAS 39 reclassified to fair value through other guahensive

income under IFRS 9 - 245,490 245,490
Fair value through equit investment securities under 1A9/debt

financial assets at fair value through other comensive income

under IFRS 9 - 31,632 31,632

6,604,516 (150,230) 6,454,286

*An amount of RO 665,000 was reclassified to offahilities.
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2 BASIS OF PREPARATION (continued)
2.7 Standardgcontinued)
2.7.2 Classification and Measurement of Financial Instruamnts

The Bank performed a detailed analysis of its lessnmodels for managing financial assets as welhalysing their cash
flow characteristics. The below table reconciles dhiginal measurement categories and carrying atsaf financial assets
in accordance with IAS 39 and the new measurenaagories under IFRS 9 as at 31 December 2017.

Impact of IFRS 9

Original
classification New Original New
under AAOIFI / classification carrying Re- Re- carrying
IAS 39 under IFRS 9 amount measurement classification amount
RO RO RO RO
Financial assets
Cash and balances
with Central bank of Financing and
Oman receivables Amortised cost 42,813,968 - - 42,813,968
Due from banks and Financing and
financial institutions  receivables Amortised cost 3,464,495 (9,035) - 3,455,460
Inter-bank wakala Financing s and
investments receivables Amortised cost 16,397,550 (25,645) - 16,371,905
Investment securities Fair value FVTE (IFRS 9:
— debt through equity FVOCI) 35,230,86: (245,490 - 34,985,37:
Investment securities Fair value FVTE (IFRS 9:
— equity through equity FVOCI) 5,490,275 - - 5,490,275
Financial assets at ~ Amortised
amortised cost cost Amortised cost 7,000,000 (31,632) - 6,968,368
Sales receivables ai
other receivables —  Financing s and
net receivables Amortised cost 161,398,328 (1,553,691) - 159,844,637
Musharaka Financing Financing s and
— net receivables Amortised cost 25,726,666 (46,649) - 25,680,017
ljara Muntahia Financing s and
Bittamleek — net receivables Amortised cost 282,109,561 1,845,477 - 283,955,038
Wakala Bil Istethmar Financing s and
— net receivables Amortised cost 91,310,805 216,895 - 91,527,700
Other assets 3,328,537 - - 3,328,537
Accrued profit Financing s and
receivable receivables Amortised cost 3,560,366 - - 3,560,366
Off-balance Sheet Exposures
Commitments and Commitments
Financial Guarantees and Guarantees  N/A 81,385,388 701,886 - 82,087,274
Unutilized Commitments
Commitments and Guarantees N/A 144,059,425 1,274,762 - 145,334,187
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3 SIGNIFICANT ACCOUNTING POLICIES

3.1

3.2

3.3

3.4

35

3.6

The principal accounting policies applied in thegaration of the financial statements are set el

Cash and cash equivalents

For the purposes of the statement of cash flowk aasl cash equivalents comprise cash in hand, esiriated
balance with the CBO, amounts due to / from bamics fanancial institutions, inter-bank Wakala, wittmaining
maturity of three months. Cash and cash equivakmetgarried at amortised cost at the reporting.dat

Sales receivables and other receivables

- Sales receivables consist mainly of sales trarmaetyjreements (Murabaha) stated net of deferrdidspamd
provision for impairment. The Bank considers thempise made in the Murabaha to the purchase ordsrer
obligatory.

- lIstisna receivables is a sale agreement betwedBethle as the seller and the customer as the ukimaichaser
whereby the Bank undertakes to have manufacturealc@uire) goods and sell it to the customer foagreed
upon price on completion at future date. Istisreeineables are stated net of deferred profits aodigion for
impairment.

- ljara income receivables represent outstandincgalem@tt the end of the year less any provision farbdful
amount.

ljara Muntahia Bittamleek and ljara income receivables

Assets acquired for leasing (ljara) are statedbat, dess accumulated depreciation. Leased assetiepreciated
over the life of the lease in a systematic manner.

Wakala Bil Istethmar

Wakala Bil Istithmar is used as a short to mediumd Ibong term working capital financing tool. TherBain its
capacity as the Principal (hereinafter referredigahe “Muwakkil”) appoints the Client as its Agdhereinafter
referred to as the “Wakil”) to manage the investtr@mount (hereinafter referred to as the “Investrenount”)
in Shari'a-compliant activities that may be entenetd, as agreed, by the Wakil on behalf of the Mukil. The
prime objective of making such an investment igenerate profit from the business activities andrgelnvestment
Amount paid back along with the profit amount, ifyaon the investment maturity date based on thieipated
profit rate Investments.

Musharaka financing

Diminishing Musharaka is a contract, based on @hitk-Mulk, between the Bank and a customer fontjoi
ownership of a fixed asset (e.g. house, land, glambachinery). The Bank divides its share in tked asset into
units and gradually transfers the ownership ofeéhasts to a customer (at carrying value).It iatact in which
the Bank contributes capital. These are statelaeafair value of consideration given less impairtnen

Investments
Investment in ljarah asset

Operating ljarah of the Bank as lessee:

ljarah instalments are allocated over the finang@lods of the lease term and recognised in trenial period in

which these instalments are due. ljarah instalmargspresented in the lessee’s statement of inasnkarah

expenses. Initial direct cost incurred by lesseafitanging for the lease agreement is, if mateaildcated to periods
in the lease term in a pattern consistent with tised for allocating ljarah expenses. If immatehely are charged
directly as an expense to the financial period fmclv the lease agreement is made.

Operating ljarah of the Bank as lessor:
When the Bank rents out to a client asset thatpragously rented by the Bank; the leased asgmesented in the
lessor’s statement of financial position under Btagent in ljarah assets.

Debt instruments at FVTE (IFRS 9: FVOCI) (policy applicable from 1 January 2018)
The bank applies the new category under IFRS @Dbf mhstruments measured at FVTE when both ofdheviing
conditions are met:
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SIGNIFICANT ACCOUNTING POLICIES (continued)
Investments (continued)
Debt instruments at FVTE (IFRS 9: FVOCI) (policy applicable from 1 January 2018)(continued)

* The instrument is held within a business model, dhgective of which is achieved by both collecting
contractual cash flows and selling financial assets
» The contractual terms of the financial asset neeSPPI test

These instruments largely comprise assets thaptadously been classified as financial investmdrds Value
Through Equity under FAS 25.

For debt securities measured at FVTE, gains arsg$oare recognised in equity and upon sale redtizedgh Profit
and Loss.

When debt security measured at FVTE is derecognibedcumulative gain or loss previously recognisethir
value reserve is reclassified from equity to profitoss.

Equity instruments at FVTE (IFRS 9:FVOCI) (Policy pplicable from 1 January 2018)

Upon initial recognition, the Bank occasionallyateto classify irrevocably some of its equity istraents as equity
instruments at FVTE when they meet the definitibrdefinition of Equity under IAS 32 Financial Insments:
Presentation and are not held for trading. Sucssiflaation is determined on an instrument-by-instent basis.

Gains and losses on these equity instruments &er necycled to profit. Dividends are recognisegbiiafit or loss
as other operating income when the right of therpayt has been established, except when the Barfitseinom
such proceeds as a recovery of part of the costeoinstrument, in which case, such gains are decbin equity.
Equity instruments at FVOCI are not subject torapairment assessment.

Equity and debt type instruments at fair value thugh equity (Policy applicable up to 31 December Zp1

This includes all equity and debt type instrumehétg are not fair valued through statement of ineo8ubsequent
to acquisition, investments designated at fair@ahrough equity are re-measured at fair value wittealised gains
or losses recognised proportionately in ownersitggind equity of unrestricted investment accoulttbrs until the
investment is derecognised or determined to be inegaat which time the cumulative gain or loss jweasly
recorded in owners' equity or equity of investmaetountholders is recognised in statement of income

Debt type instruments at amortised cost (Policy kggble up to 31 December 2017)

Debt type instruments which are managed on a atnthyield basis and are not held for trading hade been
designated at fair value through statement of ireame classified as debt type instrument at aneort®st, such
investment are carried at amortised cost less giang for impairment in value. Amortisation cost#culated by
taking into account any premium or discount on &itjan. Any gain or loss on such investment isogrdsed in
statement of income when the investment is derasedror impaired

Investment in real estate

Investment in real estate is classified as helesB® and is measured at fair value under the firevmodel of
Financial Accounting Standard No. 26 issued by ARIOThese are initially recognised at cost inclggdiransaction
cost and subsequently measured at fair value. Usedagains arising from a change in the fair valfienvestment
in real estate are recognised directly in equitgtarriProperty fair value reserve” for the periodwhich it arises
taking into consideration the split between thetipos related to owners’ equity and equity of inwesnt
accountholders. Unrealised losses resulting frommeasurement at fair value of investment in rettesarried at
fair value are adjusted in equity against the priypkair value reserve, taking into consideratibe split between
the portion related to owners’ equity and equitynsfestment accountholders, to the extent of trelable credit
balance of this reserve. In case such losses exbeeaailable balance, the unrealised losseseamgnised in the
statement of income. In case there are unrealisse$ relating to investment in real estate tha baen recognised
in the statement of income in a previous finanp&iod, the unrealised gains relating to the curiieancial period
are recognised to the extent of crediting back suwekious losses in the statement of income.

The realised profits or losses resulting from thie ®f any investment in real estate are measw¢deadifference
between the book value (or carrying amount) andngétecash or cash equivalent proceeds from thefsakach
investment separately. The resulting profit or lasgether with the available balance on the propfir value
reserve account are recognised in the statementafe for the current financial period, takingoimonsideration
the split between the portion related to ownersiiggand the portion related to investment accoolalérs.
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3
3.7

3.8

3.9

3.10

3.11

3.12

SIGNIFICANT ACCOUNTING POLICIES (continued)
Derecognition of financial assets and liabilities

A financial asset (or, where applicable a part fihancial asset or part of a group of similar &ssis derecognised
when:
() the right to receive cash flows from the assetehgured;
(i) the Bank has transferred its rights to receive ¢iass from the asset and either (a) has trangferre
substantially all the risks and rewards of the agsgb) has neither transferred nor retained tsuttiglly all
the risks and rewards of the asset, but has tnasdfeontrol of the asset.

A financial liability is derecognised when the @atiion specified in the contract is dischargedcelied or expires.

Jointly and self-financed

Investments, financing and receivables that angtljpiowned by the Bank and equity of unrestrictedestment
accountholders are classified under the captiantijofinanced” in the financial statements. Invasnts, financing
and receivables that are financed solely by thekBae classified under “self-financed”.

Fair value for financial assets

For investments quoted in an active market, fdwevés determined by reference to quoted markeepti
For financial instruments where there is no aatiegket, fair value is normally based on comparisih the current
market value of highly similar financial instrument

Where the fair value of an investment cannot balvl measured, it is stated at the fair valueasfsideration given
or amortised cost and any impairment in the valeerecorded in statement of income.

For Sales (Murabaha) receivables the fair valdeisrmined at the end of the financial period airttash equivalent
value.

Fair value for non-financial assets

Market prices represent the fair value for nondficial assets. In case market prices are not alajltfey are
assessed by taking average value of three assessineen experienced and certified parties.

Property and equipment

Property and equipment are measured at cost lessnatated depreciation and accumulated impairnremgiue.
Depreciation is calculated using the straight-timethod to write down the cost of property and eopgpt to their
residual values over their estimated useful livesfthe date the assets is brought in to use kvl

Years
Furniture 5
Fixtures 10
Equipment 7
Motor vehicle 7
Computer hardware 5

The carrying values of property and equipment eveewved for impairment when events or changesauoistances
indicate that the carrying values may not be re@hle. If any such indication exists and wheredteying values
exceed the estimated recoverable amounts, thesaasetwritten down to their recoverable amount, #rel
impairment is recorded in the statement of income.

Intangible assets

Intangible assets are classified according to tis@ful life for a specified or unspecified peradtime. Intangible
assets with definite useful life are amortised dV@ears, and amortisation is recorded in statewfdncome. For
intangible assets with indefinite useful life, inmpaent in value is reviewed at the reporting datd any impairment
in their value is recorded in statement of income.

Any indications of impairment of intangible assete reviewed at the reporting date; in additios, ukeful lives of
these assets are reviewed annually. If expectefdiusess vary from the estimated ones the chanmgestimate is
adjusted prospectively.
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3. SIGNIFICANT ACCOUNTING POLICIES (continued)

3.13  Provisions (Policy applicable up to 31 December 2017)
Provisions are recognised when the Bank has amrebéigation (legal or constructive) arising frarpast event
and the costs to settle the obligation are botbadote and able to be measured reliably.

According to the regulations of the CBO; Banksraguired to record general credit loss provisiagnset below:

e 1% of performing corporate financing
e 2% of performing personal financing, 1% home firiagc
e  0.5% of inter-bank and SMEs

CBO regulations are followed for non-performingetsdased on days past due and any profit aconutlese non-
performing assets is suspended as per the requdatio

3.14  Equity of unrestricted investment accountholders

Equity of unrestricted investment accountholdees recognised when received by the Bank and measyrée
amount received during the time of contracting. the end of the financial period the equity invesiime
accountholders are measured at the book value.

3.15  Profit equalisation reserve

Profit equalisation reserve, this is the amountapgated by the Bank out of Mudaraba income beédlecating
the Bank’s share as investment manager (Mudaritjrder to maintain a certain level of return omeistment for
unrestricted investment accountholders and increasers’ equity.

3.16 Investment risk reserve

Investment risk reserve is the amount appropriéiethe Bank out of profit share of the unrestricbedestment
accountholders after allocating the Mudarib shareyrder to cushion the effects of the risk of fetuinvestment
losses.

The terms and conditions whereby investment riskmee can be set aside and utilised are deterraimé@pproved
by the Shari’a Supervisory Board of the Bank.

3.17  Foreign currencies

Transactions in foreign currencies are recordateaexchange rate on the date of the transactiomekdry assets
and liabilities denominated in foreign currencies anslated into Omani Riyal at the mid-rate xaftenge at the
reporting date. All differences are taken into sketement of income.

Translation gains or losses on non-monetary iteamsex at fair value are included in equity as péthe fair value
adjustment.

3.18  Offsetting

Financial assets and financial liabilities are ooffset and the net amount is reported when thei@e $hari'a or
legally enforceable right to set off the recognizedounts and the Bank intends to either settle et dasis, or to
realize the asset and settle the liability simwdtausly.

3.19  Revenue recognition

Sales receivables and other receivables

Murabaha profit from sales transactions is recognised whenihcome is both contractually determinable and
quantifiable at the commencement of the transacaich income is recognised on a time-apportioresistover
the period of the transaction. Where the incomenfeocontract is not contractually determinable wargifiable, it

is recognised when the realisation is reasonabtpiceor when actually realised.
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3

SIGNIFICANT ACCOUNTING POLICIES (continued)

3.19 Revenue recognitiofcontinued)

3.20

3.21

3.22

Sales receivables and other receivableantinued)

Istisna profit from Istisna is recognised using proportinallocation over the future financial period oédit
whereby each financial period shall carry its portof profits irrespective of whether or not casbeived.

ljara Muntahia Bittamleekljara income is recognised on a time apportionesisbaver the ljara term.

Wakala Bil Istethmar

Income from Wakala Bil Istethmar is recognised diree apportioned basis so as to yield a constanogic rate
of return based on the balance outstanding.

Investment in ljarah asset

ljarah revenue is allocated proportionately tofihancial periods in the lease term. ljarah reveisugresented in
the lessor’'s statement of income as ljarah revelmitgal direct cost incurred by lessee for arranggfor the lease
agreement is, if material, be allocated to periadbe lease term in a pattern consistent with gised for allocating
ljarah expenses. If immaterial they are chargedctly as an expense to the financial period in tvhie lease
agreement is madgarah receivables are measured at their casivalqut value.

Musharaka
Profit is shared as per the agreement set betwaérpharties while the loss is shared in proportmtheir shares of
capital or the enterprise.

Bank’s share as Mudarib of income from equity of testricted investment accountholders

The Bank's share as a Mudarib for managing eqdityncestricted investment accountholders is acchasikd on
the terms and conditions of the related Mudariteagrents.

Fee and commission

Fees and commission income is recognised upon rniegdée services.

Dividends

Dividends are recognised when the right to recpasgment is established.

Income from investments

Income from investments is recognised when earned.

Rental income from investment in real estate

Rental income is accounted for on a straight liasiover the term of the lease.

Return on equity of unrestricted investmnt accountholders

Investors' share of income is calculated basedhoonie generated from joint investment accounts agducting
profit equalisation reserve, Bank’s share as Mirjdwind provider and investment risk reserve. Tivestors' share
of income is distributed to the investors base@warage participation balance in the Mudaraba pool.

Employee benefits

Obligations for contributions to an unfunded defiriEenefit retirement plan, for Omani employeesaénordance
with the Oman Social Insurance Scheme, are recedis an expense in statement of income as incurred
The Bank's obligation in respect of non-Omani teahbenefits, under an unfunded defined benefiteraent plan,
is the amount of future benefit that such employ&ese earned in return for their service in theenirand prior
periods.

Directors’ remuneration

Director’s remuneration is calculated in accordanié the requirements of Commercial Companies lchii974,
as amended and Capital Market Authority of the&@hate of Oman.
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3.23

3.24

3.25

3.26

3.27

3.28

3.29

SIGNIFICANT ACCOUNTING POLICIES (continued)
Segment reporting

An operating segment is the component of the Béak €éngages in business activities from which iy rearn

revenues and incur expenses including revenuexgehses that relate to transactions with any oBtek’s other
components whose operating results are reviewedarygby the management to make decisions abeugources
allocated to each segment and assesses its penicgraad for which discrete financial informatiomisilable. The
Bank’s primary format for reporting segmental imf@tion is business segment, based upon managentermtail

reporting structure. The Bank’s main business segsnare comprised of retail, corporate and treasurg

investment banking.

Taxation

Taxation is provided for based on the tax lawsufg®ate of Oman. Income tax comprises currentdgferred tax.
Income tax expense is recognised in statementoafnie except to the extent that it relates to iteee®gnised
directly in equity, in which case it is recognisadquity.

Current tax is the expected tax payable on thebtexacome for the year, using tax rates enacteslibstantively
enacted at the reporting date, and any adjustrogaktpayable in respect of previous years.

Deferred tax is calculated using the liability meth providing for temporary differences between tlaerying
amounts of assets and liabilities for financialoring purposes and the amounts used for taxatigposes. Deferred
tax is measured at the tax rates that are expéztee applied to the temporary difference when tieegrse, based
on the laws that have been enacted or substantwelgted at the reporting date.

A deferred tax asset is recognised only to thergxteat it is probable that future taxable profitl be available
against which the asset can be utilized. Deferardssets are reviewed at each reporting dateramdduced to the
extent that it is no longer probable that the edldtix benefit will be realised.

Earnings prohibited by Shari'a

The Bank is committed to avoid recognising any meagenerated from Sharia non-compliant sourcesowiangly,
all Shari’a non-complaint income is credited toharity fund and the Bank disburses these fundsrdoupto the
Shari'a Supervisory Board supervision and instongi

Zakah

Calculation and payment of Zakah is the resporisilaf individual Shareholders’ and accountholders.

Shari’a supervisory board

All business activities, products, transactionsgaments, contracts and other relevant documeaitsudject to the
supervision of the Shari'a Supervisory Board of Bank which meets quarterly and consists of threenment
Shari’a scholars appointed by the General Assewmib8hareholders.

- Dr. Abdul-Sattar Abu Ghuddah Chairman
- Sheikh Dr. Mohammed Al-Gharbi Member
- Sheikh Ibrahim Al-Sawwalfi Member

Trade date accounting

All “regular way” purchases and sales of finaneissets are recognised on the trade date, i.eathdlht the Bank
commits to purchase or sell the asset.

Dividend on ordinary shares

Dividend on ordinary shares is recognised as ligtdihd deducted from equity in the period wheis &ipproved by
the Bank’s shareholders. Interim dividend is degddtom equity when they are paid.
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3 SIGNIFICANT ACCOUNTING POLICIES (continued)

3.30  Earnings per share (EPS)

The Bank presents basic and diluted earnings @medthata for its ordinary shares. Basic EPS isutatled by
dividing the profit or loss attributable to owneskthe Bank by the weighted average number of arngirshares
outstanding during the period. Diluted EPS is daieed by adjusting the profit or loss attributatdeowners and
the weighted average number of ordinary sharesamding for the effects of all dilutive potentiadmary shares.

3.31 New standards, amendments and interpretations
There are no new standards issued by AAOIFI dutiegrear which may impact the financial statemehtke Bank.
Standard issued but not yet effective
FAS 28 Murabaha and Other Deferred Payment Sales

AAOIFI has issued FAS 28 Murabaha and Other DefeRayment Sales in 2017. FAS 28 supersedes therearl
FAS No. 2 "Murabaha and Murabaha to the Purchasier®er' and FAS No. 20 "Deferred Payment Sale". The
objective of this standard is to prescribe the appate accounting and reporting principles forogation,
measurement and disclosures in relation to Murabalkaother deferred payment sales transactionthéosellers
and buyers, for such transactions. This standeall bl effective for the financial periods begirmion or after 1
January 2019 with early adoption permitted.

The Bank is currently evaluating the impact of gtsndard.
FAS 31 Investment Agency (Al-Wakala Bi Al-Istithmja

AAOIFI has issued FAS 31 Investment Agency (Al-Wakiai Al-Istithmar) in 2018. The objective of thésandard
is to establish the principles of accounting anifficial reporting for the investment agency (Al-\AWakBi Al-
Istithmar) instruments and the related assets dlidgations from both the principal (investor) artietagent
perspectives. This standard shall be effectivéhfefinancial periods beginning on or after 1 Jap2820 with early
adoption permitted.

The Bank is currently evaluating the impact of $tsndard.
FAS 35 Risk Reserves

AAOQIFI has issued FAS 35 “Risk Reserves” in 201BisTstandard along with FAS 30 ‘Impairment, Créd#ses
and onerous commitments’ supersede the earlier BA®rovisions and reserves”.

The objective of this standard is to establishgtieciples of accounting and financial reporting fick reserves
established to mitigate various risks faced byettalders, mainly the profit and loss taking investof Islamic
financial institutions (IFls/ the institutions). iBrstandard shall be effective for the financiai@es beginning on or
after 1 January 2021 with early adoption permitiely if the Group early adopts FAS 30 “Impairmedtedit losses
and onerous commitments”.

The Bank is currently evaluating the impact of $tsndard.
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3.31

SIGNIFICANT ACCOUNTING POLICIES (continued)
New standards, amendments and interpretationgcontinued)
FAS 30 Impairment, Credit losses and onerous conmménts

In November 2017, the Accounting and Auditing Otigation for Islamic Financial Institutions (AAOIFissued
Financial Accounting Standard (FAS) 30 - Impairmerriedit losses and onerous commitments, the stdnda
supersedes the earlier FAS 11 “Provisions and Reseeffective from the financial periods beginniog or after 1
January 2020, with early adoption permitted.

However, during the year 2017, the CBO has issuedraular BM 1149 dated 13 April 2017 governing
implementation of IFRS 9 Financial Instruments (&®) for all the banks, which also apply to Islamic
banks/windows subject to any specific instructibpghe Central Bank for Islamic Banking entitiesIBRS 9 if, as
and when instructions are issued.

The Bank adopted IFRS 9 on 1 January 2018 and alidastate the comparative information in accordanith
relevant requirements of IFRS 9. IFRS 9 replaces B8 Financial Instruments: Recognition and Measerg and
introduces new requirements for the classificatinod measurement of financial assets and finanalailities, a new
model based on expected credit losses for recomnilsian loss provisions and provides for simplifieedge
accounting by aligning hedge accounting more clogéh an entity’s risk management methodology.

The impact of initial application of IFRS 9 on tBank’s financial statements is set out in notel2.7.

The key changes to the bank’s accounting poli@sslting from its adoption of IFRS 9 are summariseldw.

(i) Classification and measurement

IFRS 9 contains classification and measurementaagpr for financial assets that reflects the busimasdel in
which financial assets are managed and the undgriiash flow characteristics. IFRS 9 contains thmeércipal
classification categories for financial assets: f@asured at Amortised Cost (AC), Fair Value thro@ther
Comprehensive Income (FVOCI) and Fair Value throdgbfit or Loss (FVPL). Under IFRS 9, derivatives
embedded in contracts where the host is a finaasi#t are never bifurcated. Instead, the hybrahfiial instrument
as a whole is assessed for classification.

(i) Expected credit losses

IFRS 9 replaces the ‘incurred loss’ model in IASA8®h a forward-looking ‘expected credit loss’ (EQiodel. The
new impairment model will apply to financial assetsasured at amortised cost or FVOCI, except feestments
in equity instruments. A number of significant jesigents are also required in applying the accouméqgirements
for measuring ECL, such as:

» Determining criteria for significant increase iredit risk (SICR);

» Choosing appropriate models and assumptions faoméreesurement of ECL;

» Establishing the number and relative weightings fofward-looking scenarios for each type of
product/market and the associated ECL; and

» Establishing groups of similar financial assetstfa purposes of measuring ECL.

The Central Bank of Oman (CBO) has issued guidsliretating to implementation of IFRS 9. The reldvan
requirements relating to transition are set oub\wel

* Should the existing financing loss impairment cotegun accordance with the requirements of IAS13® a
CBO guidelines be higher than the impairment alloweacomputed under IFRS 9, the related difference
(net of tax) be transferred to a financing lossampent reserve from retained earnings as of largnu
2018.

* In the subsequent years, where the allowance fianéiing loss impairment computed in accordance with
CBO requirements is higher than the allowanceif@rfcing loss impairment loss computed under IFRS 9
the difference (net of tax) should be transferiethe aforementioned financing loss impairment mese
from retained earnings.

e The related impairment reserve will not be avadafiir dividend distribution or for inclusion in the
regulatory capital. Any subsequent utilisationtaf tmpairment reserve would require prior appr@fdhe
CBO.

29



BANK NIZWA SAOG

Notes to the financial statements

For the year ended 31 December 2018

3

SIGNIFICANT ACCOUNTING POLICIES (continued)

3.31 New standards, amendments and interpretatis (continued)

3A

(iii) Financial liabilities

Most of the requirements in IAS 39 for classificatand measurement of financial liabilities weneied forward
unchanged to IFRS 9. The key change is that atyemili be required to present the effects of chesiin own
credit risk of financial liabilities designatedfair value through profit or loss in other compresige income.

(iv) Hedge accounting

Hedge accounting requirements of IFRS 9 are dedigmelign the accounting more closely to the negnagement
framework; permit a greater variety of hedging riastents; and remove or simplify some of the rulselh
requirements in IAS 39. The elements of hedge atouy fair value, cash flow and net investmentdeiare

retained.

As IFRS 9 does not change the general principléswf an entity accounts for effective hedges, thakBdoes not

expect a significant impact as a result of applyFigS 9.

(v) Disclosure

IFRS 9 also introduces expanded disclosure reqeinsrand changes in presentation. These are eggeathange
the nature and extent of the Bank’s disclosuresiait®financial instruments particularly in theayef the adoption

of IFRS 9.

Financial assets

Cash and balances with Central bank of Oman

Due from banks and financial institutic
Inter-bank wakala investmer

Investment securities — debt

Investment securities — equity

Financial assets at amortised

Sales receivables and other receiva- nei
Musharaka Financing - net

ljara Muntahia Bittamleek — net

Wakala Bil Istethmar — net

Other assets
Accrued profit receivab

Liabilities
Inter-bank Wakala
Customers’ Wakal
Customers’ accour
Other liabilities

Commitments and Financial Guarantees
Unutilized Commitment

Classification of assets and liabilities

Classification
under IFRS 9

Asaaitcost
Amortised cos
Amortised cos

FVTE
FVTE
Amortised cos
Amortised cos
Amortised cost
Amortised cost

Amortised cost

Amortised cos

Amortised cost
Amortised cos
Amortised cos
Amortised cost

N/A
N/A

Carrying Carrying
amount as at 31 amount as at 31
December 2018 December 2017

RO RO
92,965,571 42,813,968
6,399,54! 3,455,46(
- 16,371,90¢
44,280,696 H IR
4,497,671 498,275
1,993,17 6,968,36¢
182,268,61 159,844,63:
59,880,031 25,680,017
355,423 283,955,038
137,923,549 91,527,700
2,251,918 3.328.537
5,218,861 3,560,36¢€
115,869 19,338,52
312,939,00 229,764,14
75,829,14 68,310,21
23,587,664 21,065,075
1011564 81,385,388
84,065,12 144,059,42
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4 Cash and balances with Central Bank of Oman
2018 2017
RO RO
Cash in han 5,140,355 5,267,31
Balances with Central Bank of Oman 87,325,215 37,046,649
Capital deposit with Central Bank of On 500,001 500,00:

92,965,571 42,813,96

The capital deposit with the Central Bank of Omanrmt be withdrawn without the prior approval ¢é entral Bank of
Oman.

During the year, average minimum balance to be wéptCentral Bank of Oman as statutory reservé¥3s18.579 million
(2017: RO 15.978 million).

All the above exposures are classified as Stageat a1 December 2018.

ECL on the cash and balances with Central Bankstisnaterial and accordingly no adjustment has la@eounted by the
Bank.

5 Due from banks and financial institutions

2018 2017
RO RO
Local banks — local currency 228,668 610,22(
Foreign bank= foreign currency 6,176,253 2,854,27!
6,404,921 3,464,49!
Less: Impairment losses (5,379 N/A
Total 6,399,549 3,464,49!

Movement in allowances for the credit losses isosebelow:
2018 2017
RO RO
Balance at beginning of year N/A N/A
Impact of adopting IFRS 9 - refer note 2.7.1 34,68( N/A
Impairment losses as at 1 January 2018 34,68( N/A
Released/provided during the year (29,309 N/A
Total 5,372 N/A

There have been no significant changes in due franks and financial institutions gross balanceschvhave contributed
to significant changes to the ECL over the year.

6 Inter-bank Wakala investments
2018 2013
RO RQC
Local banks — local currency - 15,000,00
Foreign banks — foreign currency - 1,397,55!
- 16,397,55
Less: Impairment loss - N/A
Total - 16,397,55
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7 Sales receivables and other receivables — net

Sales receivables (Murabaha)- retail

Sales receivables (Murabaha)- corporate
Istisna receivable- corporat

ljara rent receivables - retail

ljara rent receivables — corporate

Credit card receivables - ljarah service (Ujrah)
Gross sales receivables and other receivables

Less:

Deferred profit

Impairment losses

Reserved profit

Net sales receivables and other receivables

Sales receivables (Murabaha)- retail
Sales receivables (Murabaha)- corporate
Istisna receivables — corporate

ljara rent receivables - retail

ljara rent receivables — corporate

Credit card receivable- ljarah service (Ujral
Gross sales receivables and other receive

Less:

Deferred profit

General provision

Specific provisior

Reserved profit

Net saleseceivables and other receival

Jointly- Self-
financed financed Total
2018 2018 2018
RO RO RO
108,866,081 2,053,594 110,919,675
92,667,332 - 92,667,332
5,309,331 - 5,309,331
40,231 - 40,231
331,017 - 331,017
1,704,089 - 1,704,089
208,918,081 2,053,594 210,971,675
(26,670,445) (212,436) (26,882,881)
(1,775,996) (23,390) (1,799,386)
(19,573) (1,225) (20,798)
180,452,067 1,816,543 182,268,610
Jointly- Self
financéd financed Total
2017 2017 2017
RO RO RO
96,932,261 1,961,567 98,893,828
80,533,398 - 80,533,398
5,603,116 - 5,603,116
2,097,522 - 2,097,522
1,299,272 - 1,299,272
926,001 - 926,001
187,391,57 1,961,56 189,353,13
(25,168,312) (206,751) (25,375,063)
(2,404,317) (35,096) (2,439,413)
(98,927 (27,670 (126,597
(12,929) (807) (13,736)
159,707,08 1,691,24. 161,398,32

The impairment losses / general and specific provislovement against sales receivables and otheivables is

as follow:

Balance at 1 January

Transition impact IFRS

Impairment losses as at 1 January 2018
General provision during the year
Impairment losses during the year
Balance at 31 December

2018 2017
RO RO
2,566,010 1,846,102
(957,521) -
1,608,489 -
NA 719,908
190,897 NA
1,799,386 2,566,010
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7

8

Sales receivables and other receivables — r{ebntinued)
The reserved profit movement against sales reckisaither receivables is as follow:
2018 2017
RO RO
Balance at 1 January 13,736 8,585
Profit reserved during the year 7,062 5,151
Balance at 31 December 20,798 13,736
Non-performing assets of sales receivables and o#loeivables, amounted to RO 300,665 represe@tihigfo of
sales receivables and other receivables-net, 3% December 2018 (31 December 2017: 0.22%).
Investment securities
201¢ 2017
RO RQ
Investment securities measured at amortisec (note a 2,00200C NA
Investment securities measured aTE — debt instrumen (note b 44,499302 NA
Investment securities designated as eTE - equity investmen (note ¢ 3,759932 NA
Held-to-maturity investment securiti NA 7,000,001
Financial assets at fair value through eq NA  40,792,89
Total before impairment losses 50,261234 47,792,898
Less: impairment losses (227,360 NA
Less: impairment losses on financial assets at FVTE NA (71,761
50,033,874 47,721,137
a. Financial assets at amortised cost
Self-financed
2018 2017
RO RO
Local listed Suku 2,002,000 7,000,001
Less: impairment losses (8,829) NA
Total local listed Sukuk at amortised cost 1,993,171 7,000,000
b. Investment securities measured at FVTE — debt instiments
2018 2017
RO RO
Quoted investments
Government Sukuk 24,430,853 NA
CorporateSukuk 4,665,323 NA
Unquoted investments
Government Sukuk 15,403,126 NA
44,499,302 NA
Less: impairment loss (218,531) NA
44,280,771 NA
Investment securities measured at FVTE — Equity irtsuments
2018 2017
RO RO
Regional u-listed fund: 3,435,404 NA
Regional u-listed share 262,339 NA
Local listed shares 62,189 NA
Total 3,759,932 NA

Financial assets at fair value through equity anmdito RO 40,792,898 as at 31 December 2017 hasrbedassified
as FVOCI-debt instrument and FVOCI-equity instruiresnper the classification criteria set under IFRS

33



BANK NIZWA SAOG

Notes to the financial statements

For the year ended 31 December 2018

8

Investment securities(continued)

International u-listed Sukul
International listed Sukt
Regional listed Sukuk
Regional un-listed funds
Regional u-listed share
Local ratedlisted Sukuk
Local Unrated listed Sukuk
Local listed shares

Less: impairment losses
Total

International u-listed Sukul
International listed Sukuk
Regional listed Sukuk
Regional u-listed fund:
Regional u-listed share
Local listed Sukuk

Local listed shares

Impairment loss provision regional un-listed shares

Total

The impairment losses againsestments are as follow:

Balance at 1 January

Transition impact IFRS 9 (note 2.7.1)
Impairment losses as at 1 January 2018
Impairment losses during the year

Balance at 31 December

Musharaka financing - net

Musharaka financir Corporate
Musharaka financing Retail
Less: impairment losses

Net investment in Musharaka financing

d. Financial assets at fair value through equitycontinued)

Jointly-financed

Cost Fair value
2018 2018
RO RO
15,400,082 15,403,126
710,236 706,629
2,194,291 2,122,775
4,577,638 3,435,404
334,100 262,339
23,438,067 22,308,872
3,957,900 3,957,900
47,838 62,189
NA (218,531)
50,660,152 48,040,703
Cos Fair value
2017 2017
RO RO
4,908,75! 4,908,76!
713,196 704,858
6,420,938 6,362,504
5,054,03! 5,134,91.
334,10( 334,10(
23,252,015 23,254,734
56,378 93,024
(71,761) (71,761)
40,667,65 40,721,13
2018 2017
RO RO
- NA
277,122 NA
277,122 NA
(49,762) NA
227,360 NA

Jointly-financed

2018 2017
RO RO
60,866,539 25,986,53
69,578 -
(1,056,086) (259,866)
59,880,031 25,726,666
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9 Musharaka financing — net(Continued)

The Impairment losses / generavigion movement against Musharaka as follow:

Balance at 1 January

Transition impact of IFRS 9

Impairment losses as at 1 January 2018
General provision during the year
Impairment losses during the year
Balance at 31 December

10 Investment in real estate

2018 2017
RO RO
259,866 8,076
46,649 -
306,515 -
NA 251,790
749,571 NA
1,056,086 259,866

This represents investment in income generatingstiil real estate; where 70% of the beneficiaheship is
held by the Bank for a consideration of RO 14.11Bion. Subsequently, the property has been leaseter a

master lease agreement for a period of ten yedhsanfixed rental amount.

Investment in real estate has been financed froane®lolders’ funds and classified as self-finaneestment and
not included in the Mudaraba pool ‘commingled poAll profits generated and costs in relation te livestment
will be for the account of the Bank only and nobjsat to income distribution for the unrestrictetvéstment

accountholders.

The Bank follows sales comparison and investmeptagth based valuation methodology and believesthiea
fair value of investment in real estate is not maltky different from its carrying value as at 3&@mber 2018.

The Bank intends to sell the asset at the completidease agreement ending 30 June 2023.

11 ljara Muntahia Bittamleek - net

Real estate

Cos

Accumulated deprecation
Net book value
Equipment

Cos

Accumulated deprecation
Net book value

Total cos
Accumulated deprecation

Net book value before impairment losses
Less: impairment loss
Net book value after impairment losses

2018
Jointly- Self- Total
financed financed
RO RO RO
328,320,386 13,270,226 341,590,612
(35,840,596) (1,340,573) (37,181,169)
292,479,790 11,929,653 304,409,44
29,537,762 - 29,537,762
(15,874,641) - (15,874,641)
13,663,121 - 13,663,121
357,858,148 13,270,226 371,128,374
(51,715,237) (1,340,573) (53,055,810)
306,142P1 11,929,653 318,072,564
(1,641,260) (33,881) (1,675,141)
304,501,865 11,895,772 316,397,423
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11

12

ljara Muntahia Bittamleek - net (continued)

2017
Jointly- Self-financec Total
financed
RO RO RO

Real estal
Cos 282,151,23 11,396,97 293,548,21
Accumulated deprecation (22,895,312) (856,981)  (23,752,293)
Net book value 259,255,926 10,539,997 269,79,92
Equipmen
Cos 26,424,80 - 26,424,80
Accumulated deprecation (10,589,859) - (10,589,859)
Net book valu 15,834,94 - 15,834,94
Total cost 308,576,044 11,396,978 319,973,022
Accumulated deprecati (33,485,171) (856,981) (34,342,152)
Net book value before general provis 275,090,87 10,539,99 285,630,87
General provision (2,750,909) (105,400) (8,899)
Net book value after general provision 272,338,96 10,434,597 282,774,561

The impairment losses / general provision moveragatnst ljara Muntahia Bittamleek is as follow:

Balance at 1 January

Transition impact IFRS 9

Impairment losses as at 1 January 2018
General provision during the year
Impairment losses during the year
Balance at 31 December

Wakala Bil Istethmar — net

Wakala Bil Istethmar
Less: impairment losses
Wakala Bil Istethmar — net

The impairment losses / general provision moveragainst Wakala Bil Istethmar as follow:

Balance at 1 January

Transition impact IFRS 9

Impairment losses as at 1 January 2018
General provision during the year
Impairment losses during the year
Balance at 31 December

2018 2017
RO RO
2,856,309 2,189,425
(1,310,911) -
1,545,398 -
NA 666,884
129,743 NA
1,675,141 2,856,309

Jointly-financed

2018 2017
RO RO
140,102,593 92,233,136
(2,179,044) (922,331)
137,923,549 91,310,805
2018 2017
RO RO
922,331 634,856
(216,895) -
705,436 -
NA 287,475
1,473,608 NA
2,179,044 922,331
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13 Impairment losses / general provision and specifiprovision movement
2018 2017
RO RO
Balance at 1 January 6,604,516 4,678,459
Transition impact IFRS 9 (150,230) -
Impairment losses as at 1 January 2018 6,454,286 -
Impairment losses / general provision made dutiregyear on sales and other
receivables (note 7) 190,897 644,963
Impairment losses / general provision made dutiregyear on ljara Muntahia 129,743 666,884
Bittamleek (note 11)
Impairment losses / general provision made dutiregyear on Wakala Bil 1,473,608 287,475
Istethmar (note 12)
Impairment losses / general provision made dutiregyear on Musharaka 749,571 251,790
financing (note 9)
Impairment losses made during the year on invessr(@ote 8) (49,762) -
Impairment losses made during the year on duerksénote 5) (29,308) -
Impairment losses made during the year on non-fuifigelities (467,780) -
Specific provision made during the year on salesather receivables (note 7) - 74,945
Total impairment losses / general and specific prasion expense 1,996,969 1,926,057
Balance at 31 December 8,451,255 6,604,516
14 Property and equipment - net
RO RO RO RO RO RO
Balance at 1 January 4,341,183 938,076 131,090 1,945,916 - 7,356,265
Additions 92,836 49,941 92,375 9,600 244,752
Disposal - (275) - - - (275)
Balance at 31 December 4,434,019 987,742 131,090 2,038,291 9,600 7,600,742
Accumulated depreciation at
1 January (2,809,120) (496,817) (63,384) (1,558,838) - (4,928,159)
Depreciation expense (305,687) (144,481) (19,663) (174,302) - (644,133)
Disposal - 136 - - - 136
Accumulated depreciation at
31 December (3,114,807) (641,162)  (83,047) (1,733,140) - (5,572,156)
Carrying value at 31 December 1,319,212 346,580 48,043 305,151 9,600 2,028,586
2017 e EQURMmeNt R ware i progress Tota
RO RO RO RO RO RO
Balance at 1 January 4,268,624 870,987 167,590 1,858,041 12,792 7,178,034
Additions 72,559 54,672 - 88,345 - 215,576
Transfers - 12,79: - - (22,792 -
Disposal - (375, (36,500 (470) - (37,345
Balance at 31 December 4,341,18: 938,07¢ 131,09( 1,945,91 - 7,356,26!
Accumulated depreciation at
1 January (2,438,208) (362,626) (68,361) (1,203,51¢€ - (4,072,711)
Depreciation expense (370,912) (134,261) (22,843) (355,363) - (883,379)
Disposal - 70 27,82( 41 - 27,93
Accumulated depreciation at
31 December (2,809,120) (496,817) (63,384) (1,558,838) - (4,928,159)
Carrying value at 31 December 1,532,063 441,259 67,706 387,078 - 2,428,106
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16

17

18

19

Intangible assets

2018

Carrying value at 1 January
Additions

Transfers

Amortisation

Carrying value at 31 Decemkt

2017

Carrying value at 1 Janua
Additions

Transfers

Amortisation

Carrying value at 31 December

Other assets

Deferred tax asset (note 34.3)
Profit receivable

Advance paymer

Prepaid expense

Refundable deposits
Inventory

Other:

Inter-bank Wakala

Local banks — foreign currency

Foreign bank- foreign currency maturing <1 ye:

Customers’ Wakala

Capital work
Software in progress Total
RO RO RO
1,808,306 395,146 2,203,452
285,564 69,443 355,007
40,561 (40,561) -
(296,186) - (296,186)
1,838,245 424,028 2,262,273
Capital work
Software in progress Total
RO RO RO
1,827,21. 294,11 2,121,33
104,44¢ 250,42t 354,87.
149,399 (149,399) -
(272,750) - (272,750)
1,808,306 395,146 2,203,452
2018 2017
RO RO
2,108,878 2,677,703
5,218,866 3,560,366
12,448 99,82«
307,839 386,614
83,388 83,388
44,538 49,335
57,117 31,67
7,833,074 6,888,90:
2018 2017
RO RO
- 11,550,000
115,869 7,788,52!
115,869 19,338,52

Under Wakala arrangement, Bank accepts funds frwastors as Wakeel and invests in Sharia compdissets.
Wakeel is entitled to a fixed fee as a lump surpescentage of fund provided. Expected profit paysumentioned
to investors upfront while any return generateebdicess of expected profit is retained by the BarlWakeel. Wakeel
should bear the loss in case of Wakeel's defaalyligence or violation of any terms and conditiohshe Wakala
agreement, otherwise the loss would be borne binthestor or Muwakkil.

Customers’ accounts

Current accounts
Margin accounts

2018 2017

RO RO
75,390,316 67,702,458
438,827 607,761
75,829,143 68,310,219
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21

21.1

Other liabilities

2018 2017

RO RO

Payment orde 3,948,130 3,925,701
Creditors and accrua 11,647,401 11,755,93
Profit payable 5,238,333 4,532,723
Allowance for credit loss on non-funded facilities 1,508,866 -
Other: 1,244,934 85(, 713

23,587,664 21,06%07¢

Equity of unrestricted investment accountholders

2018 2017

RO RO

Unrestricted investment accountholc 322,850,958 227,777,18
Investment fair value reserve (778,117) 17,740
Investment risk reserve 434,216 280,708

322,507,057 228,075,630

Unrestricted investment accounts comprise Mudadespmsits accepted by the Bank. The funds recdiosad equity
of unrestricted investment accountholders have beermingled and jointly invested by the Bank.
The Bank has utilised full amount of profit equatisn reserve during the current year.

Basis of distribution of profit between ownes’ equity and unrestricted investment accountholdes

The investment profits have been distributed betwmeners’ equity and unrestricted investment acttoalders for
the year 2018 and 2017 as follows:

2018 2017

Percentage Percentage
Unrestricted investment accountholders share 50% 50%
Mudarib share 50% 50%

The investment risk reserve at 2 percent is dedutten customers’ share after allocating the Mualatiare of
profit as per the approved policy in order to caagainst future losses of equity of unrestrictedegiment
accountholders. Investment risk reserve will reteithe investment accountholders as per termsanditions of
Mudaraba contract.

The profit equalisation reserve is the amount taakBappropriates in excess of the profit to beibisted to equity
of unrestricted accountholders before allocatirgg Mudarib share of income to maintain a certairll®f return.
Profit equalisation reserve will revert to owneuigg and unrestricted investment accountholders.
The percentages of the profit allocation betweenens’ equity and unrestricted investment accoudérsl are as
follows:
Account type Participation factor 2018 average 2017 average
rate of return rate of return

RO usD RO RO
Saving accoul 20%- 8C% 15%- 3C% 0.96% 0.8¢%
One month tenure 46% - 50% 23%-25% 1.41% 1.38%
Three months tenure 51% -55%  25.5% - 27.5% 1.53% 1.53%
Six months tenure 61% - 68% 30.5% - 34% 1.90% 1.90%
Nine months tenu 66%- 73% 33%- 36.5% 2.04% 204%
One year tenure 71% - 78% 35.5% - 39% 2.44% 2.44%
One year and a half tenure 78.5% - 85% - 3.21% 3.21%
Two years tenure and above 79.5% - 87% - 3.79% 3.79%

Unrestricted investment accountholders are comrathglith Bank funds for investment, no priority isagted to
any party for the purpose of investments and distibn of profits. The administration expensesary charged on
the Bank expenses.
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21.1 Basis of distribution of profit between ownersequity and unrestricted investment accountholdergcontinued)
a.Equity of unrestricted investment accountholders diils

Account type 2018 2017
RO RO
Saving account 213,143,366 137,475,222
Investment accounts:
One mont| 165,600 15,00¢(
Three month 838,392 649,41¢
Six months 1,731,962 2,178,665
Nine months 163,400 181,100
One yea 22,279,535 18,277,65
One year and a he 3,345,000 2,092,22.
Two years 80,223,637 66,546,681
Three years 222,701 37,486
Four years 17,033 13,039
Five years 210,454 59,543
More than five years 509,878 251,150

322,850,958 227,777,182

22 Paid-up capital

The authorised share capital of the Bank is OMR,B0®000 and the issued and paid up capital is OMR
150,000,000, divided into 1,500,000,000 sharesrairainal value of OMR 0.100 each.

At 31 December 2018, no shareholders’ of the Bamked 10% or more of the Bank’s paid up capital.

23 Share premium

This represent share premium of RO 2,091,192 areis$ the shares of the Bank through IPO. Expemmsesred
on issuance were netted off.

24 Reserves
24.1 Investment fair value reserve

The fair value reserve includes the cumulativechenge in fair value of the investment at fair eatlurough equity.

24.2 Legal reserve

2018 2017

RO RO

1 January 389,622 10,972
Appropriation for the year 751,160 378,650
31 December 1,140,782 389,622

In accordance with the Commercial Company Law of4l%s amended annual appropriation of 10% of tbétp
for the year is required to be made to legal resentil such time that accumulated reserve eqoatsi¢ third of the
Bank paid up capital. This reserve is not availdbtelistribution.

24.3 Special reserve

In accordance of Central bank of Oman circular BBD7/BKUP/Banks and FLCs/467 dated 20 June 20Which
banks are required to create Special Reserve offb@#l restructured financing for 2017 and 15% 2018. The
amount is computed as an appropriation from nditmod is not eligible to be considered for thegmse regulatory
capital and dividend distribution.
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25 Contingent liabilities and commitments
a) Contingent liabilities

Letters of guarantee

Letters of credit
Acceptances

Bills for collection

Total contingent liabilities (a)

The table below analysis the concentration of cageint liabilities by economic sector:

Construction

Manufacturing

Service

Others

Total contingent liabilities (a)

b) Commitments

Unutilised limits
Total commitments (b)

Total contingent liabilities and commitments (a+b)

26 Sales receivables and other receivables revenue

Retai
Corporate

27 ljara Muntahia Bittamleek revenue and ljara assetsrevenue

ljara Muntahia Bittamleek — real estate
ljara Muntahia Bittamleek — equipment
Depreciation on ljara Muntahia Bittamleek assets

2018 2017
RO RO
73,263,381 53,881,017
17,124,262 20,071,723
10,596,310 7,328,535
760,20: 104,113
101,744,15 81,385,388
2018 2017
RO RO
41,401,796 31,494,686
21,836,368 17,219,733
6,892,942 3,830,941
31,613,049 28,840,028
101,744,155 81,385,388
2018 2017
RO RO
84,065,123 144,059,426
84,065,123 144,059,42
185,809,278 225,444.81

Jointly-financed

2018 2017

RO RO

5,133,105 4,549,40
4,812,391 2,877,49.
9,945,496 7,426,898

Jointly-financed

2018 2017

RO RO
37,951,810 29,625,508
6,762,396 5,580,627
(29,057,547) (21,948,316)
15,656,659 13,257,819
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28 Profit from inter-bank Wakala investments
Jointly-financed
2018 2017
RO RO
Inter-bank Wakala local 147,395 29,115
Inter-bank Wakala foreign 23,303 12,79(
170,698 41,905
29 Profit from financial assets at fair value throughequity
Jointly-financed
2018 2017
RO RO
Profit on Sukuk 1,710,710 1,214,78
Profit on funds investment 87,801 320,67,
(losses) Gains on sale of Sukuk (11,350) 95,34(
Gain on sale of shares 2,922 1,38¢
Impairment loss provision on FVTE - (71,761
1,790,083 1,560,420

30 Return on unrestricted investment accountholders bfere the Bank’s share as a Mudarib

2018 2017

RO RO
Saving accounts 8,156,999 3,915,592
Investment accounts 6,906,650 5,566,761
Investment risk reserve 153,508 120,584

Profit equalisation reserve - (779,239

15,217,157 8,823,698

31 Bank’s income from its own investments and financig
2018 2017
RO RO
Rental income from investment in real estate 799,000 1,134,000
Profit from financial assets at amortised cost 308,194 355,832
Sales receivables revenue 53,911 59,247
ljara Muntahia Bittamleek revenue - net of depation 297,639 253,670
Gain from selling fixed assets (143) 3,711
1,458,601 1,806,460
32 Revenue from banking services
2018 2017
RO RO
Commissions income 938,527 763,231
Processing fees 2,349,033 1,912,849
Service charges 1,186,711 826,104
4,474,271 3,502,184
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33 Operating expenses
2018 2017
RO RO
Staff cost 10,853,969 10,291,130
Rent expens 887,863 889,12¢
Advertisement 684,730 601,058
Operational leasing 122,950 132,522
Maintenance expen 713,157 749,92(
Security and cleaning 243,472 258,712
Professional and consulting charges 186,982 167,366
Boards expenses 115,272 123,673
Government fe 174,790 204,86"
Printing and stationery 93,646 79,382
Telephone, electricity and water 359,640 469,949
Traveling expense 70,779 50,070
Subscription expen 72,631 124,52¢
Cards expense 711,780 724,051
Others 426,134 397,131
15,717,795 15,263,487
34 Income tax
34.1 Recognised in the statement of income
Deferred income tax 931,115 259,539

The Bank is subject to income tax at the rate &b b6 taxable profits (2017 - 15%). The tax lossesavailable
to carry forward for a period of 5 years and wal itilised against the future taxable profits.

34.2  Reconciliation
The following is a reconciliation of income taxedaulated at the applicable tax rate with the inedax

expense:
31 31
December December
2018 2017
RO RO
Profit as per financial statements 8,442,718 4,046,039
Tax asset at the rate mentioned above 1,266,408 606,906
Non-deductible expenses and other permanent diiese 95,153 (8,428)
Deferred tacrecognsed from previous yea (430,446) (338,939
Total 931,115 259,539

34.3 Net deferred tax asset routed through sament of income are attributable to the followingitems:

Deferred tax asset are attributable to the foltgnitems:

As at 1 Jan Recognised  Unrecognised As at 31 Dec

2018 in income in income 2018
RO RO RO RO
Property, plant and equipment (381,758) 95,660 - (286,098)
General provision 144,715 (144,715) - -
Other provision 103,328 (75,285) - 28,043
Losses carried forward 2,811,418 (806,775) - 2,004,643
Net deferred tax asset 2,677,703 (931,115) - 1,746,588

Deferred tax assets and liabilities routed throogyner’s equity is attributable to investment faalue reserve as
of 31 December 2018 amounted to RO 362,290.
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34 Income tax (continued)

34.3

35

36

Net deferred tax asset routed throudgemsimnt of income are attributable to the followitegns:

As at 1 Jan Recognized Unrecognized  As at 31 Dec

2017 in income in income 2017
RO RO RO RO
Property, plant and equipment (370,503) (11,255) - (381,758)
General provision 221,303 (76,588) - 144,715
Other provision 7,057 96,271 - 103,328
Losses carried forward 3,418,324 (606,906) - 2,811,418
Deferred tax recognized from previous
years - 338,939 (338,939) -
Net deferred tax asset 3,276,181 (259,539) (338,939) 2,677,703

Net assets per share
Net assets per share is calculated by dividinggiexssets at the year-end by number of sharesiodisg at
the end of reporting period

2018 2017

RO RO

Net assets (RO) 137,188,802 130,749,377
Number of shares outstandi(note 22 1,500,000,000 1,500,000,00
Net assets per share 0.091 0.087

Earnings per share- basic and diluted

The calculation of basic and diluted earnings pere is based on the profit for the year attribletéd ordinary
shareholders is as follows:

Profit for the year (RO) 7,511,603 3,786,500
Weighted average number of shares outstandingglthieyear 1,500,000,000 1,500,000,000
Earnings per share- basic and diluted (RO) 0.005 0.003

Earnings per share- basic and diluted has beewedety dividing profit for the year attributable the
shareholders’ by weighted average number of shautstanding. As there are no dilutive potentialrebathe
diluted earnings per share is same as the basimgarper share.
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37

Segment reporting

For management purposes, the Bank is organisedhirge operating segments based on business uditara as

follows:

Retail banking offers various products and facilities to indivédligustomers to meet everyday banking needs.

Corporate banking delivers a variety of products and services tpomate and SMEs customers that includes
financing, accepting deposits, trade finance aneido exchange.

Treasury and investment bankingprovides a full range of treasury products angises including money market
and foreign exchange to the clients in additionmanaging liquidity and market risk, in addition asset
management corporate advisory and investment ptadiigh net worth individuals and institutionalecits.

Management monitors the operating results of tleeating segments separately for the purpose ofngalécisions
about resource allocation and performance assessgegment performance is evaluated based on amppabfit
or loss which in certain respects is measured rdiffity from operating profit or loss in the finaacstatements.
The costs incurred by the central functions areagad on an overall basis and are not allocategévating

segments.

Segment information is as follows:

31 Decembei201¢

Total revenue (joint)
Return on unrestricted investment
accountholders

Profit paid on Wakala
Bank’s share in income from investment
as a Mudarib and Rabul Maal

Bank’s income from its own investments
and financing

Other operating income
Total revenue

Staff cost
Other operating expense
Depreciation and amortisation

Total expense

Profit before provisions and tax

Impairment losses
Profit before tax

Income tax
Profit for the year

Total assets

Total liabilities and equity of unrestricted
investment accountholders

Retail Corporate Treasury &
banking banking investment Others Total
RO RO RO RO RO
16,773,563 19,234,797 1,9892 - 37,968,142
(4,368,387) (3,656,617) - 34819 (7,678,806)
(1,750,617) (7,786,389) 10,711) - (9,707,717)
10,654,559 7,791,791 1,789,071 346,198 20,581,619
351,407 - 1,107,194 - 1,458,601
1,299,572 3,456,157 30828 - 5,057,581
12,305,538 11,247,948 3,198,117 6,398 27,097,801
(7,234,699) (2,830,108) (789,162) - (10,853,969)
(3,154,263) (1,299,412) 410,151) - (4,863,826)
(749,910) (156,368) (34,041 - (940,319)
(11,138,872) (4,285,888) (1,233)354 - (16,658,114)
1,166,666 6,96260 1,964,763 346,198 10,439,687
(571,757) (1,425,212) - - (1,996,969)
594,909 5,536,848 1,964,763 63198 8,442,718
- - - (931,115) (931,115)
594,909 5,536,848 1,964,763 (584,917) 7,511,603
344,394,395 352,062,859 163,573,994 12,136,292 872,167,540
326,894,023 384,725,083 115,869 23,243,763 734,978,738
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37 Segment reporting(continued)

Ret_all Corpor_ate Treasury & Others Total
banking banking investment

31 December 2017 RO RO RO RO RO
Total revenue (join 14,155,80 12,197,82 1,602,38! - 27,956,01
Return on unrestricted investment
accountholders (1,090,069) (3,106,951) - - (4,197,020)
Profit paid on Wakala (698,052) (5,813,686) (246) - (7,087,984)
Bank’s share in income from investment as
a Mudarib and Rabul Maal 12,367,681 3,277,192 26,140 - 16,671,013
Bank’s income from its own investments
and financing 316,628 - 1,489,832 - 1,806,460
Other operating income 889,262 2,613,008 411,969 - 3,914,239
Total revenue 13,573,571 5,890,200 2,927,941 - 22,391,712
Staff cost (6,827,280) (1,861,510) (1,602,340) - (10,291,130)
Other operating expense (3,333,058) (744,846) 4.,(553) - (4,972,357)
Depreciation and amortisation (850,429) (181,228) (124,472) - (1,156,129)
Total expens (11010,76) (2,787,58) (2,621,26) - (16,419,61)
Profit before provision and tax 2,562,804 3,108,61 306,676 - 5,972,096
General and specific provision (605,162) (1,155)89 (165,000) - (1,926,057)
Profit before tax 1,957,642 1,946,721 141,676 - 4,046,039
Income tax - - - (259,539) (259,539)
Profit after ta: 1,957,64. 1,946,72 141,67¢ (259,539 3,786,501
Total assets 296,927,626 264,282,734 124,572,150 11,520,461 697,302,971
Total liabilities and equity of unrestricted
investment accountholders 201,643,602 324,506,389 19,338,529 21,065,075 566,553,595

38 Financial instruments

Fair values of financial instruments

(@)

Fair value is an amount for which an asset couléXEhanged, or a liability settled, between knogkable,
willing parties in an arm’s length transaction. Gequently, differences can arise between carryahgevand fair
value estimates. As at the reporting date thevigines of the Bank’s financial instruments are sighificantly

different from their carrying values.

(b)

Fair values of financial instruments valuation hiehy

The Bank measures fair values using the followaig¥alue hierarchy that reflects the significané¢he inputs
used in making the measurements. This fair vails@abure is divided into three levels as follows:

Level 1 portfolio

Level 1 assets and liabilities are typically examrtraded positions and some government bondsdriadactive
markets. These positions are valued using unadjugteted prices in active markets.

Level 2 portfolio

Fair value is determined using valuation technideeesed on valuation models with directly or indilgemarket
observable inputs. These valuation techniques decldiscounted cash flow analysis models, optiooinmi
models, simulation models and other standard modeflamonly used by market participants. Valuation
techniques incorporate assumptions that other rhagecipants would use in their valuations, sashdiscount
rates, default rates, credit spreads and opticatilibes. These inputs need to be directly oriedily observable

in order to be classified as level 2.
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38 Financial instruments (continued)

Level 3 portfolio

Level 3 assets are valued using techniques sitaildrose outlined for level 2, except that if thetiument has
one or more inputs that are unobservable and g&gnif to the fair value measurement of the instminie its

entirety, it will be classified as level 3.

If the inputs used to measure the fair value csset or a liability might be categorised in défarlevels of the
fair value hierarchy, then the fair value measumni® categorized in its entirety in the same lesfethe fair
value hierarchy as the lowest level input thaigsificant to the entire measurement.

The Bank recognizes transfers between levels dfaih@alue hierarchy at the end of the reportiegigd during

which the change has occurred.

Transfer between Level 1 and 2

There were no transfers between level 1, level®2level 3 of the fair value hierarchy of investmeaturities

during the year.

Financial assets at fair value through equity
Investment in real estate

Total financial assets at 31 December 2018

Financial assets at fair value through equity
Investment in real est¢

Total financial assets at 31 December 2017

39 Related party transactions

Level 1 Level 2 Level 3 Total
RO RO RO RO
44,56491 3,697,743 - 48,259,234
- - 14,175,000 14,175,000
44,5614 3,697,743 14,175,000 62,434,234
Level 1 Level Z Level & Total
RO RO RO RO
35,326 5,397,251 - 40,721,137
- - 14,175,00 14,175,00
35,883,8 5,397,251 14,175,000 54,896,137

In the ordinary course of business, the Bank corsd@iansactions with certain of its directors’ amd/
shareholders’ and companies over which they are @béxert significant influence. The aggregate @mw of
balances with such related parties are as follows:

No impairment losses has been established in reep#te financing given to related parties.

31 December 2018

Sales receivabli & other receivable
ljara Muntahia Bittamlee

Wakala Bil Istethmar
Customersaccount

Unrestricted investment
accountholders / Customers’ wakala

31 December 2017

Sales receivables & other receivables
ljara Muntahia Bittamleek
Wakala Bil Istethme

Customers' accounts
Unrestricted investment
accountholders / Customers’ wakala

Principal
shareholders
RO

91,04"

469,00!
9,000,000

856,03(

5,764,683

Principal
shareholders
RO

311,09!
1,598,961
1,200,001

1,110,079

9,303,444

Sharia’a Senior
Board management
RO RO
12,101 D4,99¢
78,052 943,24
665 20,82¢
34,997 8,097
Sharia’e Senior
Board management
RO RO
15,731 90,085
80,977 552,63!
167 401,04:
10 237

Total
RO

298,14
1,49288¢
9,000,001

877,52:

5,807 77

Total
RO

416,91:
2,232,57
1,200,001

1,511,28

9,303,69.
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39 Related party transactions(continued)

The statement of income includes the following antsun relation to transactions with related pattie

Principal ~ Sharia Senior
31 December 2018 shareholders ~ Board management Total
RO RO RO RO
Profit account 296,284 5117 27,647 329,048
Commission income 112 - - 112
Operating expenses
- Staff expense - - 1,513,520 1,513,520
- Other expenses 60,811 54,461 - 115,272
Principal  Sharia Senior
31 December 2017 shareholders Board management Total
RO RC RO RO
Profit account 66,543 4,895 18,941 90,379
Commission income 160 - 6 166
Operating expenses
- Staff expense - - 1,111,957 1,111,957
- Other expenses 64,050 59,623 - 123,673

40 Financial risk management

The Bank’s activities expose it to a variety ofdfirtial risks. The management’s aim is to achievepgmopriate
balance between risk and return, and minimize pistesxdverse effects on its financial performantiee Bank's
risk management program is designed to set outotleFarching philosophy, principles, requirements an
responsibilities for a sound approach to risk aghits management and on-going internal control rsge
required within the Bank. All risk management piglicand systems are regularly reviewed to refleahges in
markets, products and emerging best practice.R&kagement is carried out by the Bank under psl@groved
by the Board of Directors. Risk policies explaie tAank’s underlying approach to risk managememésrand
responsibilities of the key players in risk managamprocess as well as outlines tools and techsidae
management of risks. The principal risks associaiédthe banking business are: credit risk, marisét liquidity
risk and operational risk.

The high-level risk framework mainly addressesfti®wing:

. The oversight of board and senior management

. Overall policy approach of the Bank to establisik appetite/tolerance, procedures and limits
. Identification, measurement, mitigation, contrajliand reporting of risks

. Risk MIS at the Bank wide level

The risk management processes have been effebtiveghout the year and members of Senior Manageameht
Board of Directors have remained active and invblvemaintaining risk profile of the Bank at accage level
and adequate capital is held as per the regula¢gyirements.

Credit risk

Credit risk is the risk that a customer or couraeypmay not settle an obligation for full valugher when due or
at any time thereafter. This risk arises from ptiédrihat a customer or counterparty’s willingnégsmeet an
obligation or its ability to meet such an obligatiis impaired, resulting in an economic loss toBaak. Credit
risk management, administration and control ardexhiout by risk management teams, which repottiécBoard
Governance, Risk and Compliance Committee. The Beskwell defined credit structures under whichditre
committees, comprising of senior officers with risife banking background, critically scrutinize asahction
financing up to the delegated authority. The BamXposure to credit is managed on an individuahtenparty
basis, as well as by groups of counterparties shatre similar attributes. To reduce the potentfakisk
concentration, counterparty limits, group expoguméts, and industry limits are monitored in ligbft changing
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40 Financial risk managemen{continued)

Credit risk (continued)

Counterparty and market conditions. All credit demis are taken as per the Bank’s credit risk jgdiand CBO
regulations and are monitored accordingly. For psepof capital charge, the Bank uses Basel || Staleddized
approach.

With the recent adoption of IFRS 9 standards, tmésk management has been enhanced further where m
attributes have been taken into considerationuihiog but not limited, identifying existing emergitkey risks
related to industry, economics, transaction stmectierms and condition of the payments etc inssssent of ECL.
In addition to this, the Bank has also employedistieal model to incorporate related macro-ecorofactors
including historical default rates. In absence aine important parameters or the where the infoona too
much deviated from the present forecast, qual#aRid overlay is used by the management after anglyse
portfolio as per diagnostic tool.

Incorporating forward looking information increast#®e level of judgement as to how changes in these
macroeconomic factors will affect the Expected @redss (ECL) applicable to the stage 1 and stagrgdsures
which are considered as performing. The methodetogind assumptions involved, including any forecast
future economic conditions, are reviewed periodljcalhe assessment of SICR and the calculationGif Both
incorporate forward-looking information. The Banses mathematical function which links the GDP viAD as

a key input to ECL. These economic variable andr thesociated impact on the PD, EAD and LGD vary by
financial instrument.

Types of credit risk

Credit risk arises mainly on sales receivables atiér receivables, ljara Muntahia Bittamleek, Wakail
Istethmar, Musharaka financing, due from banksestment in Sukuk and securities, investments ihesate
and interbank wakala.

Sales receivable and other receivables

The Bank finances these transactions based onttuciges:

1) Murabaha: In this structure, the Bank buys an ash@&th represents the object of the Murabaha aed th
Bank resells this asset to the customer (beneficara profit. The sale price (cost plus the pnofargin)
is repaid in instalments by the customer over tireed period. The transactions are secured atredbt
by the object of the Murabaha (in case of realtestad auto finance) and other times by a totdht=ohl
package securing the facilities given to the client

2) Istisna: This is a sale agreement between the Bake seller and the customer as the ultimatéhpaer
whereby the Bank undertakes to have manufactureac@uire) goods and sell it to the customer for an
agreed upon price on completion at future datesriatis stated net of deferred profits and provisay
impairment.

ljara Muntahia Bittamleek
This is a lease whereby the legal tittle of theséghasset passes to the lessee at the end oatagl§ase) term,
provided that all ljara Instalments are settled.

Wakala Investments

This is an investment in which the Bank, in its aeipy as the “Muwakkil” (Principal) appoints thestamer as
“Wakeel” (Agent) to manage the invested fund amadonBharia-compliant activities that may be entergd, as
agreed, by the Wakeel on behalf of the Muwakkile Tivestment amount is not guaranteed while thétpede is
anticipated and cannot be fixed. Therefore, theostroare is taken before taking any exposure.

Musharaka financing

Musharaka means relationship established undemtaaab by a mutual consent of parties for profitd ésses arising
from a joint enterprise or venture. Investments edrom all partners/shareholders and profits aseriduted in the
proportion mutually agreed in the contract. If @memore partners choose to become non-workinglentgpartners,
the ratio of their profit cannot exceed the ratioiah their capital investment bears to the totgliteh investment in
Musharaka. Under the arrangement, both partnersaitytagree to contribute capital for the Musharaksiness
activity and share any profit arising from the Assebusiness activities according to a pre-agraéd, while loss is
borne proportionate to their respective capitalticbation.
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40 Financial risk managemen{continued)

Credit risk (continued)

Capital from the Bank (finance amount) can either disbursed as a lump-sum amount or staggeredgirou
progressive payments, as mutually agreed by batiepan the agreement. The Musharaka Asset isaaeed by the
Bank and the client proportionate to their respectiapital contribution. In such a transaction, Basmk takes a risk
in the Musharaka Asset to an extent of its shasapltal contribution in it. The Bank’'s exposure damence the
associated risk) continues to reduce over thedlifthe transaction, as the customer buys back wiiteke Bank’s
ownership share in the Musharaka Asset.

In case of a loss, the Bank bears the loss equitdats share / capital contribution in the Mustia Asset. However,
this is applicable subject to the fact that thes lloas not occurred due to the gross negligencalfot misconduct of
the customer, as the Musharaka Manager, in whisl, ¢he customer shall solely be responsible ®etitire loss.

The analysis of credit portfolio is given below:

(a) Geographical concentrations

Assets Liabilities
Gross due Customer
from banks account,
Gross :
and . unrestricted .
investments Contingent
Interbank . IAH and L
Gross in Sukuk Interbank liabilities and
Wakala . . customer .
. financing and Wakala commitments
investment . Wakala
securities
31 December 2018 RO RO RO RO RO RO
Sultanate of Oman 228,668 728,446,699 28,330,962 711,619,106 - 831242
Other GCC
countries 1,322,178 1,636,250 5,820,517 - - 2,997,326
Europe and Nortl
America 4,831,179 - 706,629 - - 263,450
Africa and Asia 22,896 - 15,403,126 - 115,869 861,260
Total 6,404,921 730,082,949 50,261,234 711,619,106 695,8 185,809,278
Assets Liabilities
Due from Current,
banks and unrestricted
Interbank Investments IAH and Contingent
Wakala Gross in Sukuk and customer Interbank liabilities and
investment financing securities Wakala Wakala commitments
31 December 2017 RO RO RO RO RO RO
Sultanate of Ome 15,610,21 591,310,75 30,347,75 525,851,54 11,550,000 214,478,97
Other GCC
countries 2,707,747 1,892,917 11,759,755 - 7,710,0 2,772,990
Europe and North
America 1,471,414 - - - - 4,270,267
Africa and Asia 72,665 - 5,613,624 - 88,529 3,982,
Total 19,862,045 593,203,675 47,721,137 525,851,542 19,338,529 225,444,814
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Credit risk (continued)

(b) Customer concentrations

Assets Liabilities
Due from Current,
banks and .
Interbank Inyestments unrestricted .
Wakala Gross in Sukuk IAH and _ C_o_r_1t|ngent
2018 investment Financin and customer Interbank liabilities and
9 securities Wakala Wakala commitments
RO RO RO RO RO RO
Personal - 362,849,412 - 302,198,023 - 90,593
Corporate 6,404,921 367,233,537 10,427,255 91,789,759 ,8695 183,482,547
Government - - 39,833,979 317,631,324 - 2,236,138
Total 6,404,921 730,082,949 50,261,234 711,619,106 5,869 185,809,278
Assets Liabilities
Due from Current,
banks & Gross Investments unrestricted Interbank Contingent
Interbank in Sukuk & IAH and liabilities and
o Wakala )
Wakala . . securities customer commitments
2017 investment Financing Wakala
RO RO RO RO RO RO
Personal - 316,307,269 - 201,467,257 - 35,712
Corporate 19,862,045 276,896,406 22,680,255 550488 19,338,529 206,409,102
Governmer - - 25,040,88 283,528,86 - 19,000,00
Total 19,862,045 593,203,675 47,721,137 525311, 19,338,529 225,444,814
(c) Economic sector concentrations
Assets Liabilities
Current,
Due from unrestricted
banks and Investments in IAH and Contingent
interbank Gross Sukuk and customer Interbank liabilities and
Wakala financing securities Wakala Wakala commitments
31 December RO RO RO RO RO RO
2018
Personal - 362,849,412 - 302,198,023 - -
Construction - 129,127,832 - 7,751,332 - 63,861972
Manufacturing - 74,022,907 - - - 21,836,368
Financial
services 6,404,921 - 706,629 - 115,869 -
Government - - 39,833,979 317,631,324 - 2,236,138
Other services - 128,981,237 - 4,960,499 - 30,809,
Others - 35,101,561 9,720,626 79,077,928 - 67,567,384
6,404,921 730,082,949 50,261,234 711,619,106 115,869 185,809,278
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40 Financial risk management (continued)
Credit risk (continued)

(c) Economic sector concentrationgconti nued)

Asset: Liabilities
Current,
Due from unrestricted IAH
banks and Investments in and customer Contingent
interbank Gross Sukuk and Wakala Interbank liabilities and
Wakala financing securities Wakala commitments
31 Decembe RO RO RO RO RO
2017
Personal - 316,307,269 - 201,467,257 - 35,712
Constructiol - 55,268,84 - 2,532,31. - 65,606,15
Manufacturing - 52,141,605 - 3,361,125 33,842,6
Financial
services 19,862,045 - 704,858 - 19,338,529 -
Governmer - - 25,040,88. 283,528,86 - 19,000,00
Other services - 37,172,759 - 1,424,800 12,856,4
Others - 132,313,199 21,975,397 33,537,181 94,128,843
19,862,04 593,203,67 47,721,13 525,851,54 19,338,52 225,444 .81
(d) Gross credit exposure
2018 2017
RO RO
Gross financing 730,082,949 593,203,67
Due from banks and interbank Wak 6,404,921 19,862,04
Investments in Sukuk and securities 50,261,234 47,721,137
Total 786,749,104 660,786,857
(e) Geographical distribution of exposures:
Sultanate of Other
Oman countries Total
31 December 2018 RO RO RO
GrossSales receivabl and othereceivable 210,971,674 - 210,971,674
Gross ljarah Muntahia Bittamleek 316,436,314 1,636,250 318,072,564
Gross Musharaka financing 60,936,118 - 60,936,118
Gross Wakala Bil Istethmar 140,102,593 - 140,102,593
Investments in Sukuk and securities 28,330,962 21,930,272 50,261,234
Due from banks and interbank Wakala 228,668 6,176,253 6,404,921
Total 757,006,329 29,742,775 786,749,104
Sultanate of Other
Oman countries Total
31 Decembe2017 RO RO RO
Gross Sales receivables and other receivables 48937 - 189,353,137
Gross ljarah Muntahia Bittamleek 283,737,953 1,892 285,630,870
Gross Musharaka financir 25,986,53 - 25,986,53
Gross Wakala Bil Istethmar 92,233,136 - 92,233,136
Investments in Sukuk and securities 30,347,758 ,37B(379 47,721,137
Due from banks and interbank Wak 15,610,221 4,251,821 19,862,04
Total 637,268,73 23,518,12 660,786,85
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Credit risk (continued)

(f) Industry type distribution of exposures by mgor types of credit exposures:

Due from Gross Sales Gross Gross Gross Investment in Total Off
banks and receivables ljarah Musharaka  Wakala Sukuk & balance
interbank and other  Muntahia financing Bil securities sheet
Wakala receivables Bittamleek Istethmar exposures
2018 RO RO RO RO RO RO RO
Construction - 11,556,762 43,078,564 876,980 73,615,527 - 1798B3 63,861,729
Electricity,
gas and
water - 20,304,332 1,414,639 551,673 25,823,723 - 48364, 10,973,452
Financial
institutions 6,404,921 - - - - 706,629 7,111,550 -
Service - 15,051,010 11,130,396 35,076,026 17,993,188 - 2509620 19,334,207
Personal
financing - 112,661,022 250,118,812 69,578 - - 362,849,412
Government - - - - - 39,833,979 39,833,979 2,236,138
Nonr-
resident
financing - - 1,636,250 - - 1,636,250 -
Others - 51,398,549 10,693,903 24,361,860 22,670,155 9,720,626 118,845,093 89,403,752
Total 6,404,921 210,971,675 318,072,564 60,936,117 140,102,593 50,261,234 786,749,104185,809,278
Due from Gross Sales Gross ljarah Gros: Gross  Investment Total Off balance
banks and receivables Muntahia  Musharak Wakala in Sukuk & sheet
interbank and other  Bittamleek financing Bil securities exposures
Wakala receivables Istethmar
2017 RO RO RO RO RO RO RO
Constructiol - 8,424,56 10,634,99 1,033,91. 35,175,36 - 55,268,84 65,606,15
Electricity,
gas and
water - 24,047,289 1,206,534 - 27,558,249 - 52,812,072 34,430,842
Financial
institutions 19,862,045 - - - - 704,858 20,566,903 -
Services - 13,403,343 2,249,690 17,645,290 3,8%4,43 - 37,172,759 12,826,432
Persona
financing - 101,917,352 214,389,917 - - - 316,307,269 -
Government - - - - - 25,040,882 25,040,882 19,000,000
Non-
resident
financing - - 1,892,917 - - 1,892,917 -
Others - 41,560,586 55,256,814 7,307,328 25,625, 087 21,975,397151,725,212 93,581,385
Total 19,862,045 189,353,137 285,630,87025,986,532 92,233,136 47,721,137660,786,857 225,444,814
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Credit risk (continued)

(g) Residual contractual maturities of the portfolo by major types of credit exposures:

Gross due Gross ljarah Gross
from Gross sales assets and Gross investment Off
banks and  receivables ljarah Gross Wakala in Sukuk balance
interbank and other Muntahia  Musharaka Bil & sheet
Wakala receivables Bittamleek financing  Istethmar securities Total  exposures
2018 RO RO RO RO RO RO RO RO
Upto 1 month 6,404,921 7,796,226 2,135,123 308,312 17,070,912 , 7798 33,774,273 8,890,935
1 to 3 month - 15,030,93 7,056,48: 2,518,07. 18,287,00 15,403,12  58,295,62 28,710,07
3 to 6 months - 19,063,323 6,069,297 1,653,474 28,026,452 - 24WB 44,812,813
6 to 9 months - 14,461,163 6,379,744 2,365,778 22,946,684 706,6286,859,998 3,535,452
9 to 12 months - 13,473,806 6,473,926 1,919,804 17,122,255 6,996,2 45,546,061 87,535,566
1to 3 years - 73,756,263 51,066,115 17,403,814 17,758,887 157288 161,703,604 7,401,082
3to5years - 39,422,044 48,335,127 15,280,387 16,110,604 -, 1uB162 2,355,469
Over 5 years - 27,967,91 190,556744 19,486477  2,779,79: 25817905 266,606834 2,567,388
6,404,921 210,971,675 318,072,564 60,936,117 02593 50,261,234 786,749,104 185,809,278
Due from Gross ljarah
panks and Gros; sales assets and Gross  Investment Off
interbank  receivables ljarah Gross Wakala Bil in Sukuk & balance
Wakala and other Muntahia  Musharaka o sheet
. : . . Istethmar securities
receivables Bittamleek financing Total  exposures
2017 RO RO RO RO RO RO RO RO
Upto 1 montl 19,862,04 5,449,97 1,766,91 39,69, 16,499,31 10,431,75 54,049,70 49,521,66
1 to 3 months - 12,383,038 6,186,156 707,821 1548’ 3,850,154 38,314,809 22,235,199
3 to 6 months - 14,284,252 5,129,593 231,021 11592 - 31,607,460 12,308,442
6 to 9 months - 16,388,337 5,432,637 641,537 133783 - 35,645,886 15,981,073
9 to 12 months - 13,273,026 5,759,645 287,827 918&3 - 28,683,606 73,707,913
1to 3 years - 56,185,513 50,824,625 4,344,826 9222 1,325,080 122,509,266 32,397,295
3to 5 year - 40,377,76 46,360,27 4,136,12; 13,917,00 8,469,31° 113,260,47  8,313,20
Over 5 years - 31,011,232 164,171,026 15,597,687 2902875 23,644,834 236,715,653 10,980,030
19,862,045 189,353,137 285,630,870 25,986,532 382136 47,721,137 660,786,857 225,444,814

(h) Distribution of impaired financing, past due and not past due financing by type of industry:

31 December 2018

Personal financing
Non-resident corporate financing
Resident corporate financing

31 Decembe2017

Personal financing
Non-resident corporate financing
Resident corporate financir

Impairment  Impairment losses
Non-
Performin erformin losses under under stage | and
rrorming pertforming stage Il [
financing financing held Held
RO RO RO RO
362,674,359 155,053 128,973 883,186
1,636,250 - - 7,549
365,471,675 145,612 68,896 5,621,053
729,782,284 300,665 197,869 6,511,788
Non- Genera
Performing performing Specific provisions
financing financing provisions held held
RO RO RO RO
316,307,269 159,027 73,632 5101067
1,892,917 - - 18,929
275,003,48 188,36 52,96¢ 2,613,92.
593,203,67 347,38¢ 126,59 7,142,91
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Credit risk (continued)

(i) Distribution of impaired financing and past due financing by geographical distribution:

Performing an- Impairment Impairment losses
financing pellrformling losses under  under stage | and
financing stage Ill Il
held Held
31 December 2018 RO RO RO RO
Sultanate of Ome 728,146,034 300,665 197,869 6,504,239
Other countries 1,636,250 - - 7,549
Total 729,782,284 300,665 197,869 6,511,788
Performing Nor- Specific General
financin pe_rform_lng provisions rovisions held
9 financing held P
31 December 2017 RO RO RO RO
Sultanate of Ome 591,310,75 347,38¢ 126,59° 7,123,991
Other countries 1,892,917 - - 18,929
Total 593,203,675 347,389 126,597 7,142,919
() Maximum exposure to credit risk without considceration of collateral held:
2018 2017
RO RO
Due from banks and interbank Wakala investme 6,404,921 19,862,04
Investment in Sukuk and securit 50,261,234 47,721,13
Gross Financing 730,082,949 593,203,675
786,749,104 660,786,857
Off-balance sheet items
Financial guarantee 73,263,381 53,881,017
Financial letter of credits 17,124,262 20,071,723
Acceptance 10,596,310 7,328,53!
Bills for collection 760,202 104,113
Commitments 84,065,123 144,059,426
185,809,278 225,444 .81
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(k) Movement in ECL

Exposure subject to ECL (gross) 1 January
2018

Gross financing, commitments and
financial guarantees

Investment securities

Financial assets at amortised cost
Interbank wakala investmel

Due from banks,entralbanks and othe
financial assets

Expected credit loss - as at 1 January 2018

Exposure subject to ECL (Net) - as at 1
January 2018

Opening Balance (Day 1 impact) - as at 1 Januaty 20

Gross financing, commitments and
financial guarantees

Investment securities

Financial assets at amortised cost
Interbank wakala investments

Due frombanks,centralbanks ancother
financial assets

Exposure subject to ECL (gross) 31 December 2018

Gross financing, commitments and financ
guarantees

Investment securities

Financial assets at amortised cost
Interbank wakala investments

Due from banks, central banks and other
financial assets

Net transfer between stages

Gross financing, commitments and
financial guarantees

Investment securities

Financial assets at amortised cost
Interbank wakala investments

Due from banks, central banks and other
financial assets

Charge for the period (net)
Grossfinancing,commitments an
financial guarantees

Investment securities

Financial assets at amortised cost
Interbank wakala investments

Due from banks, central banks and other
Financial assets

Stage 1 Stage 2 Stage 3 Total
RO RO RO RO
745,117,371 47,798,399 346,610 793,262,380
35,230,787 - - 35,230,787
7,000,000 - 0007000
16,397,55 - - 16,397,55
3,464,495 - 3,464,495
807,210,203 47,798,399 346,610 855,355,212
(46192, (2,164,768)  (146,899) (6,454,286)
803,067,584 45,633,631 199,711 848,900,926
741,286,554 45,633,631 199,711 787,119,896
34,985,296 - - 34,985,296
6,968,368 - 9686368
16,371,905 - 1634,
3,455,461 - - 3,455,461
803,067,584 45,633,631 199,711 848,900,926
795,315,463 93,386,915 286,170 888,988,548
44,499,226 - - 44,499,226
2,002,000 - 0022000
6,404,921 - - 6,404,921
848,221,610 93,386,915 286,170 941,894,695
50,198,091 45,588,516 (60,440) 95,726,167
9,268,365 - - 9,268,365
(4,998,000) - (4,998,000)
(16,397,550) - (@8,350)
2,940,426 - - 2,940,426
41,011,332 45,588,516 (60,440) 86,539,408
675,367 1,349,702 50,970 2,076,039
(26,959) - - (26,959)
(22,803) - 80
(25,645) - - (25,645)
(3,663) - - (3,663)
596,297 1,349,702 50,970 1,996,969
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Credit risk (continued)
(k) Movement in ECL

Stage 1 Stage 2 Stage 3 Total
RO RO RO RO
Closing Balance - as at 31 December 2018
Gross financingcommitments an
financial guarantees 790,809,278 89,872,445 88,301 880,770,024
Investment securities 44,280,696 - 44,280,696
Financial assets at amortized cost 1,993,171 - 9931171
Interbank wakala investments - - -
Due from banks, central banks and other
financial assets 6,399,549 - - 6,399,549
843,482,694 89,872,445 88,301 933,443,440

Exposure at default methodology

The exposure at default is used to measure théndeexpected credit losses and 12-month expecttitdosses. The
Bank measures expected credit losses at a cliegitfier wholesale banking and at pool level foaiketit also includes
expected credit losses on the undrawn commitmemipooent from those on the financing componentedbgnizes
expected credit losses for the undrawn commitmagether with the loss allowance for the financioghponent in the
statement of financial position. To the extent tihat combined expected credit losses exceed ttes gaorying amount
of the financial asset, the expected credit losspresented as a provision. For undrawn commitnenetdit Conversion
Factor (CCF) to convert commitment to on-balan@eskvhere cancellable limits have 20% CCF and feancellable
committed facility has 100%. For all off-balanceshexposure, CCF is applied according to the ojgacility.

Liquidity risk
Liquidity risk is the potential inability to medte Bank’s liabilities as they become due. It arisben the Bank is unable
to generate cash to cope with a decline in depositxrease in assets.

Bank’s liquidity risk management is governed by ltiguidity Risk Management Policy document approlgdhe Board
of Directors as well as the provisions of relev@BiO guidelines on liquidity risk management. Theuidity risk policy

also incorporates contingency plans and measuras 8@ Bank is always in a position to meet atiumiag liabilities as
well as to fund asset growth and business opematiime Contingency Funding Plan includes effeatiamitoring of the
cash flows on a day to day basis, holding of tréealgh quality liquid assets, which may be reatidyidated in sizeable
amount etc. The Bank also has in place adequags bif credit from both local and international Baré& meet any
unforeseen liquidity requirements.

The Bank monitors its liquidity risk through casbvwi approach and stock approach. Under cash flqwwoggh Bank
generates Maturity of Assets and Liabilities (MAlgport which captures all the maturing assets &tlities into
various pre-set time buckets ranging from one maatfive years. The mismatches in various time etkndicate
liquidity gap and Bank strictly adheres to the timét with respect to various time buckets as setroBank’s Risk
Appetite and Strategy Statement. Under stock apprddank monitors the liquidity risk through liqitig ratios, which
portrays the liquidity available at the reportiregel In addition to this, the Bank also monitord egport liquidity in line
with Basel Il ratios that includes Liquidity Cowge Ratio (LCR) and Net-Stable Funding Ratio (NSFR)

The NSFR is defined as the amount of availablelesthnding relative to the amount of required stahinding. This
ratio should be equal to at least 100% on an omgoasis. “Available stable funding” is defined ke portion of capital
and liabilities expected to be reliable over thmetihorizon considered by the NSFR, which extendsnw year. The
amount of such stable funding required ("RequiteBle funding") of a bank is a function of the lidjty characteristics
and residual maturities of the various assets bylithe Bank as well as those of its off-balancesf@BS) exposures.

Treasury department of the Bank and Asset Liab@igynmittee (ALCO) controls and monitors the ligtydind ensures
that the Bank is not exposed to undue liquidity ead at the same time makes optimum use of idsfun

The Bank manages the liquidity risk based on estichenaturities using the guidelines provided by@eatral Bank of

Oman for the estimates. The table below repressss flows receivable to and payable by the Bardeuassets and
liabilities by estimated remaining maturities a¢ thalance sheet date.
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Credit risk (continued)
() Credit quality

The credit quality of financial assets is managgthle Bank using internal and external credit retings. The
Bank follows an internal rating mechanism for gregielationship across its credit portfolio. ThenBaitilizes
a scale ranging from 1 to 10 for credit relatiopshith 1 to 7 denoting performing grades, 8, 9 d@dlenoting
non-performing. All credits are assigned a ratimgécordance with defined criteria.

The Bank endeavours continuously to improve upderimal credit risk rating methodologies and creisit
management policies and practices to reflect treeunderlying credit risk of the portfolio and tredit culture
in the Bank. All financing relationships are revezhat least once in a year and more frequentlgse of non-
performing assets.

Credit quality analysis
The following table provides the details for thedit quality:

2018 2017
Stage 1 Stage 2 Stage 3 Total Total

Financial Assets subject to ECL

Performing Grades (Grade 1 to 7)
Gross Financing Amount including off-balance

795,315,462 93,386,915 888,702,377 565,031,373

sheet

ECL on Financing (4,506,185) (3,514,470) - (8,020,655) (4,019,330)
Gross Investments 46,501,227 - - 46,501,227 47,721,137
ECL on Investments (227,360) - - (227,360) -
Gross Interbank 6,404,921 - - 6,404,921 16,397,550
ECL on Interbank (5,372) - - (5,372) -
Carrying Amount 843,482,693 89,872,445 - 933,355,138 625,130,730

Non-performing (Grade 8 - 10)
Gross Financing Amount including off-balance

sheet - - 286,170 286,170 344,824
ECL on Financing - - (197,868) (197,868) (146,507)
Gross Investments - - - - -

ECL on Investments - - - - -
Gross Interbank - - - - -

ECL on Interbank - - - - -
Carrying Amount - - 88,302 88,302 198,318
Total Gross Financing Amount including off-

balance sheet 795,315,462 93,386,915 286,170 888,988,547 565,376,197
Total ECL on Financing (4,506,185) (3,514,470) (883) (8,218,523) (4,165,837)
Total Gross Investments 46,501,227 - - 46,501,227 47,721,137
Total ECL on Investments (227,360) - - (227,360) -
Total Gross Interbank 6,404,921 - - 6,404,921 16,397,550
Total ECL on Interbank (5,372) - - (5,372) -

Total Net Carrying Amount 843,482,69389,872,445 88,302 933,443,440 625,329,047
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Liquidity risk (continued)
() Credit quality

Macroeconomic Factors, Forward Looking Information (FLI) and Multiple Scenarios

The measurement of ECL for each stage and thesaseas of significant increases in credit risk cdess
information about past events and current conditeswell as reasonable and supportable forechfitioe
events and economic conditions. The estimation aplication of forward-looking information requires

significant judgment.

The most significant period-end assumptions usethfbECL estimate as at Dec 31, 2018 were GDRCatid

(GDP 2019: 2.89%, 2020: 2.2%) and (CPI 2018: 106.4

Maturity profile of assets and liabilities

Due on  More than More than More than

demand and 1monthto6 6 months to 1 yearto Over 5 years Total

up to 30 days months 12 months 5 years
31 December 2018 RO RO RO RO RO RO
Cash and balances
with Central Bank of 92,465,570 - - - 500,001 92,965,571
Oman
Inter-bank Wakala and 6,399,549 ) ) ) 6,399,549
Due from banks
Financing to
customers - net 26,497,293 93,683,599 80,879,872 263,438,136 231,970,713 696,469,613
Financial assets at fair 58779 15403,126 5,260,809 1718525  25599,374 48,040,703
value through equity
Financial assets at
amortised cost - - 1,993,171 - - 1,993,171
Investment in real
estate - - - 14,175,000 - 14,175,000
Intangible ass: 2,262,27. 2,262,27.
Property and
equipment 2,028,586 2,028,586
Other assets 104,397 480,457 319,959 3,465,931 3,462,330 7,833,074
Total assets 125,525,588 109,567,182 88,453,901  282,797,592265,823,277 872,167,540
Interbank Wakala 115,869 - - - - 115,869
Customer accounts,
Wakala and
unrestricted 51,800,770 119,560,191 150,075,457 258,580,144 130,824,427 710,840,989
accountholders
Other liabilities - 3,948,130 4,282,421 10,433,132 4,923,981 23,6497,6
Investment risk and
profit equalization - - - - 434,216 434,216
reserve
Owners’ equit - - - - 137,18€,80z 137,18€,802
Total liabilities, equity
of unrestricted
investment 51,916,639 123,508,321 154,357,878 269,013,276 3213126 872,167,540
accountholders and
owners’ equity
Net gap 73,608,949 (13,941,139) (65,903,977) 13,784,316 54€,149) -
Cumulative net gap 73,608,949 59,667,810  (6,236,167) 7,548,149
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Maturity profile of assets and liabities (continued)

demgﬁc?:r?d More than More than 6 More than 1
1month to 6 months to yearto Over 5 years Total
up to 30
d months 12 months 5 years

ays

RO RO RO RO RO RO
31 December 2017
Cash and balances with Central
Bank of Oman 42,313,967 - - - 500,001 42,813,968
Inter-bank Wakala and Due from 10,862,045 i i i ) 10,862,045
banks
Financing to customers - net 23,140,226 62,287,3360,103,140 211,424,184204,255,474 561,210,360
Financial assets at fair value 10,431,751 3,850,154 - 2,794,398 23,644,834 40,721,137
through equity
Financial assets at amortized cost - - - 7,000,000 - 7,000,000
Investment in real estate - - 14,175,000 - - 14,175,000
Intangible asset - - - - 2,203,452 2,203,452
Property and equipment - - - - 2,428,106 2,428,106
Other assets 86,931 488,881 202,026 3,820,732,290,332 6,888,903
Total assets 95,834,920 66,626,371 74,480,166 29805 235,322,199 697,302,971
Interbank Wakala 2,013,529 17,325,000 - - 19,338
Customer accounts, Wakalaand 53 g 681 59618832 128,956,122 216,822,354 988 525,869,282
unrestricted accountholders
Other liabilities 5,544,238 3,925,700 10,683,982 6,285 665,000 21,065,075
Invest_me_nt risk and profit ) ) ) ) 280,708 280,708
equalization reserve
Owners’ equity - - - - 130,749,377 130,749,377
Total liabilities, equity of
unrestricted investment 31,144,448 80,869,532 139,640,104 217,068,509 80838 697,302,971
accountholders and owners’ equity
Net gap 64,690,472 (14,243,161) (65,159,938) 78080, 6,741,821 -
Cumulative net gap 64,690,472 50,447,311 (14,712,627) (6,741,821) -
Market risk

Market risk is the risk of loss due to unfavouraflevements in market factors such as rates ofrrexchange rates,
commodities and equity prices. The Bank’s Marksitsiarise generally due to open positions in foreigrencies, holding
common equity, and fixed return products. All sirdiruments and transactions are exposed to gearatapecific market

movements. For purpose of Capital Charge, the Baek Basel Il standardized Approach.

The Bank seeks to mitigate market risk by emplowingtegies that correlate rate and price movenwérits earning asset
and liabilities. The Bank has Assets and Liabitgmmittee (ALCO) which monitors Market and LiquidRisk on regular

basis. The details of market risk faced by the tamekdiscussed in the following notes.
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Financial risk managemenfcontinued)
Market risk (continued)

Currency risk

Currency risk is the risk of loss resulting fromdtuations in foreign exchange rates. Changesrireioy rates
affect the value of assets and liabilities denomeitian foreign currencies and may affect revenues fforeign
exchange dealings.

The Bank undertakes currency risk mostly to supit®ttade finance services and cross-border FXsxes. It
maintains overall foreign exchange risk positiothe extent of statutory Net Open Position limieguribed by
CBO. The major foreign currency to which the Baslekposed is the US Dollar which is effectively gedto
Omani Rial. The Bank finances a significant portafrits financial assets in the same currencigbaselevant
measurement currencies to mitigate its foreignenay risk. Foreign Exchange Risk exposures are gethas
per Bank’s Risk Management policies.

Exposure limits such as counterparty and curreinaiyd are also in place in accordance with the Baagproved
policies to limit risk and concentration to the egtable levels.

The foreign currency exposures are given below:

Foreign currency exposures

2018 2017

RO RO

Net assets denominated in US Dollars 6,505,640 4,563,547
Net assets denominated in other foreign currencies 4,919,410 (2,295,757)

Rate of Return Risk

Rate of Return Risk is the risk of deviations inné@gs or economic value due to adverse movemetieoyield
curve. It is inherent primarily to the banking baokinly through advances and deposits portfolio.

The profit rate exposure of the Bank arises duaitimatches between contractual maturities or refggiof on
and off-balance sheet assets and liabilities. #ddressed by an Asset and Liability Committee (@)Ghat
reviews the profit rate dynamics at regular inté\end decides re-pricing of assets and liabilidesuring that
the spread of the Bank remains at an acceptaldé lev

The sensitivity of the statement of income is tffeat of the assumed changes in profit rates orettraing for
one year, based on the variable profit rate nodificafinancial assets and financial liabilities dhalt reporting
date.

The following table demonstrates the sensitivityatoeasonable possible change in profit rates, alltiother
variables held constant.

Impact on earnings due to profit rate risk in th@king book

2018 2017

RO RO
+200 bps 3,676,701 3,281,878
+100 bp. 1,838,351 1,640,93
-200 bps (3,676,701) (3,281,878)
-100 bps (1,838,351) (1,640,939)
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Market risk (continued)
Rate of Return Risk (continued)

Profit rate sensitivity gap

Sensitivity to profit rates arises from mismatchmethe period to re-pricing of assets and thahefdorresponding liability.
The Bank manages these mismatches by risk polidletines and reduces risk by matching the re-pgicdhassets and

liabilities

Due on
demand i _ Due within
and within Due within 1 Due within 6 1to5 Due after 5 Non-profit
to 6 months  to 12 months .
30 days years years bearing Total
31 December 2018 RO RO RO RO RO RO RO
Cash and balances with
Central Bank of Oman . ) . ) ) 92,965,571 92,965,571
Inter-bank Wakala and
Due from banks - - - - - 6,399,549 6,399,549
Eganc'”g to customers — 547 680,168 101,349,278 90,038,414 233,253,880  4BHI3 - 696,469,613
Financial assets at fair - 15,403,126 470702 1,718,525 25,942,571 4,505,7798,040,703
value through equity
Financial assets at
amortized cost - - 1,993,171 - - - 1,993,171
Investment in real estate - - - - - 14,175,000 14,175,000
Intangible asset - - - - - 2,262,273 2,262,273
Property and equipment - - - - - 2,028,586 2,028,586
Other assets - - - - - 7,833,074 7,833,074
Total assets 207,680,168 116,752,404 92,502,287 , 924405 90,090,444 130,169,832 872,167,540
Interbank Wakala - - - - - 115,869 115,869
Customer accounts,
Wakala and unrestricted 35,666,508 92,093,721 101,006,990 294,054,067 883B86 78,136,337 710,840,989
accountholders
Other liabilities - - - - - 23,587,664 23,587,664
Investment risk and profit ) ) ) ) 434,216 ) 434,216
equalisation reserve
Shareholders’ equity - - - - - 137,188,802 137,188,802
Total liabilities and 35,666,508 92,093,721 101,006,990 294,054,067  1I{82 239,028,672 872,167,540
shareholders’ equity
On-balance sheetgap 172,013,660 24,658,683 (8,504,703) (59,081,662) ,2@N138) (108,858,840)
Cumulative profit 172,013,660 196,672,343 188,167,640 129,085,978 858840 -

sensitivity gap
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40 Financial risk managemengcontinued)

Market risk (continued)
Rate of Return Risk (continued)

Profit rate sensitivity gap (continued)

Due on

demand

and within

30 days
RO

Due within
1to6
months
31 December 2017 RO
Cash and balances
with Central Bank of -
Oman

Inter-bank Wakala

and Due from banks 16:397,550 )

Financing to
customers - net
Financial assets at
fair value through
equity

Financial assets at
amortized cost
Investment in real
estate

Intangible asset
Property and
equipment

Other assets

136,415,232 81,159,071

4,908,458 3,850,154

29,181 160,017

12months

80,151,364 199,458,493

Due within

Due within
1to 5years

RO

Due after 5
years
RO

6to Non-profit
bearing

RO

Total

RO RO

42,813,968 42,813,968

3,464,495 19,862,045

6400 561,210,360

9,794,398 16,644,858 5,528,26 40,721,137

7,000,000 - - 7,000,000

14,175,000
2,203,452

2,428,106

3,328,720

14,175,000
2,203,452

2,428,106

6,888,903

89,337 1,237,562 pga4,

Total assets 157,750,421 85,169,242

Interbank Wakala
Customer accounts,
Wakala and
unrestricted
accountholders
Other liabilities
Investment risk and
profit equalisation -
reserve

Shareholders’ equity

1,925,000 17,325,000

9,438,427 35,922,972

80,240,701 420,453

45,011,722 288,601,015

82,715,144 73,937,010 697,302,971

88,52919,338,529

73284, 68,310,218 525,869,282

21,065,075 21,065,075

280,708 - 280,708

130,749,377 130,349,

Total liabilities and

shareholders’ equity 11,363,427

583,247,972

45,011,722 288,601,015

78865 220,213,199 697,302,971

On-balance sheet
gap

Cumulative profit
sensitivity gap

146,386,994 31,921,270

146,386,994 178,308,264

35,228,979 (71,110,562)

4508 (145,611,189)

213,537,243 142,426,681 ,614389 -

63



BANK NIZWA SAOG

Notes to the financial statements
For the year ended 31 December 2018

40

Financial risk managemengcontinued)
Market risk (continued)

Rate of Return Risk(continued)
(@) Equity risk

Bank is exposed to the volatility in the priceshs# securities (i.e. Sukuk and Shares) held ungigityeportfolio.
Equity investments held are for strategic/long teather than for trading purposes and hence, Bagek dot hold
trading positions in equity investments. Hencedkposure in listed and unlisted equity exposurefatate is
taken in banking book and capital is calculatecbetiagly.

Since there is NIL exposure in trading book themefwo stress testing and sensitivity analysis idexout.
Operational risk

Operational risk is the risk of direct or indirdosses resulting from inadequate or failed intepracesses or
systems, human factors, or from external events.Bdnk's businesses are dependent on the abiligoiess a
large number of transactions efficiently and actlya Operational risks and losses originate from
business/operational process failure, IT secuatlufe, natural disasters, dependence on key srppliraud,
service quality compromised, regulatory non-comme loss of key staff, and social and environniémtpacts.

The Bank has developed operational risk managepwialy and all the critical controls are implemenhts all
levels for curtailing operational risk. Each dieis has processes and systems in place to adgresational risks
within their area.

For the purpose of measuring capital charge, thkBas adopted the Basic Indicator Approach undeseBlI
for Operational Risk. The approach requires thekBa provide 15% of the average three years gaossial
income as capital charge for operational risk.

Capital risk management

The Bank manages its capital to ensure that itlvélable to continue as a going concern while miiig the
return to shareholders within acceptable risk reftmmework. The Bank’s overall strategy remainshamged
from prior year.

The Bank’s regulatory capital is divided into tviers:

a) Tier 1 capital: share capital, retained earnings @eserves created by appropriations of retaiaenirgs;
and

b) Tier 2 capital: general provision and unrealizaghg arising on the fair valuation of equity instents at
fair value through equity.

Book value of other intangible assets includingwafe is deducted from Tier 1 capital to arrivéhatregulatory
capital.

The risk-weighted assets are measured by meankiefachy of risk weights classified accordinghe nature
of and reflecting an estimate of credit, market apdrational risks associated with each asset andterparty,
taking into account any eligible collateral or quatees. A similar treatment is adopted for ofiabak sheet
exposure, with some adjustments to reflect the rnorgingent nature of potential future exposure.

The Bank will continue to maintain the requiredutadory capital either through its risk managensrdategies
or by increasing the capital requirements in linéhwhe business and capital needs.
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Financial risk managemengcontinued)

Capital risk management(continued)

Capital adequacy

The ratio of equity to risk weighted assets, asnidated by the Basel Il and Basel Ill, for the yemded

31 December 2018 and 2017 as follows:
Capital structure

TIER | CAPITAL

Paid up capit:

Share premium

Legal reserve

Accumulated losst

Fair value gains or losses on financassets at fair vall
through equity

Less: Intangible assets

Deferred tax ass

Total Tier | capital

TIER 1l CAPITAL

Fair value gains ofinancial assets at fair value through eq
Impairment losses / General provision

Total Tier Il capital

Total eligible capital
Risk weighted assets
Credit risk

Market risk
Operational risk

Total

Tier | capital
Tier Il capita

Total regulatory capital
Tier | capital ratio

Total capital ratio

Common Equity Tier 1 (CET1)

Common Equity Tier 1 ratio

2018
RO

150,000,000
2,091,192
1,140,782

(14,933,061)

(2,526,792)

(2,262,273)
(1,746,588)

131,763,260

56,643
7,142,919

7,199,562

138,962,822

797,090,550
16,589,498
42,002,222

855,682,270

131,763,260

7,199,562
138,962,822

15.40%

16.24%

131,763,260

15.40%

2017
RO

150,000,00
2,091,192
389,622
(21,771,15¢

(123,463)

(2,203,452)
(2,677,703)

125,705,038

79,621
7,142,919

7,222,546

132,927,584

716,089,50
22,391,617
32,302,324

770,783,448

125,705,038

7,222,541
132,927,584

16.31%

17.25%

128,705,038

16.31%
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Liquidity coverage ratio (LCR) and Net-Stable Fundihg Ratio (NSFR)

The Basel Committee on Banking Supervision pubtishe Basel Il guidelines in June 2011. CentratiBaf Oman has
issued final guidelines on implementation of thevreapital and liquidity norms to banks in the CayniThe new
regulations requires banks to calculate Liquidigv€rage Ratio (LCR) and Net-Stable Funding RatiSKR) on period
basis. The Bank current LCR ratio as of Dec 31,826thnds at 1569.344 (Dec 31, 2017: 114.76) andRNS&nds at

126.82% (Dec 31, 2017: 133.19%).

41 Comparison of provision held as per IFRS 9 and regued as per CBO norms

(a) Standard, special mention and non-performing Finaning accounts

Asset Provision Difference
Classificati required Provision between CBO
Asset g

on as per Classification as per held as provision Net Amount Net

CBO as per IFRS 9 Gross CBO per IFRS  required and as per CBO Amount as

Norms Amount Norms 9 provision held  norms per IFRS 9

@ @ © @ ®  e=@c6 B ®=00

Stage 1 764,671,876 7,497,204 3,118,593 4,378,61157,174,672 761,553,283

Standard Stage : 56,777,74 322,47. 1,350,45: (1,027,97) 56455,27.  55,427,29.
Stage 3 - - - - -

Subtotal 821,449,622 7,819,678 4,469,045 3,350,633 8134829 816,980,577

i Stage 1 30,643,587 219,639 1,387,592 (1,167,953) ,423(M48 29,255,995

Special Stage2 36,609,169 222,867 2,164,018 (1,941,151) ,388802 34,445,151

Mention
Stage 3 - -

Subtota 67,252,756 442,506 3,551,610 (3,109,104) 66,810,2 63,701,146
Stage 1 - - - - -

Substandard Stage 2 - - - - -
Stage . - - - - -

Subtota - - - - -
Stage 1 - - - - -

Doubtful Stage : - - - - -
Stage . 96,71¢ 51,42« 80,09: (28,668 45,29: 16,62¢

Subtota 96,718 51,424 80,092 (28,668) 45,294 16,626
Stage . - - - - - -

Loss Stage 2 - - - - - -
Stage 3 189,452 137,817 117,776 20,041 51,635 @1,67

Subtotal 189,452 137,817 117,776 20,041 51,635 71,676

Other items Stage . 52,906,14 - 232,73. (232,732 52,906,14  52,67341t

not covered Stage : - - - - -

under CBO

circular BM

977 and Stage 3 - - - - -

related

instructions

Subtotal 52,906,147 - 232,732 (232,732) 52,906,147 52,6 83,41
Stage 1 848,221,610 7,716,843 4,738,917 2,977,926 840,6@4,7843,482,693

Total All Stage 2 93,386,915 545,341 3,514,470 (2,969,129) 92,841,5789,872,445
Stage 3 286,170 189,241 197,868 (8,627) 96,929 88,302

Total 941,894,695 8,451,425 8,451,255 170 933,443,2783,443,440
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41 Comparison of provision held as per IFRS 9 and regued as per CBO norms Continued).

(b) Restructured accounts
There is no restructured case as at 31 Decemb@&rtB@Lis required to be reported.

(c) Non-performing financing ratio

31 December 2018

As per CBO  As per IFRS
9

Norms
Impairment loss charged to profit and loss account - -
Provisions required as per CBO norms/held as ge&
9 8,451,425 8,451,255
Gross NPA ratio 0.04 0.04
Net NPA ratic 0.C1 0.01

42 Corresponding figures

Difference

(170)

Corresponding figures have been rearranged anasssfied, wherever necessary for the purpose opeoison

and for better presentation, the effect of whichas material.
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