L1 1aq, gl
OSOOL& BAKHELET

INVES']

&
o~

PILLAR 3 ANNUAL DISCLOSURES

31 DECEMBER 2021

Chief Executive Officer Finance Mang

77
| 144,_J~Jrhjq_dnl
()S()()l & BAKHEET

INY L\T\E\I“\njlnn,un\

CR: 1010219805 1 - s
C.C: 167366 :dugranil pd)

Tel: +966 114191797 P.O.Box 63762 Info@obic.comsa

Fax: +966 11 419 1899 Saudi Arabia - Riyadh 11526 www.obic.com sa

{AIN-.V) ;06 aullodl §g—wull a_ive yad g al gl iloyaog , Jolall a_egoo JLyjygudo 1. Jlo July s dosl o a_Suu
NV ayjladdl adpll 0 dugaanll po) J.1.MAA.0 o) gjlad Jaw

Saudi Joint Stock Company, Paid up Capital SAR 60 Million, based in Riyadh, CMA License: 08126-07. CR: 1010219805, RCC 1673566

JOUVO



U4 yg g al

OSOOL&BAKHE LT

Pillar 3 Annual Disclosures

Table of Contents

1 EXECUTIVE SUMMARY .4
1.1 Pillar I — Minimum Capital Requirements: 4
1.2  Pillar II — Internal Capital Adequacy Assessment Process (ICAAP)............... 4
1.3 Pillar III — Market Discipline: 5
1.4  Material or Legal Impediments between OBIC & its subsidiaries:........ccousueen 5

2 CAPITAL STRUCTURE 5
2.1  Tier 1 Capital: 5
2.2 Tier 2 Capital: 6
23 Total Capital Base: 6

3 CAPITAL ADEQUACY 6
3.1 Capital Adequacy Ratio 7
3.2  Minimum Capital Requirements 7

4 RISK MANAGMENT 7
4.1 Risk management cycle: 8
4.2  Credit risk 8
4.2.1 Strategies and process of risk management 8
4.2.2 The Structure and Organisation of the risk management and compliance .....8
4.2.3 The Scope and nature of risk reporting and measurement systems ................. 8
4.2.4 Policies for mitigating risk 9
4.2.5 Past due Items: 9
4.2.6 Individual Impairment Provisions:..... 9
4.2.7 Credit Risk Exposure Classes: 9
4.3  Credit Risk Mitigation Exposure 9
4.4  Counterparty Credit Risk (CCR) and Off-Balance Sheet Disclosure............. 10
4.5  Market risk 10
4.6  Operational risk 11
4.7  Liquidity risk: 12
4.8  Other Risks: 12
4.8.1 Concentration risk...... 12
4.8.2 Reputation risk: 13
4.8.3 Strategic risk: 13
4.8.4 Settlement Risk: 13
4.8.5 Interest rate risk: 14
4.8.6 Regulatory and legal risk: 15
4.8.7 Employees Risk:..... .15
4.8.8 Business risk: 15

Pillar 3 Annual Disclosure Page 2 of 26



LA g gal

OSOOL&BAKHELET
5 CAPITAL PLANNING AND STRESS TESTS 15
5.1 Risk assessment of the first Pillar and the second Pillar: 16
5.2 Stress Test: 16
5.3  Viability of the company policy to take risks: 17
DOCUMENT CONTROL 18
GLOSSARY 19
APPENDICES 20
8.1  Appendix 1: Illustrative Disclosure on Capital Base 20
8.2  Appendix 2: Illustrative Disclosure on Capital Adequacy 21
8.3  Appendix 3: Illustrative Disclosure on Credit Risk’s Risk Weight................. 22
8.4  Appendix 4: Illustrative Disclosure on Credit Risk’s Rated Exposure .......... 23
8.5  Appendix 5: Illustrative Disclosure on Credit Risk’s Rated Exposure .......... 24
8.6  Appendix 6: Illustrative Disclosure on Credit Risk Mitigation (CRM).......... 25

Pillar 3 Annual Disclosure Page 3 of 26



L1 A g g al

OSOOL&BAKHEL

PILLAR3

Pillar 3 Annual Disclosures

1 EXECUTIVE SUMMARY

Osool & Bakheet Investment Company (OBIC) is a Saudi closed joint stock company
(Company resulting from the merger of Osool capital company and Bakheet
Investment Group) with paid-up capital of SAR 60 million operates under the
commercial registration number 1010219805 issued in Riyadh on 02/05/1427H. The
company is licensed by the Capital Market Authority (CMA) of Saudi Arabia
(License No.: 08126-07). The main activities of Osool & Bakheet Investment
Company is Dealing as principal and agent, Asset Management and Custody.

The purpose of this disclosure is to inform market participants of the key components,
scope and effectiveness of OBIC’s risk management systems, risk measurement
processes, risk profile and capital adequacy. This is accomplished by providing
consistent and understandable disclosure of OBIC’s risk profile in a manner that
enhances comparability with other institutions.

OBIC maintains a capital base sufficient to cover the risks inherent in the business
and monitoring and controlling the adequacy of the company's capital in addition to
other measures using the rules and ratios established by the Capital Market Authority,
according to the framework of capital adequacy.

1.1 Pillar I - Minimum Capital Requirements:

Pillar I sets minimum capital requirements to meet credit, market and operational risk
as contained in the Part 3 chapter 4 to 16 of the Prudential Rules.

* OBIC uses the Standardized Approach in the calculation of the capital
requirements for Credit risk.

* The capital charge for market risk is assessed for Investment portfolio and related
items.

* The capital charge for operational risk is assessed using the Basic Indicator &
Expenditure based approach. Basic Indicator applies 15% Risk Capital charge to
an average of the last three financial year’s average gross operating income.
Meanwhile Expenditure based approach used 25% of the overhead expense for the
last financial year. The highest amount from these two approaches is used as the
Capital requirement for the operational risk.

1.2 Pillar Il - Internal Capital Adequacy Assessment Process (ICAAP):

The Internal Capital Adequacy Assessment Process (ICAAP) is introduced under Pillar I of
the CMA’s Prudential Rules, which is contained in Part 6 (Article 66) and Annex 9 of the
Prudential Rules. Pillar II requires Authorize Persons to perform a thorough review of all
material risks, extensive stress testing, strategic capital planning, the internal control
framework and the roles and responsibilities of division / individuals that are critical to the
implementation of framework. OBIC has taken various initiatives to implement the ICAAP
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and assess capital requirements in accordance with the Firm’s risk profile, size and
complexity of business.

1.3 Pillar lll - Market Discipline:

Pillar III aims to provide a detailed and transparent reporting framework that enhances
market discipline to operate as sharing of information facilitates assessment of the Authorized
Person by others, including investors, analysts, customers, and rating agencies, which leads to
an improved corporate governance.

The information provided here has been reviewed and approved by the Management, Audit
Committee and the Board which is in accordance with the rules in force at the time of
publication, covering both the qualitative and quantitative items. OBIC shall publish the
Pillar III disclosures at its website www.obic.com.sa.

1.4 Material or Legal Impediments between OBIC & its subsidiaries:

OBIC does not have any subsidiaries and has no current or foreseen material or legal
impediments for transfer of capital.

2 CAPITAL STRUCTURE

Osool & Bakheet Investment Company is having SAR 60 million paid up capital (6 million
shares of SAR 10 each distributed to 50 Saudi Shareholders. For regulatory purposes, capital
is categorized into two main classes. These are Tier 1 and Tier 2, which are described as
below.

2.1 Tier 1 Capital:

Tier-1 capital of the Firm consists of paid-up capital, Audited retained earnings, Statutory
Reserves and has deductions in the form of dividend expense and others from retained
earnings & negative equity items.

Tier-1 capital 31-12-2020 31-12-2021
(SAR ‘000) (SAR ‘000)
Paid-up capital 60,000 60,000
Audited retained earnings 5,801 31,171
Statutory Reserves 3,673 6,557
Deductions from Tier-1 Capital (1,843) (1,436)
Total Tier-1 capital 67,631 96,292
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22 Tier 2 Capital:

Tier-2 capital mainly consists of Subordinated loans, Cumulative preference shares, etc...
OBIC does not have any items representing Tier-2 Capital.

= 31122020 | 31-12-2021
Vierd capits (SAR ‘000) (SAR ‘000)
Total Tier-2 capital 0 0

2.3 Total Capital Base:

Total Capital base is the sum of Tier-1 capital & Tier-2 capital.

31-12-2020 31-12-2021

Total Capital Base (SAR ‘000) (SAR ‘000)

Tier-1 capital 67,631 96,292
Tier-2 capital 0 0
Total Capital Base 67,631 96,292

Please refer to Appendix 1 for the detailed disclosure on capital base.

3 CAPITAL ADEQUACY

OBIC maintains a capital base sufficient to cover the risks inherent in the business and
monitoring and controlling the adequacy of the company's capital in addition to other
measures using the rules and ratios established by the Capital Market Authority, according to
the framework of capital adequacy. As of 31 December 2021, OBIC maintains capital
adequacy ratio of 1.52 (times) against the minimum required capital adequacy ratio of 1.00
(times). The surplus capital is SAR 32,875,000 OBIC is committed to the requirements of the
prudential rule issued by the Capital Market Authority through ongoing internal monitoring.
OBIC's approach in assessing adequacy of its capital to support current and future activities
envisages around the following principles:

o It has a process for assessing its overall capital adequacy in relation to its risk profile
and a strategy for maintaining capital levels

e Areview of OBIC's Internal Capital Adequacy Assessment Process (ICAAP) and
capital strategies are undertaken by its management, as well as monitoring and
ensuring compliance to CMA regulations, with appropriate actions being taken when
required

e It is operating above the minimum regulatory capital ratios, with the ability to hold
capital in excess of the minimum.

e The ability to intervene at an early stage to prevent capital from falling below the
minimum levels as required according to its risk profile
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3.1 Capital Adequacy Ratio

The following table reflects the comparative analysis of Capital Ratios in 2020 & 2021

Capital Adequacy Ratio

Description 31-12-2020 | 31-12-2021 | % change
Tier-1 Capital Ratio 1.81x 1.52x -16 %
Total Capital Ratio 1.81x 1.52x -16%

3.2 Minimum Capital Requirements

The following table reflects the comparative analysis of Minimum Capital Requirements in

2020 & 2021
Description 31-12-2020 | 31-12-2021 | % Change
(SAR ‘000) (SAR ‘000)

Tier-1 capital 67,631 96,292 42%

Tier-2 capital 0 0 -

Total Capital Base (A) 67,631 96,292 42%
Minimum Capital Requirements

Credit Risk 30,525 52,084 71%

Market Risk 2,951 4,432 50%

Operational Risk 3,973 6,901 74%

Total Minimum Capital Requirements (B) 37,449 63,417 69%

Surplus/(Deficit) in Capital Base (A-B) 30,182 32,875 9%

Please refer to Appendix 2 for the detailed disclosure on capital Adequacy.

4 RISK MANAGMENT

Within the company, an extensive system of limits and controls has been put in place to
manage risk. The primary objective of risk management is to protect OBIC’s reputation and
financial soundness. The following risk category is described in details in the following
sections:

. Credit Risk.

. Market Risk.

. Operational Risk.

. Liquidity Risk.

. Concentration risk.

. Reputation risk.

. Strategic risk.

. Settlement risk.

. Interest rate risk.

. Regulatory and legal risk.

. The risk of human resources.
. Business Risk.
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4.1 Risk management cycle:

The company identifies and manages the risks it incurs in an on-going basis. This has led to a
comprehensive risk management model, which starts from a risk management cycle
consisting of several steps: determining the risk appetite, stress-testing different scenarios,
preparing full-scope risk assessments for each entity and for the company as a whole, and
measuring and monitoring risks. As part of this, the company follows a risk strategy that is
designed to ensure its continuity as a going concern and is aimed at protecting profits and
profit growth, maintaining sound balance sheet ratios and protecting its identity and
reputation. By building on this strong foundation for risk management, OBIC is in a position
to make the right strategic choices and organize its processes to further improve its client
services.

Board of Directors, Audit Committee, and executive management are responsible for
developing and monitoring risk management policies.

4.2 Credit risk
42.1 Strategies and process of risk management

Credit risk is the risk of financial loss faced by the company in the event of failure of the
customer or counterparty to a financial instrument to meet its contractual obligations, and
arises principally from the various financial dues. Credit risk arises principally in margin
lending to clients, Fees Receivables from clients. Other Credit risk also arises from prepaid
expenses and long term investments as well as from Off balance sheet Facility guarantees.

4.2.2 The Structure and Organisation of the risk management and compliance

A strong culture of prudent and responsible margin lending is the cornerstone of OBIC’s risk
management philosophy. This is attained through effective control and management of risk,
seeking to minimize credit losses. Policies and Procedure manuals provide clear and
consistent margin lending guidelines, policies, and procedures to manage the risk. These
policy manuals are reviewed annually and approved by the Executive Management. All new
client application for Margin lending is processed through client Relation, Compliance &
Back office and approved by CEO. During this process, Client suitability & credit worthiness
were measured intensively prior to provide any margin lending. The teams are responsible for
credit approval decisions including selection, implementation, performance, and oversight.
Any major credit amount which exceeds certain limit needs approval from the management
committee as well.

42.3 The Scope and nature of risk reporting and measurement systems

On a daily basis, Back office division monitor the margin client position, coverage ratio and
reports to Compliance Division, Finance Division & CEO with various automated analysis
reports.
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424 Policies for mitigating risk

e Detailed application process — all terms related to margin financing clearly described
and agreed upon in the Terms of Agreement

e Set specific margin limits on a case by case basis after complete due diligence
Set alert levels against margin accounts based on margin utilization on a case by case:
(1) Warning (2) Stop buy order (3)Force sell
Internal monitoring and reporting of all account’s liquidity positions

e Immediate actions (report to senior management and making calls to clients etc.) in
case the accounts reaches threshold limits

e Liquidate positions in margin accounts if margin calls are not met.

425 Pastdue ltems:
Client fees receivables are considered past due if it is not paid within 90 days of the payment
due date.

4.2.6 Individual Impairment Provisions:

OBIC reviews its margin lending and receivables at each reporting date to assess whether a
specific provision for credit losses should be recorded in the statement of income. In
particular, judgment by management is required in the estimation of the amount and timing of
future cash flows when determining the level of provision required. Such estimates are based
on assumptions about a number of factors and actual results may differ, resulting in future
changes to the specific provision.

42.7 Credit Risk Exposure Classes:

OBIC does not use any Credit rating agency for the Exposures in the Balance Sheet. All
Credit Exposures are unrated except the local Bank Deposit.

Amount of Impaired Exposure: N/A

Amount of Past Due Exposures: 2,330,296

Amount of impairment and specific provisions: N/A

Charges for impairments and specific provisions during the period: 3,060,700

Geographic distribution of credit risk exposures: N/A

Residual contractual maturity: N/A

Reconciliation report for changes in impairment and specific provision for impaired exposures:
N/A

Please refer to Appendix 3 & Appendix 4 for Illustrative Disclosure on Credit Risk’s Risk
Weight and Rated Exposure.

43 Credit Risk Mitigation Exposure

OBIC provide Margin lending to clients based on client’s suitability and credit worthiness
with supporting collateral in the form highly liquid listed stock in Saudi Market & Mutual
Funds managed by OBIC. The summary of the process as follows
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e Detailed application process — all terms related to margin financing clearly described
and agreed upon in the Terms of Agreement

e Set specific margin limits on a case by case basis after complete due diligence

e Set alert levels against margin accounts based on margin utilization on a case by case:
(1) Warning (2) Stop buy order (3) Force sell

¢ Internal monitoring and reporting of all account’s liquidity positions

e Immediate actions (report to senior management and making calls to clients etc.) in
case the accounts reaches threshold limits

e Liquidate positions in margin accounts if margin calls are not met.

Most important type of collateral taken by OBIC is in the form of highly liquid stock from
the Saudi Stock market & Mutual Funds managed by OBIC with client agreed terms of
agreement. The granting of facilities and taking of collateral is governed by defined policies
and procedures, as well as the use of standard documentation that cater for the offset of credit
balances against facilities granted, the control over the integrity and valuation of collateral,
and the rights required to enforce and realize security. OBIC monitors the concentration of
risk mitigation and does not have any material concentrations in the risk currently held.

Please refer Appendix 5 for Illustrative disclosure on Credit Risk Mitigation (CRM)

44 Counterparty Credit Risk (CCR) and Off-Balance Sheet Disclosure

Counterparty credit risk is the risk that a counterparty to a transaction may default before
completing the satisfactory settlement of the transaction. OBIC calculates its counterparty
credit risk by assigning risk weights to exposure types:

- Securities financing transactions

- IPO Bidding

The capital requirement is determined on above exposures based on same methodology as
credit risk.

The calculation of the additional capital requirement (self-assessment) for credit risk is 10%
of Margin amount + 10% of DPM fees.

4.5 Market risk

Market risk is the risk that the movements of market risk factors, including foreign exchange
rates and stock prices and profit rates and credit spreads that lead to a reduction in revenue of
the Company or the value of the investment portfolio, and the purpose of market risk
management is to manage and control market risk exposures within acceptable limits, and
work to achieve maximum returns.
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