?ﬂ$§$

e

r

Annual Report

2016
.






OMAN HOUSING BANK

S.A.0.C.

Annual Report
2016

onfzemvzg /xz&e;/mzed %/mn%



SO

“The private sector is one of the main pillars of development
whether in terms of economic development, which is the devel-
opment of trade, industry, agriculture, tourism and the economy
in general or in terms of social development, which manifested
in the development of human resources, training, rehabilitation
and refining its scientific and practical skills and creating renew-
able jobs and incentives to encourage employment in this sector”
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From a speech of His Majesty at the Annual Meeting of the
Oman Council 2012

J..
___.-"i__"'

T i 53 :? I
BE - OMAN ROCHNG LANK 1.







Annual Report 2016

Contents

Report and financial statements
for the year ended 31 December 2016

Board of Directors’ Report 6
Director General’'s speech 10
Legal Disclosure 11
Independent Auditor’s Report 15
Statement of Financial Position 18
Statement of Comprehensive Income 19
Statement of Changes In Equity 20
Statement of Cash Flows 22
Notes to the Statement of Financial 23

A 4 1 OMAN HOUSING BANK s.aoc.




Pwﬂce/a‘/zg //zteg/zatea’ #owd//zg

L2

OZBY0p. ¢
Vision

Pioneering Integrated Housing

Mission

The Bank seeks to be pioneer of housing loans and construction
progresses to contribute in the economic development of the
Sultanate of Oman, distinguishing by the services provided to
its customers, sepcially to the low and medium income Omani
citizens, achieving the objectives of the shareholders, and inter-
esting in the development of human capital through an efficient
banking, attractive and motivated work enviroment
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Board of Directors’ Report for Year 2016

.I
Dear Shareholders KF "'-r ,..-'_,.:_,1}/
I am glad to welcome you, and pleased to present to you, on my own behalf and on behalf of my colleagues the members
of the Board of Directors, the Annual Report for the Bank’s annual results, achievements and financial statements for the
year ended 31 December 2016.

The year 2016 was a positive year at all levels , where the Bank was able to achieve the objectives set forth in its budget
for the said year , both in terms of the lending and enhancing the financial position of the bank , there are other achieve-
ments were made during the year as described in this report.

Lending Activity

During the year, the Bank continued to provide subsidized loans to citizens , in this regard, let me thank our esteemed
Government for its continuous support to the bank . Following are the main achievements:

The number of loans approved is (1699) loans with amount of R.O 80 million until the end of 2016. The Bank also sought
to deliver its services to various governorates of the Sultanate, especially areas outside Muscat Governorate. The loans
granted to citizens outside Muscat Governorate are amounted to 1456 loans with amount of R.O 66,9 million representing
83,6% of the total lending .

The following table shows the loans granted with a subsidized fee, distributed as per the Bank’s branches spread through-
out the Sultanate’s governorates.

Branches subsidized loans approved during the year 2016 | subsidized loans approved during the year 2015
No % Amount(R.O) | % No % Amount(R.O) | %
Main Office 243 14,3 13140000 16,4 274 14,7 13412600 16,8
Salalah 74 4,4 4065500 5,1 81 43 4381300 5,5
Sohar 212 12,5 9868800 12,3 267 14,2 10450800 13
Sur 137 8 6834900 8,6 127 6,7 5728400 7,2
Nizwa 381 22,4 17132100 21,4 297 15,8 12227700 15,3
Khasab 31 1,8 1502300 1,9 45 24 2239100 2,8
Buraimi 108 6.4 5060500 6.3 131 7 5211900 7,5
Rustaq 379 22,3 16976200 21.2 482 25,6 19981600 25
Ibra 134 7,9 5419700 6.8 177 9,4 6366600 7,9
Total 1699 100% 80000000 100% 1881 100% 80000000 100%

Thus, the budget allocated for loans for 2016 amounting to RO 80 million and it has been fully utilized.

The total number of loans granted by the Bank to the citizens since its inception in 1977 until the end of 2016 reached
(41087 ) with total amount of R.O 944,2 million , of them 16715 loan for the Governorate of Muscat with amount of
R.O 355,6 million representing 40,7% of the total number of loans and 37,7% of its value .

The number of subsidized loans granted to citizens in areas outside the Governorate of Muscat has reached 24372 loan
with amount of R.O 588,6 million i.e 59,3 /% of the total number of loans granted and 62.3% of its value as per
following table :

OMAN HOUSING BANK s.o.c.
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Branches subsidized loans approved during the period from the date of inception until 31/12/2016
No %0 Amount(R.O) %0

Main Office 16715 40,7 355636491 37,6
Salalah 4656 11,3 91566351 10
Sohar 3907 9,5 87913542 9,3
Sur 2653 6,5 59934896 6.3
Nizwa 4341 10,6 111377352 11.8
Khasab 742 1,8 17495300 1.8
Buraimi 1403 3.4 38202155 4
Rustaq 4632 11,3 131446100 13.9
Ibra 2038 4.9 50624900 5.3
Total 41087 100% 944197087 100%

Financial Results

In terms of financial results and through reviewing the figures of the balance sheet for the fiscal year ended 31\ 12\2016,
it is clear that the Bank has achieved positive results by recording good growth rates in most financial indicators. Total
assets of the Bank increased in 2016 to reach RO 446.8 million compared with e amount of RO 404.9 million at the end
of 2015 it increased by 10,3%.

The growth in assets was mainly driven by the rise in the housing loan portfolio as the total loan portfolio increased on
31/11/2016 to reach R.O 420.7 million comparing with R.O 373,6 million at the end of last year by rate of 12,6%.

The Bank achieved a net profit of RO 13.8 million increased by 22,1% comparing with the net profit of 2015 which is

RO 11.3 million. Total shareholders’ equity also increased to reach RO 241,5 million comparing with RO 229,3 million,
increased by 5,3% . This increase is due to the increase in capital, reserves and retained earnings.

OMAN HOUSING BANK saoc. B 7 .
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The following table shows the status of the most important financial indicators during the past five years, from 2012 to
2016:

(Amounts in millions of Omani Rials)

Particulars 2012 2013 2014 2015 2016
Net profit 10,3 12,3 14,5 11,3 13,8

Total assets 257,5 310 347,5 4049 446,8
Total liabilities 131,6 171,7 197,1 175,6 205,3
Total net loans 247.8 2993 334,6 373,6 420,8
Total shareholders> equity 125,9 138,3 150,4 229.3 241,5

The Bank focuses on developing its assets while maintaining the quality and durability of assets to enhance the financial
position of the Bank so that it can achieve its objectives effectively. The Board of Directors proposes to distribute the net
profit of 2016 to the shareholders as follows:

Net profit for year 2016

(Amounts in millions of Omani Rials)

Net profit for the year 13,754
Net profit distributions

1,375
Amount Transferred to the legal reserve( 10% of net profit )
Amount Transferred to the special reserve 2,476
Distribution of cash dividends to the shareholders( 5% of paid capital ) 4,042
Amount transferred to retained earnings 5,861
Total Net profit for the year 13,754

In terms of training and human resources development, the Bank has organized 86 training sessions in various fields
during the year inside and outside the Sultanate. The number of participants reached 319 participants, these sessions will
enhance the capabilities of the staff so that they can perform the duties and responsibilities on the required basis. The
percentage of Omanis reached 96,7% of total number of employees in the Bank. So by achieving this percentage the Bank
is at the forefront of the banks operating in the Sultanate in this regard.

Introducing an advanced e-banking system

The Bank signed an agreement last year with a professional company to introduce an electronic banking system, in line
with the Bank’s plan to provide electronic solutions to achieve the Bank’s vision of achieving a qualitative leap in its
operations and services. It will benefit citizens by obtaining a high level of modern electronic services and meets inter-
national banking standards. In this moment the most parts of the system have been completed and it is expected to be
operated during the first quarter of 2017.

Best Mortgage Bank Award

For the second year, the Bank was awarded the “Best Bank in the Mortgage Finance” category by the Arab Bankers Un-
ion. Winning this award is a clear demonstration of the bank’s excellence and its achievement of standards and advanced
management systems, and reflects the great role it played in the urban development in the Sultanate and the effective
contribution to the efforts of the government in providing a decent life for Omani people.

The Board of Directors is looking forward to further achievements in various areas of the Bank’s operations through the

Financial and Strategic Plan for the next 10 years, in line with the Government’s development plans and the Bank’s mis-
sion to provide suitable housing for Omani families in need of housing.

A 8 d OMAN HOUSING BANK saoc.
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In conclusion, the Board of Directors of the Bank extends its sincere thanks and gratitude to His Majesty Sultan Qaboos
Bin Said (May Allah protect him) on his directives and generous patronage of the bank and thanks go to the esteemed
government for the continuous support provided to the Bank to enable it to continue providing its services to all citizens
easily.

The Board of Directors also extends its sincere thanks to the Ministry of Finance, the Central Bank of Oman and all
ministries, institutions and all public and private organizations for their sincere and honest cooperation with the Bank in
order to carry out its duties and responsibilities. Also we thanks and appreciate the staff of the Bank for their dedication,
sincerity and efforts that they have made in order to serve this institution and promote it.

May God help us and you to provide more service to our beloved country Oman under the wise leadership of His Majesty
Sultan Qaboos bin Said (May Allah protect him), and we pray to God to grant His Majesty good health, wellness and
longevity and the Omani people with well-being and prosperity.

Yours Faithfully

Rashad Ahmed Mohammed Omair Al Hinai

Chairman of Board of Directors
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Director General’s speech

Ladies and gentlemen,

Oman Housing Bank strives to continue the journey of outstanding accomplishments that came to existence through the
execution of its strategic and financial plans in accordance with the objectives it was established for, achieving continu-
ous successes, which has enabled it to strengthen its stature year after year, and strengthen the satisfaction of its clients,
as evident that the bank has achieved rising growth rates in the various types of financial statements, which in turn has
shown the extent of the bank’s capacity of optimally utilizing its financial resources. This would not have been realized
without the careful planning the bank has maintained to fulfil its operations via methodologies and regulatory principles
that have encompassed all the aspects of its operations, committing to the bank’s message and its obligations with utmost
efficiency, capacity and professionalism, relying on its own abilities and qualified personnel. This has contributed in ful-
filling the enhancement of accomplishments and lofty aspirations it has looked forward to, in order to reach the highest
levels of advancement and success through our vision that set being in the lead as a target we are striving to reach. We
have continued to commit to applying the ideal practices in the domain of banking operations and governance and the rest
of international standards, which has resulted in advancement in the level of performance quantitatively and qualitatively.

The operating results have been satisfactory, as evident in that many financial indicators have shown steady growth, as the
bank’s assets have achieved a growth of around 10% for the year of 2015. The bank has approved loans for the amount of
80 million Omani Rials in this year, and the lending portfolio has risen to (420.7) million Omani Rials with a growth rate
of around (12.6%) compared with the end of 2015. Loan applications received throughout the year have reached more
than (2000) with an amount of approximately (100) million Omani Rials, which indicates that demand for lending is at
the utmost extent. In addition, the bank has continued to keep the lagging loan portfolio under control while it had been
in its lowest performance levels thanks to the intensive efforts exerted to achieve this. Furthermore, the Capital adequacy
ratio was fortified to exceed the regulatory requirements multiples of times, wherein it surpassed (104%), which indicates
the strength of the bank’s financial position.

The bank’s role has grown during the preceding years, which makes it considered one of the resources that are relied
on to accelerate development due to the fact that housing has a pivotal role in the development of all other sectors. This
can be seen in that the bank has provided more than (41) thousand loans in the amounting of (900) million Omani Rials.
The banking sector has become broader and more competitive, and this necessitates that the bank continues enhancing
its operations, its performance levels, and the execution of its strategic and financial plans in order to preserve its clients
and strengthen their confidence in us, a target that requires continued diligence, preservation of ascending and distin-
guished growth rates, and the establishment of a unique imprint in a banking world that is characterized by continuous
competition and advancement.

The results the bank has achieved are the product of devoted efforts in addition to the introduction of enhancements and
development of its entire operations which we take upon ourselves to preserve, resulting in fostering the continuation of
distinguished and solid performance.

In closing, it is a source of deep gratification of us to express gratitude and acknowledgment to our esteemed govern-
ment for the unceasing sustainment it provides the bank thus making it able to continue to offer its services to citizens.
We would also like to express gratitude to His Excellency Chairman of Board Director and to all board directors for their
guidance and continuous observation of the bank’s performance that work to fulfill the objectives for which it was estab-
lished, and to our respected clients for their confidence in us. We furthermore thank all personnel in the establishment in
all of their positions for their efforts, devotion and role in its success and prosperity.

We ask God for his sustenance for all.

Adnan Haidar Darwish

Director General

Secretary of the Board of Directors
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Oman Housing Bank S.A.O.C

Risk Management Department

DISCLOSURE UNDER BASEL II-PILILAR 3/2016

1.

Risk Management

The Board of Directors has a very important role to play in the overall supervision of risk management operations,
in order to ensure proper application of the same, and that the Bank is operating within the prescribed limits. The
Board approves all the risk management policies and sets the acceptable risk levels, in addition to the approval of the
capital adequacy evaluation process.

The Board has formed a Committee (Finance and Risk Management) to assist the Board in proposing and developing
risk management policies; to suggest the acceptable risk levels’; to develop the proper methods to identify, measure
and control risks; and to monitor the compliance of the Bank’s units with the risk measures and limits, as well as to
review the efficiency and efficacy of the Risk Management Department by being under the supervision of the said
Committee.

Disclosure Policy

The Bank has an official policy in place derived from Basel II (Disclosure Requirements under Pillar 3) as approved
by the Board in line with the CBO’s requirements.

Scope of Application

The Bank operates through a network of branches in the Sultanate of Oman, and the statements submitted later about
the capital structure are consolidated of all the branches. The Bank has no subsidiaries and does not constitute part
of any group.

Capital Structure

The Bank’s regulatory capital is divided into three tiers:

Tier 1: Core capital, including: The paid-up capital, legal reserve, special reserve and retained earnings. There are
no innovative capital instruments. The authorized capital comprises (89,325) million shares of OMR 1 each. The
Bank allocates (10%) of its annual profits to the legal reserve, and such allocation shall continue until the reserve
becomes equal to one third of the capital. Such reserve may not be distributed, and the General Meeting may decide
to formulate optional reserves up to 20% of the net profits of a given year after the deduction of the legal reserve.
The formulation of retained earnings is aimed at improving the Bank’s financial position and to meet any unforeseen
contingencies.

Tier 2: Additional Capital, which is comprised of: General Allowance for Loan Loss (not exceeding 1.25% of the
Risk Weighted Assets).

Tier 3: Short-term subordinated loan to meet market risk: The Bank has no Tier 3 capital.

OMAN HOUSING BANK s.o.c. . 11 '



Annual Report 2016

Following are the capital structure components as on the disclosure date:

Statutory Capital Structure as on 31/12/2016 000 OR
89,325
1- Core capital: 20,006
Paid-up Capital 55,635
Legal Reserve 59,502
Special Reserve
Retained Earnings
224,468
Total Tier 1
Tier 2 — Additional Capital: 2,230
General Allowance for Loan Loss 2,230
Total Tier 2
Total Eligible Capital
226,698

5. Capital Adequacy

The Bank’s capital adequacy is calculated according to Basel II guidelines and CBO’s directives, by using standardized
approach for calculating credit and market risks, if any, along with applying the simple approach for recognizing the
collaterals. The Basic Indicator Approach is applied for calculating operational risk. The Bank uses the ratings by
Moody’s to calculate the risk of claims from banks and other financial institutions. The Bank has a policy to maintain
robust and adequate capital base commensurate with the nature of the Bank’s activity of providing long-term lending
in order to meet any loss risks or unforeseen difficulties. In spite of the strong capital base, which enables the Bank
to cope with any conditions or fluctuations, nevertheless, the Board has decided, to ensure more precaution and
prudence to meet any developments, to increase the capital adequacy by (2%) above the regulatory level prescribed
by CBO of (12%), so that the Bank’s official adequacy rate will become (14%). The actual adequacy rate at the end
of the year was (104.55% )as evident from the following statements.

The quantitative calculation of the Bank’s capital adequacy is as follows:

Description Amounts in RO ‘000 Total Balances | Net Balances | Risk Weighted
(Book Value) | (Book Value)* Assets
Balance Sheet Items 444,714 172,807
Off-Balance Sheet Items 42,441 5,604
Capital-Tier 1 224,468 224,468
Capital-Tier 2 2,230 2,230
Capital-Tier 3 -- --
Total Eligible Capital 226,698 226,698
Capital Requirements for Credit Risk 178,411 21,409
Capital Requirements for Market Risk --
Capital Requirements for Operational Risk 38,414 4,610
Total Capital Risk 216,825 26,019
Capital Adequacy Ratio- Tier 1 103.52%
Capital Adequacy Ratio - Total 104.55%

* Net after deduction of provisions, reserved interests and eligible collaterals.

. 12 ' OMAN HOUSING BANK s.aoc.
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6. Risks & Reserves (Hedging)
6-1: Credit Risk Credit

Risks result from all the products and services if counterparty fails to meet its payment obligations according to the
contractual terms and conditions. Despite that the credit offered by the bank is comprised of housing loans available
to citizens, secured by property and geographically confined to the Sultanate of Oman, but risks, however, may
sometimes arise when such collaterals don’t fully covering the entire obligations payable by the customer. Credits
are approved by the Executive Management within specific limits, and according to prudent criteria and practices
as authorized by the Board, in order to minimize any potential losses, and keep the credit risk exposure within low
levels and acceptable limits. The Bank follows the standardized approach for calculating the risk weighted assets
at a rate (35%) for housing loans subsidized by the Government of the Sultanate of Oman, and the rate of (100%)
for the other loans. The Bank also identifies the amount of potential credit losses by following the set credit rating
pursuant to CBO’s Circular (BM 977) dated 25 Sep. 2004, after taking into account the market value of the real estate
collaterals by( 50%).

Whereas the credit offered by the Bank is limited to one type and confined within one geographical area, the
quantitative disclosure is limited to:

RO ‘000
. Average of Status as on
Credit Type .
Current Period 31/12/2016
Personal loans to staff 0 0
Housing loans to citizens subsidized by the government 4270 398971
Other housing loans for citizens (Unsubsidized) 337 21794
Total 4607 420765
Movement of Gross Financing
RO €000
Performing Loans Non-Performing Loans
Sr. Details
1 Opening Balance 379,269 72 952 547 1690 382,530
2 Consolidation /Change 318 253 (215) 17) (339) 0
3 New Loans 74,903 2 4 1 41 74,951
4 Recovery of Loans 27,094 12 54 23 99 27,282
5 Loans Written off 0 0 0 0 0 0
6 Closing Balance 427247 464 687 508 1293 430,199
7 Provision Held for Scheduled Loans 8,547 28 170 130 320 9,195
8 Retained Provision 0 1 7 5 226 239

OMAN HOUSING BANK s.o.c. . 13 '
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6-2

6-3

6-4

Market Risk

Market risk is the risk of changes in the value of financial instruments or transactions due to changes in the market
variables. The items on the balance sheet of the Bank do not currently include any assets or liabilities exposed to
changes in foreign exchange rate, as all transactions are made either Omani Rials or US Dollar, which is pegged
to OMR. As for interest rate risk, they may arise directly in the event of increase in the interest rate on short-term
deposits or mid-term loans, while the interest rates are fixed for customer borrowings. The Bank is trying to follow
long-term loan policy to avoid such risks, or Government loans at a fixed interest rate. The Bank’s closing accounts
include distribution of assets and liabilities over predetermined timescales to indicate the sensitivity gap towards
interest rates.

Liquidity Risk

Liquidity risk is the risk that the Bank will not be able to meet its obligations as they fall due. Liquidity risk arises
due to desynchronized cash inflows and outflows. The Bank follows a prudent liquidity management policy by
maintaining certain arrangements to provide available cash to meet its short term obligations. The Bank’s approach
to managing liquidity is to reduce, as far as possible, the gap between the assets and liabilities, as well as by mid and
long term borrowings, when necessary, to ensure that sufficient liquid funds are available to meet any commitments
as they arise. The final accounts of the Bank include an analysis of the assets and liabilities over a number of
predetermined timescales to indicate liquidity gap.

Operational Risk

Operational risk refers to the loss resulting from inadequate or failed internal processes, people and systems or from
external events, etc. that may arise due to legal or regulatory requirements. The Bank follows the Basic Indicator
Approach for the measurement of such risk, which stipulates that 15% shall be deducted from the average income
for the last three-year period to determine the Operational risk capital.

Second: Business Continuity Planning Business Continuity Management refers to the implementation and
management of preventive measures, planning and preparation to ensure resumption of the Bank’s business after an
emergency or shutdown. The Bank will ensure that all systems and processes can be resumed during situations of
business interruption. To this end, the Bank has a contingency plan in place to ensure effective business continuity
under unforeseen disasters, in accordance with CBO’s instructions in this regard. The Bank carries out constant
revision of the current plans by applying an active action plan to ensure processes and systems continuity along with
flexibility and readiness to address any emergency requirements. The business Continuity Management Committee is
responsible for drafting, adopting, modifying, testing and maintaining the activity continuity plans of the Bank. The
Committee shall review and agree on strategic input as regards the evaluation and planning of business continuity
to ensure proper management of business continuity and that planning and maintenance responsibility is recognized
across all business processes. In order to enhance the business continuity plan framework,

the Bank has:

% formed the Business Continuity Management Committee and determined the terms of reference thereof. The
same holds necessary meetings for performing its role.

% Conducted Evacuation and first aid drills in case of fire at the Head Office.

* Conducted annual tests to restore the banking system of the Bank.

I 14 ' OMAN HOUSING BANK s.aoc.
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Independent auditor's report v delaie com

to the sharcholders of 1
Oman Housing Bank SAQC

Report on the sudit of the financial siatements
Opinion

We have sudited the financial statements of Oman Housing Bank SAOC (“the Bank™), which comprise
the statement of financial position as at 31 December 2016, and the statement of profit or loss and other
comprehensive income, statement of changes in equity and staterment of cash flows for the year then ended,
and notes to the fnancial statemeants, including 8 summary of significant accounting policies set out on
pages 4 to 40,

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial
position of the Bank as at 31 December 2016, and of its financial performance and its cash flows for the
year then ended in accordance with International Financial Reporting Standards (IFRSs).

Basis for opinion

We conducted our aondit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditor's Responsibilities for the Audit
of the Financial Stalements section of our report. We are independent of the Bank in accordance with the
Intemational Ethics Standards Board for Accountants' Code of Ethies for Professional Accountants
(IESBA Code) together with the other ethical requirements that are relevant to our audit of the Bank's
financial statements in Solanate of Oman, and we have fulfilled our other ethical responsibilities. We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
P,

Other information

The Management is responsible for the other information. The other information comprises the Board of
Directors’ report which iz expected to be made available to us after the date of this audit report.

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

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

OMAN HOUSING BANK s.ao.c. . 15 '
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Deloitte.

Independent auditor's report
to the shareholders of 3
Oman Housing Bank SAQOC (continued)

Responsibilities of management and Board of Directors for the financial statements

Management s responsible for the preparation and fair presentation of the financial siatements in
accordance with IFRS, and the relevant disclosure requirements of the Commercial Companies Law of
1974, as amended, and for such infernal conirel as the management determines is necessary to enable the
preparation of fingncial statements that are free from material misstatement, whether due o fraud or error,
In preparing the financial statements, the management is responsible for assessing the Bank's ability to
continue as & going concern, disclosing, as applicable, mafters related to going concemn end using the going
concern basis of accounting unless the management either intends to liquidate the Bank or to cease
operations, or has no realistic altornative but fo do so.

Board of Directors ane responsible for oversesing the Bank's financial reporting process

Auditor’s responsibilities for the andit of the financial statements

Our objectives are o oblain reasonable assurance sbout whether the financial stalements as a whole are
free from material misstatement, whether due to fraud or ermor, and 0 issue an auditor’s report that
includes our opinion. Beasonable assurance is a high level of assurance, but is not @ guarantes that an audit
conducted in accordance with 15As will always detect a material misstatement when it exisis.
Misstatements can arise from fraud or error and are considered materdal if, individually or in the aggregate,
they could reasonably be expected to influence the economic decisions of wsers faken on the basis of these
financial statements,

b s st nd mn anAdlE fm oo edmmen gl TEATE  spm murmestes meefmeetema] fredemee e med v E e
A OPEIL UL @l @uiie U0 abLiianies Wl s A, WD TARTIwOE PIGEEASII  JUALE DRI i Disdiiaie

professional skepticism throughout the audit. We also:

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

¥ Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumsiances, but not for the purpese of expressing an opinion on the
effectiveness of the internal controd.

¥ Evaluate the spproprieferess of accounting policies used and the reasonableness of eccounting
estimates end related disclesures made by the management,

¥ Conclude on the appropriaieness of the management’s use of the going concern basis of u:nnuming
and based on the asdit evidenced obdained, whether a material uncertainty exisis related to events or
conditions that may cast significant doubt on the Bank's ability to continue as a going concem. If we
conclude that a material uncertainty exists, we are roguired fo draw attention in our auditor’s repaort to
the related disclosures in the Nnancial statements or, it such disclosure are inadequate, to modify our
opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditor's
report. However, future events or conditions may cause the Bank o cease to continue as a going
conecm.

¥ Evaluste the overall presenfation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represents the underlying transactions and events in a
manner thet achieves fair presentation.

. 16 ' OMAN HOUSING BANK s.aoc.
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Deloitte.

Independent auditor's report
to the shareholders of 3
Oman Housing Bank SAQC (continued)

Auditor*s responsibilities for the audit of the fimancial statements

We communicate with the with the Board of Directors regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in intermal
control that we identify during our audit.

Report on other legal and regulatory requirements

In our opinion, the financ] kst Freamply, in all material respects, with the relevant disclesure
requirements of the Cetrirperdlal Lompagiie: '- of 1974, as amended.

Dkl

Muscat, Sultanate of Oman
13 March 2017

OMAN HOUSING BANK s.ao.c. . 17 '
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OMAN HOUSING BANK SAQOC

Statement of financial position
at 31 December 2016

ARSETS
Cash and bank balances

Mortgage loan accounts
Due from Govemment

Property and equipment
Cither assets

Tote! seseis

LIABILITIES AND EQUITY
LIABILITIES

Due to Banks

Customers” deposits

Laoans from the Government
Loan from Arab Fund For Economic and Social Development
Crther fiabilities

Total [iaixilities

EQUITY

Share capital

Legal reserve

Special reserve

Fevalustion reserve
Retained eamings

Total equity
Toisl Labxlities snd equdiy

Mortgees loaa coneiiments

.
H.E. Rashad Ahmed Mahd Al Hinai

Chairman

The accompanying notes form an integral part of these financial statements.

D

Node

@ -1 5 e

il
i1
12

14

15

16
Ty 17

2016 2015
ROGOG RO 000
8,363 170
420,765 173,569
IoT5 21,350
7 e 2,993
1,550 1,801
450,235 404, 883
23,297 32,630
15500 16,541
133,530 103,830
L, THE 12,978
11,055 9,581
205,332 175,569
[ Q000 104, 00
20,065 18,631
55,635 53,159
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Adnan Bin Haider Bin Darwish
General Manager
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OMAN HOUSING BANK SAOC

Statement of profit or loss and other comprehensive income
for the year ended 31 December 2016

2016 2015

Note RO00D RO'000
Interest income 19 24,545 21,942
Interest expense 20 (5,167 (4,393)
Net interest income 19378 17,549
Oither operating income 11 1,562 1,149
General and administrative expenses 22 {6,526) (6,098)
Depreciation of property and equipment 7 (169) (163)
Operating expenses (6,695) (6,263
Net operating profit before provisions and write offs 14,245 12,435
Provision for impairment of loans - specific 6 (696) (383)
Provision for impairment of loans — general [\ (1,013) (752)
Provision for impairment of loans - specific (restructured loans) [ (22) (351)
Reversal of provision for impairment of restructured loans 6 351 -
Reversal of provision for impairment of loans — specific 6 B2 384
Bad debt written off (1) -
Profit for the year 13,754 11,332
Oher comprehensive income
Ttems that may be reclassified subsequently to profit or loss
Met revaluation surplus during the year 1,162 -
Total comprehensive income for the year 14,916 11,333
Earnings per share (basic and diluted) 13 0.137 0.174

The accompanying notes form an integral part of these financial statements.
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OMAN HOUSING BANK SAOC

Statement of cash flows
for the year ended 31 December 2016

2016 2015

ROB00 RO000
Orperating activities
Profit for the year 13,754 11,333
Adjostments:
Depreciation of property and equiptment 169 165
Loss on write off of property and equipment 11 2
Reversal of provizion for impairment of loans - specific (590 (384}
Reversal of provision for impairment of restructured loans {351) -
Provision for impairment of loans — specific 696 383
Provision for impairment of loans — specific {restructurcd loans) 22 351
Provision for impairment of loans — general 1,013 752
Bad debt written off 1 .
Operating profit before changes in operating assets and liabilities 14,425 12,600
Changes in operaiing asseis and Habilities:
Term deposits - .
Due from government 10,675 (21,350)
Mortgage loan accounts (47,68T) (40,076)
Cither assets (149) 354
D 1o banks (10,342) 2,140
Customers’ deposits 5818 (30,120)
Orther liabilities 1,504 68
Met cash used in operating activities (22,746) (76,384)
Investing activities
Purchase of property and equipment (908) (653)
Financing activities
Share capital introduced - 70,000
Loan from the Arab Fund for Economic & Social Development 29,773 6,339
Dividend paid 2,726) (2,400)
Net cash from financing activities 27,047 73,939
Wet change in cash and cash equivalents 3,393 {E,Hf]
Cash and cash equivaients at the beginning of the year 5,170 8,268
Cash and cash equivalents at the end of the year (note 5) 8,563 5170

The accompanying tiotes form an integral part of these financial statements.
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OMAN HOUSING BANK SAOC

Notes to the financial siatements
for the vear ended 31 December 2016

1.

2.1

Legal status and principal activities

Oman Housing Bank SAOC (the Bank) was established as a closely held joint stock company in
the Sultanate of Oman under the Roval Decree 51/77 and the term of the Bank has been extended

under Rowval Decree 36/2010 for twenty years commencing from August 2007, The registered
address of the Rank is P O Box 2555, Ruwi, Postal code 112, The principsl activity of the Bank 15

ar e LAY St DRliewd D=Ll AL

to provide housing loans to Omani Nationals through a network of branches in the Sultanate of
drman.

As per the Articles of Association of the Bank, every vear, a minimum dividend of 5% (2015: 3%)
of the paid-up share capital should be paid to the shareholders

In accordance with Article & of the Roval Decree Wo. 51/ 77and the Royal Decres No 3872010,
borrowers are charged a proportion of the prevailing total rate of banking and administrative
service fees, determined in accordance with their monthly income. The Govemment of the
Sultanate of Oman bears the difference between the prevailing twotal rate of banking and
administrative service fees and the reduced rate of banking and administrative service fees in a
fiorm of subsidy,

Adopion of new and revised International Financial Reporting Standards
(IFRS)

Mew and revised IFRSs applied with no material effect on the financial statements

The following new and revised IFRSs, which became effective for annual pericds beginning on or
after 1 January 2014, have been adopted in these financial statements. The application of these
revised [FRSs has not had any material impact on the amounts reported for the current and prior
years but may affect the accounting for [uture transactions or arrangements.

« IFRS 14 Reguiatory Deferral Accounts

« Amendments to TAS | Presentation of Financial Siovements relating to Disclosure initiative

» Amendments to IFRS 11 Joiwr arrangements relating to accounting for acquisitions of
interests in joint operations

«  Amendments to IAS 16 Property, Plant and Equipment and 1AS 38 Infangible Assefs relating
to clarification of acceptable methods of depreciation and amortization

«  Amendments to IAS 16 Properiy, Plant and Equipment and IAS 41 Agriculfure: Bearer Plants

«  Amendments to 1AS 27 Separate Financial Starements relating to accounting investments in
subsidiaries, joint ventures and associates to be optionally accounted for using the equity
method in scparate financial statements

s Amendments to [FRS 10 Consolidared Financial Statements, IFRS 12 Disclosure of Interesis
in Other Entitles and 1AS 28 Mvestment in Associgies and Joint Ventures relating to applying
the consolidation exception for investment entities

« Annual Improvements to [FRSs 2012 — 2014 Cycle covering amendments to [FRS 3, IFRS 7,
LAS |9 and TAS 34

OMAN HOUSING BANK s.ao.c. . 23 '
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OMAN HOUSING BANK SAOC

Notes to the financial statements
for the year ended 31 December 2016 (continued)

Z.1

hd

Adoption of new and revised International Financial Reporting Standards

(IFRS) (continued)

MNew and revised IFRS in issue bui not yei effectihnc

The Bank has not yet applied the following new and revised [FRSs that have been issued but ane not yel

effective:

Mew and revised IFRSs

Annual [mprovements to IFRS Standards 2014 - 2016 Cycle amending
IFRS 1, [FRS 12 and LAS 28

Amendments to IAS 12 fmcome Taxes relating to the recognition of
deferred tax assets for unrzalised losses

Amendments o IAS 7 Statement of Cash Flaws to provide
dizclosures that enable wsers of financial statements to evaluate
changes in liabilities arising from financing activities.

IFRIC 22

Consideralion

The interpretation addresses forelgn currency transactions or parts of

trensaciions where:

# there is considerstion that iz desominated or priced in o foreign
CUTency,

o the entity recognises a prepayment asset or a deferred incotne
linbility in respect of that considerstion, in advance of the
recognition of the related assel, expense or income; and

#  the prepayment asset or deferred income lisbility is non-monctary.

Amendments to [FRS 2 Share Based Poymens regarding classilication
and measurement of share based payment transactions

Amendments to0 IFRS 4 [frgurames Comirocis;  Relating 1o the
different effective dates of IFRS 9 and the forfhcoming new insurance
cottracts standard,

Amendments to TAS 40 Javestment Property: Amends paragraph 57
fo stafe that an entity shall transfer a propery to, or from, iovestmenl
property when, and only when, there is evidence of a change in use, A
change of use ocours if property meels, or Ceases lo meet, the
definition of investment propesty. A change in management’s
intentions for the use of a propery by iself does nol constinnte
evidence of a change in use. The paragraph hag bocn amended to state

that the list of examples therein & non-exhausive.

Amendments to IFRS 7 Financial Instruments: Disclosures relating
to disclosures about the imitial application of IFRS 9.

IFRS 7 Fingncial Inviroments: Discfosuras relating (o the additdonal
hedge accoumting disclosures (and consequential amendments)
resulting from the introduction of the hedge accounting chapier in
IFES %,

Furw'gn f.'l.u:rren'_}' Transactions and  ddvance

OMAN HOUSING BANK s.ao.c.

Effective for annual periods
beginning on or afier

The amendrmenis to [FRS 1 and
[AS 28 are cffiective for annual
periods beginning on or after |
Jarsary 2008, the amendment to
IFE5 12 for annual periods
beginning om or after | Famuary
20107

| January 20107

1 January 2017

| January 2013

| January 2018

I Jamuary 2013

I Januwary Z01E

When IFRS 9 is first applied

When IFRS 9 is first applied
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Notes to the financial statements
for the year ended 31 December 2016 (continued)
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Adoption of new and revised International Financial Reporting Standards

(IFRS) (continued)
Mew and revised [FRS in issue but mot vet effective (continoed)

Mew and revised [FRSs

IFES 9 Fimgncial Iesfruerenty (revised versions in 20049, 2000, 2013
and 2014

[FRS 9 issued in Movember 2009 inroduced new requiremenis for the
claseification and measurement of financial assets. IFRE 9 was
subsequently amended in October 20010 10 include requirements for
the classification and measurement of financinl lishilitics and for
derscognition, and ia MNovember 2013 to  include the new
requirements for general hedge accounting. Another revised version
of IFRE 9 was dssued m July 2014 maicly to include a) mpairment
reguirements for financial assets and b)) limbed amendmenis o the
classification and measwrement requirements by ntrodwcing a “fpir
walise I]ll'ml.gh ather tfmpr&hunt:iul: nGame’ |:l"'l.-"|'{_]f_:f] T Ed ST e el
catepory for certaim simple debt instroments.

A finalised version of [FRS % which contains pecounting reguirements
for financial Instruments, replacing [AS 39 Fimaweigl fnsrrioenis;
Recogriion apd Measuremeni. The standard contains requircments in
the following ansas:

+ Classification and measurement: Financial asscts are classified
by refarence to the business model within which they are held and
their contractual cash flow characteristics. The 2014 version of
IFRS 9 introduces a ‘foir value through other comprehansive
income' category for certain debt instroments. Financial linbilitizs

wrm o laosiliod o & sieilos seonaee in pados TS 10 hassauns ithaee
BRI Laiaiaaias 18] b olabidie Ledaial=l ok MEOEET BORG G00) DIAFERA RRT malal e

are differences in the requirements applying to the measurement
of an entity’s own credit risk.

« Impalrment: The 2014 version of [FRS 9 infroduces an ‘expacted
credit loss' model for the measurement of the impairment of
financial assets, so it [5 no longer necessary for a credit event 1o
have occurred before a credit loss is recognised

« [Hedge secounting: Introduces a new hedge accounting model
that is designed to be more closely aligned with how entities
enderiake risk management activities when hedging financial and

non-finaneial risk exposuses.
» Derecognition: The reguirements for the derecopnition of
finzaneial assets and liabilities are carried forward from [TAS 39,

OMAN HOUSING BANK s.ao.c.

Edflective for annual perieds
beginning on or after

1 January 2018
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OMAN HOUSING BANK SAOC
Motes to the financial statements
for the year ended 31 December 2016 (continued)

2 Adoption of new and revised International Financial Reporting Standards
(IFRS) (continued)

2.2 New and reviged IFRS in issue bot not vet effective

Effective for annual periods
Mew and revised TFRSs beginning on or afber
IFRS 15 Revenue from Contracty wilh Cusfomers | January X018

In May 2014, IFES 15 was issucd which estblished a single
comprehensive model for entities fo use in sccounting for revenus
ariging from comracts with customers. 1IFRS 15 will supersede the
current revenue recognition guidance including [AS 18 Revewus, LAS
11 Comstruction Contracts and the relaed imerpretations when It
becomes effective.

The core principle of IFRS 15 is that an entity shouwld recognize
revenne fo depict the transfer of promised goods or services (o
customers in an amount that reflects the consideration to which the
entity expects to be entitled m exchange for these goods or services.
Bpecifically, the standard introduces s S-step spproach to revenue
recognition:

= Stap |: ldentify the contract(s) with a costemer,

o Step 2 Identify the performance obligations in the contract.

»  Step 3 Determine the fransaction price.

« Step 4 Allocats the transaction price to the performence
obligations in the contract,

« Step 5 Recopnise revenus when (or as) the eatity zatisfies a
performance obligation.

Under IFRS 15, an entity recognises when (or as] a performence

obligation is satisfied, ie. when ‘control” of the goods or services

underiving the particular performance obligation is transferred to the

customer. Far more prescriptive guidence nas been added in [FRS 13

to deal with specific scenarios. Furthermaore, extensive disclosures are

required by IFRS 15.

Amendments to IFRS 15 Revered from Contraers with Customers o [ Jamuary 2018
clarify three aspects of the stendard (identifying performance

obligations, principal versus agent considerations, and licensing) and

to provide some transition relief for modified contracts and completed

Cairacts,

IFRS |6 Leaser | January 20019
IFRS 16 specifies how an [FRS reporter will recognise, measire,

present and disclose leases. The standard provides a single leases

accoonting mode], requlring lesseas to recognise assets and liabilities

for all lesses unless the lease term is 12 meonths or less or the

urderlying asset has a low value, Lessors conlinue to classify [eases

a3 operaling or finance, with IFRS 16"s approach 1o bessor accounting

gubstantially unchanged from its predecessor, TAS 17,

Amendments o IFES 10 Comeolidated Financial Statemenis and [AS Elffective date deferred indefinitely
I8 Tavestmenst (v Awsociaes aed Soim Fesiures (2011) relating to the

treatment of the sale or contribution of assets from and investor to its

associate or joint venture.
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OMAN HOUSING BANK SAOC

Notes to the financial statements
for the year ended 31 December 2016 (continued)

2 Adoption of new and revised International Financial Reporting Standards
{(IFRS) (comtinued)

Management anticipates that these new standards, interpretations and amendments will be adopted
in the Bank's financial statements as and when they are applicable and adoption of these new
standards, interpretations and amendments, except for [FRS 9, IFRS 15 and IFRS 16, may have no
material impaet on the financial statements of the Bank in the period of initial application,

Management anticipates that TFRS 15 and IFRS 9 will be adopied in the Bank's financial
statements for the annual period beginning 1 January 2018 and that IFRS 16 will be adopted in the
Bank™s fmancial statements for the annual period beginning 1 January 2019, The application of
IFES 13 and [FRS % may have significant impact on amounts reported and disclosures made in the
Bank's financial statements in respect of revenue from eomtracts with customers and the Bank's
financial agsets and financial liabilities and the application of IFES 16 may have significant impact
on amounts reported and disclosures made in the Bank's financial statements in respect of its

[,

Howewver, it iz not practicable to provide a reasonable estimate of effects of the application of these
standards until the Bank performs a detailed review,

3  Summary of significant accounting policies

The significant accounting pelicies adopted in the preparation of the financial statements are as
follows:

Basis of preparation

Theze financial statements have been prepared in accordance with Internetional Financial
Reporting Standards ([FES) and applicable requirements of the Commercial Companies Law of
1974, as amended, on the historical cost basis except for the revaluation of lands which are

measured al fair valoe,

These policies have been consistently applied in dealing with items that are considered material in
relation to the bank's financial statements for all the vears presented.

The preparation of financial statements in conformity with IFRS requires management to make
judgments, estimates and assumptions that affect the application of policies and reported amounts
of assets and ligbilities, income and expenses, The estimates and associated assumptions are based
on historical expericnce and various other factors that are believed to be reasonable under the
circumstances, the results of which form the basis of making the judgments about camrying values
of assets and liabilities that are not readily apparent from other sources. Actual results may differ
from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions 1o
accounting estimates are recognised in the period in which the estimate is revised if the revision
affects only that period or in the period of the revision and future periods if the revision affects
baoth current and future periods. The areas involving a higher degree of judgment or complexity, or
areas where assumptions and estimates are significant to the financial statements are disclosed in

note 4,

OMAN HOUSING BANK s.ao.c. . 27 '
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OMAN HOUSING BANK SAOC

Notes to the financial statements
for the year ended 31 December 2016 (confinued)

3  Summary of significant accounting policies {continued)

Revenue recognition

Recogmition of banking and administrative service fees

Banking and administrative service fees acerues on a time preporion basis taking into account the
fees related to the loan and rate applicable, If the recovery of banking and administrative service
fees on mortgage accounts is classified, its recognition in the Stetement of profit or loss and other
comprehensive income s deferred until it is received in cash.,

Recagnition of interest income and expense

Interest income and expense are recopnised in the Statement of profit or loss and other
comprehensive income on accrual basis using the effective yield method on the principal
outstanding,

Recognivion of commission amd fecs
Commission and fees are recognised in the Statement of profit or loss and other comprehensive
income at the time of effecting the transsction o which they relate,

RKecognition of UGovernment coniribution
The proportion of banking and administrative services [ess bome by the Government of the
Sultanate of Oman is recognised on a daily basis and ciaimed at monthly intervals.

Mortgage loan accounts

Mortgage accoumts originated by providing money directly to the borrower are categorised as
originated loans and are stated at cost less any amounts written off, provision for impairment of
loans and unrecopnised banking and administrative service fees.

Provisions for impairment of loans comprise both specific provisions as well as provision for
potential losses not specifically identificd but which cxperience indicates is present in the
morigage accounts portfolio. A logn impairment provision represents the difference betwesn the
carrying amcunt of the loan and the recoverable amount, which is the current value of any
expected cash flows, incloding amounts recoverable from collateral, discounted based on inception

interest rafes,

Property and equipment

Property and equipment except land are stated at cost less accumulated depreciation less
impairment losses, if any. Land iz stated at revaleed amount. The cost of property and equipment
is the purchase cost, together with any incidental expenses of acguisition.

. 28 ' OMAN HOUSING BANK s.ao.c.



Pwmm'ng /»ztegmted %/oaAf/zg

OMAN HOUSING BANK SAOC

Notes to the financial statements
for the year ended 31 December 2016 (continued)

3.,  Summary of significant accounting policies (continned)
Property and equipment (continned)

Revaluations of lands are carried out every three years on an open market value for existing use
basts, by an internal valuer in the engineering department of the bank or by extemal valuer. Net
surpluses arising on revaluation are credited to 2 revaluation reserve, except that a revaluation
increase is recognised as income to the extent that it reverses a revaluation decrease of the same
asset previously recognised as an expense. A decrease as a result of a revaluation is recognised as
an expense, except that it is charged directly against any related revaloation surplus to the extent
that the decrease does not exceed the amounnt held in the revaluation surplus in respect of that
asset, On disposal the related revaluation surplus is transferred directly to retained eamnings.
Transfers from revaluation surplus to retained eamings arc not made through the Statement of
profit or loss and other comprehensive income.

Depreciation is calculated so as to write off the cost of property and equipment on & straight linc
basis over the expected useful economic lives of the assets concerned.  The principal annual rates

uzed for this purpose are:

Years
Buildings 23
Vehicles 3
Furniture and fixtures and office equipment 5-10
Other equipments 3

Capital work-in-progress is not depreciated until the asset is put to use, and will be depreciated
based on the rates applicable to its particular category upon capitalisation.

(iains and losses on disposal of property and equipment are determincd as the difference between
the carrying amount of the asset and its selling price and arc dealt with in the Statement of profit or
loss and other comprehensive Income.

Financizal asseis and liabilities

Classification
The bank classifies its financial asscts as loans and receivables, The classification depends on the
purpose for which the financial assets were acquired. Management determines the classification of

its Bnancial assets ot inthial recopnition,
Loamg ahd receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market. The bank’s loans and receivables comprise mortgage loans and
cash and cash equivalents in the statement of financial position.

Recognition
The bank initially recognises loans and advances, deposits, debt securities issued and subordinated

lighilities on the date that they are originated. All other financial assets and liabilities are initially

recognised on the trade date at which the hank becomes a party to the contractual provisions of the
insirument.
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OMAN HOUSING BANK 5A0C

Notes to the financial statements
for the year ended 31 December 2016 (continued)

3.  Summary of significant accounting policies (continued)
Derecognition

The bank derecognises a financial asset when the contractual rights to the cash flows from the
asset expire or it ransfers the rights to receive the contractual cash flows on the financial asset in a
transaction in which substantially all the risks and rewards of ownership of the financial asset are
transferred. Any interest in transferred financial assets that is created or retained by the bank is
recognised as a separate asset or liability,

The bank derccognises a financial liability when its contractual obligetions are discharged or
cancelled or expire.

CXisatiing

Financial assets and financial liabilities are only offset and the net amoumi reported in the
statement of financial position when there is a legally enforceable right to set off the recognised
amounts and the bank intends to either settle on a net basis or o realise the ssset and settle the
liability simultaneously,

Income and expenses are presented on a net basis only when permitted by the accounting standards
ar for gaing and losses arising from & group of similar transactions.

Amortised cost measurement

The emortised cost of a financial asset or liability is the amount at which the financial asset or
libility is measured at initial recognition, minus principal repayments, plus or mimus the
cumulative amortisation using the effective interest method of any difference between the initial
amount recognised and the maturity amount, minus any reduction for impairment.

Fuair value measurement

A number of the bank"s accounting pelicies and disclosures require the determination of fair value,
for both financial and non-financial assets and liabilitics. Fair values have been determined for
measurement and/or disclosure purposes based on a number of accounting policies and methods,

Where applicable, information abourt the assumptions made in determining fair values is disclosed
in the notes specific to that asset or liability.

Impairment of financial assets

The bank assesses at each reporting date whether there is objective evidence that a financial asset
or a group of financial assets is impaired. A financial asset or 2 group of financial assefs is
impaired and an impairment loss is incurred if, and only if, there is objective evidence of
impairment as a result of one or more events that occurred after the initial recognition of the asset
(& loss event) and that loss event (or events) has an impact on the estimated future cash flows of
the financial asset or group of financial assets that can be reliably estimated.

. 30 ' OMAN HOUSING BANK s.ao.c.
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OMAN HOUSING BANK SAOC

Notes to the financial statements
for the year ended 31 December 2016 (continued)

3.  Summary of significant accounting policies (continued)
Impairment of financial assets (continwed )

Objective evidence that a financial asset or group of assets is impaired includes observeble data
that comes to the attention of the bank about the loss events as well as considering the guidelines
issued by the Central Bank of Oman.

Evidence of impairment may include indications that the borrower or a group of borrowers is
experiencing significant financial difficulty, default or delinquency in interest or principal
payments, the probability that they will enter bankruptey or other fnancial reerganization and
where observable data indicate that there is a measurable decrease in the estimated future cash
flows, such as changes in arrears or economic conditions that comrelate with defaults. If such
evidence exists, the impairment loss is recognised in the Statement of profit or loss and other
comprehensive income,

The bank first assesses whether objective evidence of impairment exists individually for financial
asscts that are individually significant, and individually or collectively for financial assets that are
not individually significant. If the bank determines that no objective evidence of impairment
exists for an individually assessed financial asset, whether significant or not, it includes the asset in
a group of financial assets with similar credit risk characteristics and collectively assesses them for
impairment. Assets that are individually assessed for impairment and for which an impairment loss
iz or continues to be recognised are not included in a collective assessment of impairment.

If there is obhjective evidence that an impairment loss on loans and receivables carried at amortised
cost has been incurred, the amount of the loss is measured as the difference between the asset’s
carrying amount and the present value of estimated fiture cash flows (excluding future credit
losses that have not been incurred) discountsd at the financial asset’s original effective interest
rate. The carrying amount of the asset is reduced through the use of an allowance account and the
amount of the loss is recopnised in the Statement of profit or loss and other comprehensive
income. If a loan has a varisble interest rate, the discount rate for measuring any impairment 1oss is
the current effective interest rate determined under the contract.

The calculation of the present value of the estimated future cash flows of a collateralised financial
asset reflects the cash flows that may result from foreclosure less costs for obtaining and selling
the collateral, whether or not foreclosure is probable.

Future cash flows in a group of financial assets that are collectively evaluated for impairment are
estimated on the basis of the contractual cash flows of the assets in the bank and historical logs
experience for asscts with eredit risk characteristics similar to those in the bank. Historical loss
experience is adjusted on the basis of current observable data to reflect the effects of current
conditions that did not affect the period onm which the histarical loss experience is based and to
remove the effects of conditions in the historical period that do not exist currently.
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OMAN HOUSING BANK 5A0C

Notes to the financial statements
for the year ended 31 December 2016 (continued)

3. Summary of significant accounting policies (continued)

Impairment of linancial asseis (continued )

The methodology and assumptions used for estimating future cash flows are reviewed regularly by
the bank to reduce any differences between loss estimates and actual loss experience.

The loss arsing on an impairment of an asset is determined as the difference between the
recoverable amount and carrying amount of the asset and is recognised immediately in the
Statement of profit or loss and other comprehensive income.

Where an impairment loss subsequently roverses, the carrying amount of the asset is increased to
the revised estimate of its recoverable amount, bul so thal the increased carrying amont does not
exceed the carrying amount that would have been determined had no impairment loss been
recognised for the asset in prior years. A reversal of an impairment loss is recognised as income
immediately, unless the relevant asset is carried at a revalued amount, in which case the reversal of
the impairment loss is reated as & revaluation increase,

Borrowings

Government loans are recognised initially &t cost less attributable transaction costs. Subsequent to
initial recognition, these are stated at amortised cost with any difference between proceeds, net of
transaction costs, and the redemption value recognised in the Statement of profit or loss and other

mamaaraha e (e o e tha wveaee of the lewerrpeineg oon o et imteroot I‘iﬁﬂll
CUTLPIRAOS RSV IIELRTIAS WA UIRS Feall s UL A LAl Eh e LIRS LR 1 wh it Bl LA 808,

Dividend distribution

Dividends on ordinary shares are recopnised as a lisbility and deducted from equity when they are
approved by the bank's sharcholders. Intenim dividends are deducted from equty when they are
paid.

Directors” remuncration

Directors’ remuneration is calculated in accordance with the requircments of the Commercial
Companies Law of 1974, as amended.

End of service bencfits
End of service benefits are accrued in accordance with the terms of employment of the bank's
employees having regard to the requirements of the Omani Labour Law. For Omani employees the

contributions are transferred to the Public Authority for Social Insurance in accordance with the
terms of the Roval Decree 617200 3,
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Notes to the financial statements
for the yvear ended 31 December 2016 (continued)

3.  Summary of significant accounting policies (continued)

Foreign currencies

Items included in the bank's financial statements are measured osing Rial Omani which is the
currency of the primary economic environment in which the hank operates, rounded off to the
nearcst thousand.

Transactions in foreign currencies arc translated to Rial Omani at the rate of exchange prevailing
on the date of the transactions. Monetary assets and liabilitics denominated in foreign currencies
are franshated at the exchange rates prevailing at the reporting date. The exchange gains or losses
are included in the Statcment of profit or loss and other comprehensive income.

Earnings per share

The bank presenis basic and diluted earnings per share (EPS) data for its ondinary shares. Basic
EPS is calculated by dividing the profit or loss attributable to ordinary shareholders of the bank by
the weighted average number of ordinary shares outstanding during the period. Diluted EPS i
determined by adiusting the profit or loss attributable to ordinary shareholders and the weighted
average number of ordinary shares outstanding for the effects of all dilutive potential ordinary
shares,

Cash and cash equivalents

Cash and cash equivalents comprise cash on hand, and all balances with banks maturing within
three months from the date of placement,

Operating lease pavments

Leases in which a significant portion of the risk and rewards of ownership are retained by the
lessor are classified as operating leases. Rental payments made under operating leases are
recognised in the Statement of profit or loss and other comprehensive income under “general and
administrative expenses” on a straight line basis over the term of the lease.

Granis related to assets
Government grants in form freehold land are credited to deferred grants related to assets and is
recognized in the income statement over the useful life of property constructed on that land. Grants

are credited to income statement where no rational basis exists for allocating the grant to a period
other than the one in which it was received.
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OMAN HOUSING BANK SAOC

Notes to the financial statements

for the year ended 31 December 2016 (continued)

4  Critical accounting estimates and judgments

The preparation of the financial statements requires management to make estimates and
assumptions that affect the reported amount of finencial assets and liabilities at the date of the
financial statements and the resultant provisions and changes in fair value for the year. Such
estimates are necessarily based on assumptions aboul several factors involving varying, and
possibly significant, degrees of judgment and uncertainty and actual results may differ from
management's estimates resulting in future changes in cstimated linbilities, The estimates and
assumptions that have a significant risk of causing a material adjustment to the carrying amounts
of assets and Liabilities within the next fnancial period are discussed below,

The estimates and associated assumptions are based on historical experience and various other
factors that are believed by the bank io be reasonable under the circumstances, the results of which
form the basis of making the judgments about carrying values of assets and liabilitics that are
readily apparent from other sources. Actual results may differ from these estimates.

Impairment losses on mortgage loans

The bank reviews its problem loans and advances at each reporting date to assess whether an
allowance for impairment should be recorded in the Statement of profit or loss and other
comprehensive 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 allowance required.

In addition to specific allowances against individually significant loans and advances, the bank
alse makes a collective impairment allowance ngainst exposures which, although not specifically
identified as requiring a specific allowance, have a higher probable risk of default than when
originally granted., This takes into consideration factors such as any deterioration in collateral
value or deterioration in cash flows,

Fair valoe estimation

Fair value is the amount for which an asset could be exchanged or a liability settled between
knowledgeable, willing parties in an arm’s length transaction. Accordingly variances may arise
between the historical cost and the fair value.

The Board of Directors considers that, except for the government and housing loans, the fair value
of the assets and liabilities of the bank are not materially different from their carrying amounts.
The assumptions made to determine the fair vahoe are as follows:

Short=term financial instruments

The carrying amount of cash on hand and at banks, duc from other banks and the short-term
financial instruments recognised in the statement of financial pesition under other assets and other
liabilities are comsidered 10 be a reasonable estimate of the fair values due to their shori-term
nature.
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Notes to the financial statements
for the year ended 31 December 2016 (continued)

4  Critical accounting estimates and judgments (continued)

Maortgage loan accounts

The mortgage loan accounts are expected to run to maturity, [t is not practicable to determine the
fair value of mortgage accounts as the subsidy received from the Government is capped at an
amount that is determined by the Government annually. Consequently it is not feasible to assess
the total return from these accounts for future periods,

Customer deposits

The fair values of savings accounts with no stated maturity approximate its carrying value. The fair
value of term deposits is estimated using the rates offered for deposits having similar terms and
conditions.

Term loans from banks

The fair values of term loans are estimated using the interest rates offered for loans with similar

termy and conditions.

Loans from the Government
The fair values of loans 1, 2, 3 and 4 (note 11) from the Government are estimated using the

interest rates offered for loans with similar terms and conditions. No fair value can be determined
for the subordinated loan in the absence of a repayment schedule.

5 Cash and banks' balances

2016 2013
RO RO
Cash and balances with banks B.563 510
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Mortgage loan accounts
2016 2015
RO000 RO 00D
Gross morigage loan accounts as at | January IR2.53D 342,839
Loans distributed during the year 79,220 70,546
Repayments during the year {31,551) (30,455)
rross mortgage lean accounts as at 31 December 430,199 382,530
Provision for impairment of loans {refer “a’ below) (9,195) (8,705)
Reserved banking and administrative service fiees (refer “b” balow) (239) (256)
Net mortgage loan accounts as at 31 December 420,765 173,569

a) The movement in the provision for impairment of loans during the vear is as follows:

2016 2015

ROMM00 RO DO

At 1 January 2,708 7,603

Provision for impairment of loans — Specific b6 383

Provision for impairment of loans — specific {Restructured Loans) 2 351

Provision for impairment of loans — General 1013 752
Reversal of provision for impairment of loans — Specific (890} {1R4)

Reversal of provision for impairment of loans —Restructured {351) -

At 31 December 9,195 8,705

b} The movement in the reserved banking and administrative service fees during the year is as
follows:

2016 2015

RO RO ¢

At | January 256 241

Banking and administrative service fees provided during the vear 63 od
Banking and administrative service fees written back during the year (80) (49}

Written off during the year - -

At 3] December 239 256

Banking and administrative service foes on classified loans are not recognised as income by the
bank so as to comply with the rules, regulstions and guidelines issued by Central bank of Oman
against mortgage loan accounts which are impaired i.¢. overdue by more than 89 days.
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Notes to the financial statements
for the year ended 31 December 2016 (continued)

Mortgage loan accounts (continued)

At 71 December 2016 the specific provision for loan impairment and the reserved banking and
administrative service foes represents 34,52 % (2015- 33.35%) of gross non-performing morgage
acconnts, Also, the bank maintains collective provision for impairment for the performing loans

amnounting to RO 8,552,580 (2015 - RO 7,539,982).

The banking and administrative service fees rales varied from 1% to 6% (2015 - 1% o 6%) per
anmum in addition to the contribution received from the Government of the Sultanate of Oman.

Summary of mortgage loan accounts is as follows:

2016 2015
RO'00 RO D00

Performing accounts 427247 379,269
Past due but not impaired 464 T2
Non-performing mortgage loans 2488 3,189
Tatal mortgage loans 430,199 182,530
Provision for impairment of loans (9,195} (8,705)
Reserved banking and administrative service fees (239) (256)
Net mortgage loan accounts as at 31 December 420,765 373,569
Past due but not impaired
Past due (60 - 89 days) 464 T
Non-performing loans
Substandard (past due %0 - 179 days} 687 052
Doubtful (past due 180 - 364 days) Bl 247
Loss (past due 365 days and over) 1,293 1,690

2,448 3,189
Fair value of collateral 5,001 7,404

OMAN HOUSING BANK s.ao.c.
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OMAN HOUSING BANK SAOC

Notes to the financial statements
for the year ended 31 December 2016 (continued)

5 Other assets

(her receivables (Mote 25)
Prepayments and others

0 Due to Banks

Dreposits from Banks
Bank overdrafis

in term demasit

S L R b e

[nterest rates paid

10 Customers’ deposits

Saving accounts
Term deposits

Hil& 2015
ROM000 RO'000
1,697 1,542
253 259
1,950 1,801
22,000 32,500
297 139
12,207 32,639

2016 2015
RO"000 RO000
4,704 8,543
16,575 7,598
15,369 16,541

Interest rates paid on savings accounts and terms deposits varied from 1% to 4.25% (2015 - 1% to

2.4 %) per annuwm.

11 Loans from the Government

Covernment lodan —
Crovernment loan — 2
Crovernment [oan — 3
Covernment loan = £

Subordinated loan

2016 2015
RO000 R0 000
34,830 34,830
10,000 10,000
8,000 8,000
31,000 31,000
20,000 20,000
103,830 103,830

Loans | and 2 from the Government of the Sultanate of Oman are denominated in Rial Omani and

carry interest rates of 3% and 3% (2015 - 3% and 3%) per anmom,
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Notes to the financial statements
for the year ended 31 December 2016 (continued)

11 Loans from the Government (continued)

Loan 3 from the Government of the Sultanate of Oman is denominated in Rial Omani and carries
interest rate of 3% (2013 - 3%) per annum.

Loan 4 from the Government of the Sultanate of Oman 15 denominated in Rial Omani and carries
interest rate of 3% (2015 - 3% ) per annum.

Theese loans do not have repayments terms and management believes that these amounts will not
be paid in the next |2 months,

During 2001, the Govermment of Sultanate of Oman approved a subondinated loan of
RO 20,000,000 to the bank, of which RO 12,000,000 was disbursed during the year 2001,
RO 2,000,000 was disbursed during 2002, and the balance of RO 6,000,000 was disbursed during

2003, This is en interest free losn snd thers are no fixed repavment termg for this loan,

F it Rt e A SR Atleld CRLINE RAdwl e LAE A ESRATRL L iy

12 Loan from the Arab Fund for Economic & Social Development

During the vear 2014, the Arab Fund for Economic & Social Development approved a loan of
Kuwait Dinar 40,000,000 to the bank of which K'WD 34,000,000 equivalent RO 42,751,233 has
been disbursed as at 31 December 2016, the balance will be disbursed upon Bank’s needs. Interest
paid every six month of each year in February and August. The loan is repayable in thirty-six

zemi-annual equal installments gach amount to KWD 1,100,000 and last installment amounted to

Rl iRl SRS

WD 400,000 after prace pertod of four vears from the first withdrawal.

13 Oiher liabilities

2016 2015

RO 000 RO™000

Retention payable to contractors 4,196 3,206
Accrued intérest 2,831 2,660
Customers’ insurance payable 1,690 1,197
Sale proceeds for financing new residences and personal stakes 1,076 1,404
End of service benefits (refer below) 170 164
(Other payables 1,122 040
11,085 9.581

The movement in the end of service benefits liability during the year is as follows:

2016 2015

RO 0 RO 00D

At | January 164 170

Expense recognized in the statement of comprehensive income 20 24
Cash paid to emplovees (14) (0

At 31 December 170 1464
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Notes to the financial statements
for the year ended 31 December 2016 (continued)

14

15

16

17

Share capital

The share capital of the bank is divided mto 100,000,000 (2015 — 100,000,000) shares of RO |
each for the 2016 the paid up capital was 89,325,000 share (2013 — 78,650,004}, The shareholding
pattern is as fiollows:

2016 2015

Government of the Sulianate of Oman - Ministry of Finance 61.0% 61.0%
Internal Security Service Pension Fund 6.5% 6,3
Royal Guard of Oman Pension Fund 0.5% 6.5%
Ministry of Defence Pension Fund 6.5% 8.5%
Foval Oman Police Pension Fund 6.5% 6.3%
Civil Service Employees Pension Fund 6.5% f.5%
Public Authonity for Social Insurance 6.5%% 6.5%
1005 160%

Legal reserve

In accordance with the bank's Articles of Association, the bank is required to transfer 10% of its
profit for the vear to a legal reserve and may not stop this deduction unless If the balance of this
account is one-third of the capital. The legal reserve is not available for distribution,

Special reserve

In accordance with the Articles of Association of the bank, after appropriation of legal reserve and
dividend proposed; the General Assembly may decide to create optional reserve accounts not
exceading 20% (201 5-20F%) of the net peofiis.

Revaluation reserve

This reserve represents the fair value gain arising from revaluation of lands after the initial
racognition. During the year the Board of Diirectors had passed a resolution to revaluate the lands

mavmmed b dha Rank theasah avtasmal caliiere as T ealade waes revalinated aad the oo est
S ey WY TR VI LGN Sl i Jaay WLk

RAFPIILLE TP Ll LELIIR LHILAE A fedblhnd BIRLL FLUILUARLa, W3 lI.\'I.I. J'u5-|.

appears &8s below:
2016 2015
RO RO 00
At 1 January 1,157 1,157
Revaluation during the year 1,162 -
At 31 December 1319 1,157

The revaluation reserve is not available for distriburion.

. 42 ' OMAN HOUSING BANK s.ao.c.



Pwmm'ng /»ztegmted %/oaAf/zg

OMAN HOUSING BANK SAQC

Notes to the financial statements

Fouw tha vass amdad T Thacasesbhas i1 £
AP RERE ;Fﬂl LAY P AT T IR L1P LAP

18 Proposed dividend

19

20

21

The cash dividend of RO 4,042 thousand has been proposed by the bank's Board of Directors
(2015 = RO 2,726 thousand) and will be submitted for shareholders’ approval. The break-up of the
proposed cash dividend is as follows:

A

paid up st ¥
Ministry of Finance (MoF), and pro-rata dmd:ruﬂ on additional share capital of RO 10,673
thousand that was received by the Bank from MoF on 18 October 2016,

= 3% on share capital of RO 39,000 thousand held by the other sharcholders amounting to
ROy 1,930 thousand,

L] ﬁ% |"|I'l.llr‘|.|'-|l|"||"| ||"|‘F Rﬁ 2 7 1]‘II‘|I1'¢.H|“ A ng 1 ||r|| r|'|-c|ln- .H-nlfu| n'l:' Ry 50 375 thosseand hold e
HAL= sy aigasand on 1are cap i Judad TREHERENG, DSl O

Interest income

2016 2015

RO Q0D ROy 0

Banking and adminisirative service fes 5,336 d,416
Covernment contribution to administrative fee (refer below) 19,201 17.522
Interest on short-term deposits B 4
14,545 21,942

In accordance with Article 6 of the Royal Decree Ne, 51/77and the Royal Decree No. 3672010,
borrowers are charged a proportion of the prevailing total rate of banking and administrative
service fees, determined in accordance with their monthly income. The Government of the
Sultanate of Oman bears the difference between the prevailing total rate of banking and
administrative service fees and the reduced rate of banking and administrative service fees in a
form of subsidy. For the wear 2016 the subsidy amount was RO 19,201,216 (201§ -
ROV 17,521,829,

Interest expense

2014 2015
RO000 RO 000
Interest on loans from the Government 3219 3212
Interest on customers® deposits 1,142 ET3
Interest on loan from Arab Fund for Economic and Social Development B06 308
5167 4,393

Other income
Fees and commissions 073 1,058
Miscellaneous income 2RO 51
1,562 1,149
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22

13

24

23

¥

General and administrative expenses

Staff expenses

Training expenses

Professional fees

Communication costs

Board of Directors’ remuneration - proposed
Board of Directors’ mesting expenses and sitting fecs
Utilities and rent

Muintenance

Legal expenses

Travelling expenses

Markeling expense

Stationary charges

Miscellaneous expenses

Farnings per share {basic and diluted)

20146 205

RO LA ]

2519 5133

71 139

4 114

0% 7

B4 35

39 22

97 98

115 147

17 27

12 20

g i

12 24

224 226
6,326

6,098

The basic eamings per share has been derived by dividing the profit for the year attributable to the
sharcholders by the weighted average number of shares outstanding. As there are no dilutive
potential shares, the diluted carnings per share is identical to the basic eamings per share,

Wet profit for the yvear (RO'000)

Weighted average number of shares outstanding (shares" 000

Earnings per share - basic and diluted (RO)

Mortgage loan commitments

Mortgage loan accounts - approved but not disbursed

Related parties

2016 2015
13,754 11,333
100,000 65,284
0.137 0.174
42,441 44,278

The bank has entered into transactions with Government, its Directors, key management and other
entities over which certain directors are able to exercise significant influence in the ordinary course

of business,

Transactions included in Statement of profit or loss and other comprehensive income arc as

follows:

OMAN HOUSING BANK s.ao.c.
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for the year ended 31 December 2016 (continued)

25 Related parties (continued)

(rovernment
Covernment contribution to administrative fee (note 19

Interest on loans from the Government (note 200

Directors
Banking and administrative fees

Board of Directors’ meeling expenses and sitting fees (note 22)
Board of Directors' remuncration - proposed (note 22)

Key management
Banking and administrative fees

Amonnt due (to) / from related pariies:
Loans from the Government (note 11)

Interest accrued on loans from the Government

Receivable agaimst Government contribution to edministrative fee
Due from Government — Share capital

Fixed deposits from Shareholders

Directors
Mortgage loan accounts

Key management
Mortgaze loan accounts

I0i6 2013

RO™000 RO 000

19,201 17,522

3,219 3,212

- 1

L 22

B4 35

4 [
(103,330) {103,830)
(1,912) {1,912)
1,657 1,542

10,675 21,350
(15,000) (6,000)

- 25

172 218

All loans to related parties are performing loans and no provision for impairment has been made

against these loans.

Compensation of the key management personnel is as Follows;

Salaries and allowances
(ther benefits

OMAN HOUSING BANK s.ao.c.
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26 Capital management

The bank manages its capital to ensure that it will be able to continue as a going concern while
maximisimg the return to sharcholders through the optimisation of the debt and equity balances.
The bank’s capital comprises debiz that include borrowings and equity attributable to shareholders,
comprising issued capital, reserves and retained eamings under notes 14 to 17.

{rearing ratio
The bank’s financial Risk Management Committee reviews the capital structure on a semi - annual

basis. As part of this review, the committee considers the cost of capital and the risk associated
with each class of capital. The debt to equity ratio at the reporting date is as follows:

2016 2015

RO™000 RO 000

Debt 194,247 165,988
Equity 241,504 229314
Debt to equity ratio 80.43% T1.38%

Drebi includes loan from Govemment, Losn from the Argb Fund for Economic & Social

Drevelopment and customer deposits,
Equity includes all the capital and reserves of the bank,

Capital adequacy

The capital adequacy, calculated in accordance with the Bank for International Settlements (BIS)
guidelings, is as follows:

206 2015
RO D00 RO 000
Capital base
Tier | 124 468 225,431
Tier 2 2,23 2,635
Adjustment - (21,350}
Total capital base 126,698 206,716
Rizk weighted assels
Credit risk - on balance sheet items 172,807 156,566
Credit risk - off balance sheet ltems 5,604 16,704
Dperational risk 38,414 37,538
Total risk weighted assets 216,825 210,808
Capital adequacy ratio 104.55% 98.06%
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Risk management policies

Risk Mansgement is the process by which the bank identifies key risks, obfans consistent,
understandable risk measures and chooses which risks reducing and which to increase and by what
means and establishes procedures to monitor the resulting risk position. The objective of risk
management is to ensure that the bank operates within the risk levels set by the bank’s Board of
Directors while the various business functions pursue their ohjective of maximizing the risk adjusted
retums. The bank has cxposure to the following core risks from s use of financial nstroments:

#  Market risk
v Credi nsk
= Ligquidity risk

The bank borrows money from the Government, foreign and local financial institutions and local
commercial banks at fixed interest retes and for various periods and seeks to earn above average
interest margins by investing these funds in providing housing loans. The bank continuously
reviews its policies and internal control sysiems in order to ensure they include all reasonable
procedures to minimise the risks as much as possible.

Market risk

Market risk is the risk of loss due to adverse changes in interest rates. The bank does not actively
participate in trading in debts, equity securities, and foreign exchange or derivative instruments,

Intercst rate risk

ihin nesncinbe mb apmadn moe [ liddes dhob meabors me em_merea o raeie 0 splaigery e o]
Lo @IS O G558E5 OF (80Liics el TEhda T OF Mo-prce CUnng 4 giviel gRaicda,

Interest rate risk arises from the possibility that changes in the interest rates and the mis-matches in

The bank provides housing assistance to Omani nationals by providing supported housing loans in
accordance with its objectives. The interest of loan service provided by the bank carries rates

supported by the government.

The bank manages this risk by matching the re-pricing of assets and liabilitics and through risk
management strategies. The loans extended by the bank are for periods varying from one to over
twenty five years are at fixed interest rates, albeit with interest variance clanse, However, any rc-
pricing of the bank's liabilities by its lenders due to economic factors would result to some extent
in interest rate risk. The bank mitigates this risk by matching the tenure of its assels and habilities
by availing long-term funds from the Government at fixed interest rates.

Interest rate risk arises in the bank's core statement of financial position a3 a result of mismatches
in the re-pricing of interest rate sensitive financial assets and liabilities. The bank mitigates this
risk by maiching the tenure of its assets and liabilities by availing long-term funds from its lenders
at fixed interest ratcs. The bank's exposure to interest rate risk is shown in note 28,
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Risk management policies (continued)
Credit risk

Credit risk is the potential loss resuliing from the failure of a borrower or eounter party to honour its
financial or contractual obligations in accordance with the agreed terms. The function of credit risk
management is to maximise the bank's risk-adjusted rate of return by maintaining credit risk
exposure within acceptable parameters. Credit risk makes up the largest part of the bank's risk
exposure. Credit Risk Mansgement process of the bank begins with the risk policy, updated
regularly, which clearly defines parameters for each type of risks assumed by the bank.

Risk limit contrel and mitigation policies
The bank addresses credit risk through the following process:

» Al credit processes - Approval, disbursal, sdministration, classification, recoveries and write-
off are governed by the bank's credit manual, which is reviewed by the bank’s Risk
Management Department. The credit policy stipulates clear guidelines for each of these
functions and the leading authority at various levels as stipulated in appropriate ‘Lending
Authority Limits’,

= Al lending accounts are reviewed on a portfolio basis at |least once a year. Concentration of
exposure to counterparties are monitored according to regulatory norms and limits prescribed
in the bank's risk policy.

=  The bank employs a range of policies and peactices to mitigate credit risk prevalent in credit
cxposures. Most commeon collateral taken is Mortgages over residential properiies.

All loans of the bank are regularly monitored to ensure compliance with the stipulated repayment
terms. Those loans are classified into one of the five risk classification categories: Standard, Special
Mention, Substandard, Doubtful, and Loss as stipulated by Central Bank of Oman regulations and
guidelines (note 6). The responsibility for identifying problem accounts and classifying them rests
with business line function.

Management is confident in its ability to continue to control and sustain minimal exposure of
credit risk resulting from the bank's loan portfolio based an the following:

*  Regular review of the leans portfolio to identify any potential risk;

= 9942 % of the loans and advances portfolio are considered to be neither past due nor impaired
(2015 -99.17 %),

# Impaired loans assessed on an individual basis amounted to RO 2,487,766 (2015 -
RO 3,189,000) which is 0.58% (2015 - 0.83%) of total gross mortzaged loans
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27  Risk management policies (continued)
Credit risk (continued)
Maximum exposure to credit risk

The following table shows the maximum exposure to credit risk before collateral held for all on-
balance sheet items and off-balance sheet items based on net carrying amounts at reporting date:

2016 2015
RO000 %a ROM000 %o
Balances with banks 8,385 1.77 5020 1.18
Mortgage loan accounts 420,765 5590 373,569 502
Other assets 1,697 0.36 [.542 037
Morigage loan commitmenis 42 441 287 44 278 145
473,258 100,04 424 4049 100,00

There 15 no significant credit exposure with any individuel counter party.
Liquidity risk

Liquidity risk is the potential inability of the bank to meet its maturing obligations to a counter
party. The bank’s conservative liability management policies are designed to ensure that even in
adverse situations the bank should be in a position to meet its obligations. In normal conditions the
objective is to ensure that there are sufficient funds available to meet current financial

commiimenis,

The Board of Directors and the management monitor the bank’s liquidity requirements.

The bank endeaveurs to obtain low cost borrowings locally and regionally on bath short and long-
term bases to finance its loans.

The maturity profile of assets and liabilities is set out in note 28.
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Notes to the financial statements
for the year ended 31 December 2016 (continued)

29 Segmental information

The bank operates only one business sepment of the banking industry and ils operating revenues
arise from providing finance for housing in the Sultanate of Oman.

Since the bank's entire morgage loan sccounts have associated risks and retums which are similar,

the directors consider all mortgage loan accounts to be a single business. Accordingly, there iz
only one sepment.

3 Taxation

In accordance with the Royal Decree No. $1/77 and Royal Decres No, 36/2010 the bank is exempl

from income tax.

31 Approval of financial statements

The financial statements were approved by the Board of Threctors and authorised for izsue on
13 March 2017.

. 54 ' OMAN HOUSING BANK s.ao.c.



