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COAST INVESTMENT & DEVELOPMENT CO. K.S.C.P

RISK APPETITE STATEMENT

This Risk Appetite Statement was developed in accordance with the mandates of Board of Directors of Coast

Investment & Development Company. It provides guidelines for decision making and reporting from risk
perspective.
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This document and its contents are strictly for
internal use of Coast Investment & Development
Company (CIDCO) and as such treated as
confidential information. No part of this risk
appetite statement may be reproduced, stored in
any system or form, or transmitted in any form
by any means - electronic, mechanical,
photocopied, or otherwise without prior written
consent of the relevant authority in CIDCO.



-
(D

et R LA s
COAST INVESTMENT & DEVELOPMENT CO K5 C P

RISK APPETITE STATEMENT

® N O U oA wN R

9.1
9.2
10.
: s
12,
12.1
12.2
12.3
12.4
13.
14.
15

Table of Contents

Introduction ...........o.vevevveeeeeneeerree,
Purpose of the Risk Appetite Statement ................
Rules of Revision..................

Objective of the Risk Appetite Statement.................
Distribution List............c.ccooeverevennnn,

Key Definitions.............eeeeceeeeeeeeeeeeooooo

Risk Scale.........ovooo...

Overview of Company ABEIVIIBE coiaiicsissision s smssensmenesssmsmsssisussssssissss

Risk CURUFe ..o

Board Risk Profile .............eeeveeeeeeeeseeseeooeoooeeoeoon
RISR MOt cocuonivsisiaiaicssiins o

Risk Dimensions ...........c..coueun......

Risk Capacity ........cccooeverevevveennnnn,

RUISKAPDERIE . viiisiisimsisismnsmmesnesrensepsemsensssssvessscsinias

Risk Appetite Statement — Strategic Risk Dimension ........................
Risk Appetite Statement — Financial Risk Dimension
Risk Appetite Statement — Operational Risk Dimension....................
Risk Appetite Statement — Compliance Risk s T T D
Risk Appetite Management — Roles and Responsibilities..................
Thresholds Defined by Regulatory Authorities........................

Risk Profile Reporting Framework




S RISK APPETITE STATEMENT

e TR B ST g

COAST INVESTMENT & DEVELOPMENT GO K SCP

1.

Introduction

In determining the nature and extent of the significant risks that CIDCO is willing to take; and
the measures to reduce the risk to an acceptable level, this document — the Risk Appetite
Statement (RAS) — provides guidelines to the management on the risk threshold and reporting
requirements in the context of CIDCO risk exposures.

2.

Purpose of the Risk Appetite Statement

This document is prepared to provide guidance to the management of CIDCO on the following:

2.1  Establishing the appetite for taking risks when undertaking investment decisions;

2.2 Setting measurable thresholds and statements around key risk dimensions;

2.3 Defining the risk scale within which management will undertake investment
decisions and control their risk exposure;

2.4  Determining the reporting framework and requirement that should be
implemented in order to support risk-based decision making of the Board of

Directors.

Rules of Revision

3.1  Document revision: The RAS shall be reviewed annually and, if necessary, amended
and revised by the Risk Management Unit before being submitted for Board of
Directors' approval.

3.2 The compliance Department shall ensure that the revisions made to the document

are adequately maintained and distributed the updated version to the concerned

employees.

Objective of the Risk Appetite Statement

4.1  To provide a clear articulation of CIDCO Investment & Development Company’s
risk-taking, risk mitigation and risk avoidance; and to define the risk-taking at the
aggregate level. The RAS creates a foundation for effective communication of risk
among internal and external stakeholders.

4.2 To increase the understanding of CIDCO material risk exposures and raise risk
awareness across the company.

43 To support Executive Management in planning, formulating and executing

strategic business decisions to achieve the long-term targets of CIDCO.

19
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4.4

4.5

To provide means for the Board of Directors and Executive Management to engage
in discussions on risk-taking, risk management and business strategy.

To provide tools for the Board of Directors and Executive Management to
continuously monitor and align the CIDCO’s actual risk exposures with the defined

risk appetite.

5. Distribution List

The following are the risk appetite statement holders:

Eo. Risk Appetite Statement holders Format
1 Board Members / Directors Hard & Soft Copy
2 Executive Management Hard & Soft Copy
3 Risk Management Unit Hard & Soft Copy

6. Key Definitions

The following are the key definitions applicable towards the risk appetite statement:

6.1

6.2

6.3

6.4

6.5

6.6

Risk Profile — The aggregate risk exposure of CIDCO’s investment portfolio at any
given point in time.

Risk Appetite — The aggregate level and types of risk that CIDCO is willing to assume
within its risk capacity to achieve its strategic objectives and business plan.

Risk Appetite Limit/Threshold - The level of risk which, if breached by the
company’s risk profile, would necessitate immediate escalation and corrective
action by the actionable party.

Risk Appetite Statement — The articulation in written form of the aggregate level
and types of risk that CIDCO is willing to accept, or to avoid, in order to achieve its
business objectives.

Risk Capacity - The maximum level of risk CIDCO can assume given its current level
of resources; before breaching constraints determined by regulatory authority and
stakeholder obligations.

Risk Culture — The system of values and behaviors present throughout an

organization that shape risk decisions.
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7. Risk Scale

The Board of Directors have adopted the following Risk Scale from 0 - 10 for designing the
risk appetite statement of CIDCO. The following are the details of each Risk Scale Value:

Process

Fully
Acceptable
Residual

Risk status is acceptable and within corporate risk
appetite/tolerance. No changes to risk treatment strategy
required at the current time.

0-5,000

Owner

Low

Inaction on unacceptable terms could result in very minor
negative impacts. Ad hoc attention may be required to
adjust status to an acceptable level.

5,001 - 20,000

Executive
Management

Minor

Inaction or unacceptable terms could result in minor
negative impacts. Routine management attention may be
required to adjust status to an acceptable level.

20,001 - 50,000

Moderate

Inaction on unacceptable risk status could result in or
allow continuation of mid-level negative impacts.
Moderate Executive Management effort required to
adjust status to an acceptable level.

50,001 - 999,999

Advanced

Inaction or unacceptable risk status could allow
continuation of/or exposure to serious negative impacts.
Executive Management attention required to adjust risk
status.

1 Million — 2 Million

Significant

Inaction on unacceptable risk status could result in or
allow continuation of very serious negative impacts.
Attention required to adjust risk status to an acceptable
level,

2 Million - 3 Million

BOD Risk
Management
Committee

Major

Inaction on unacceptable risk status could result in or
allow continuation of very major entity level negative
consequences. Analysis and corrective action required
immediately.

3 Million — 5 Million

Critical

Inaction on unacceptable risk status virtually certain to
result in or allow continuation of very major entity level
negative consequences. Analysis and corrective action
required immediately.

5 Million — 8 Million

Severe

Inaction on unacceptable risk status virtually certain to
result in or allow continuation of Very severe negative
impacts. Board level attention urgently required.

8 Million - 10 Million

Full Board of
Directors

Catastrophic

Inaction on unacceptable risk status could result in or
allow the continuation of catastrophic proportion impacts.
Board level attention urgently required to avert a
catastrophic negative impact on the organization.

10 Million - 20 Million

10

Terminal

The current risk status is already extremely material and
negative and having disastrous impact on the
organization. Immediate action from the Board of
Directors and Executive Management is necessary to
prevent the demise of the entity.

More than 20 Million
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8. Overview of Company Activities

CIDCO (Coast) is one of the leading financial institutions in Kuwait and the region. CIDCO was
established in 1975 and listed on the Kuwait Stock Exchange in 1989. CIDCO is engaged in a
variety of investment management activities such as private equity, asset management and
real estate investments both locally and internationally. CIDCO is also an active player in the
local, GCC and international markets offering a wide array of investment services including
portfolio and fund management, advisory services, corporate finance and e-trading services.

The following are the main activities of CIDCO according to Groups:

8.1 Investment Department:

* Identifying new investments to CIDCO from various investment offers received.

® Assisting Executive Management in the preparation of Investment Strategy.

® Reviewing the investment agreements with investee companies/funds and consult
with legal department to ensure that contractual obligations of the investee’s
managers towards CIDCO are well protected.

* Communicating with associate companies and fund managers for evaluating the
investment performance and for reporting purposes.

® Ensuring compliance with Kuwait Capital Market Authority’s regulations.

* Preparing periodic reports about the performance of the current investment and a
market overview.

® Performing the physical custody reconciliation for shares certificates, original
investment contracts and correspondences.

* Evaluating and monitoring current investments, ensuring the investments are within
the risk parameters of the company.

® Developing investment memorandums, after detailed due diligence review for
suitable proposal/prospective investment opportunities identified.

8.2 Asset Management Group

® Managing Coast Fund, Discretionary, Non-Discretionary and Custody Portfolios.

* Maximization of Profit/ Return for CIDCO Fund, Portfolios and thereby enhance Net
Asset Value.

* Dealing for CIDCO Portfolio and related activities.

* Compliance with Rules & Regulations of Kuwait Capital Market Authority, Central
Bank of Kuwait and Boursa Kuwait.

* Timely allocation of corporate actions including bonus shares, dividend distribution,
Right Shares, Capital Reduction etc. for Client Portfolios,

e Updating Portfolio Position on daily basis.

® Managing operational activities related to Asset Management.

® Performing the physical custody reconciliation for shares’ certificates, original
portfolio contracts and correspondences.

tn
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Execute Client Trades.

Manage Client Accounts through CIDCO E-Trading Application.

Performing the physical custody reconciliation for shares certificates, client account
opening application forms, original E-trade agreements and correspondences.
Ensure executions of Clients orders in time with minimal failures.

8.3 Compliance & Legal Affairs Group:

Receive regulatory authorities’ correspondences and establish requirements,

Send copies of the circulars and correspondence issued by regulatory authorities to
the concerned departments’ heads and the CEO.

Prepare compliance schedule including all requirements required by the regulatory
authorities that CIDCO should comply with.

Ensure submission of all the reports required by CMA, CBK and other regulators by all
departments in timely manner.

Investigate any non-compliance with the regulatory requirements and provide
recommendations on the appropriate action.

Establish the proper procedures to monitor the employees’ personal dealings in
securities in a way that ensures compliance with CMA law.,

Deliver all requirements related to compliance to the Executive Management in order
to adopt the appropriate procedures.

Ensure complying with all regulatory requirements by different company’s
departments and send a reminder for compliance (if any).

Reviewing and follow up of the tasks of the customers’ complaints and its procedures.
Supervising directly on the execution of policies and procedures relating to anti -
money laundering and combat terrorism financing.

Ensure applying the FATCA and CRS Law by CIDCO concerned departments.
Coordinate with regulatory authorities regarding company compliance issues.

In co-ordination with Human Resource Department, ensure that staff are registered
with CMA as per CMA requirements as per the business functions within the company.
Ensure that all portfolios, brokerage-trades and investment contracts are adhering
with Company law and CMA laws.

Ensure that all CIDCO’s business activities are in compliance with Articles of
Association of the company.

Co-ordinate with the concerned departments to obtain the required data and
information needed by the CMA’s inspectors.

Co-ordinate with the company’s outsource legal firm in respect to the company’s legal
issues.
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8.4 Support Group

* MIS reporting of monthly and quarterly financial positions to Executive Management
and the Board of Directors.

* Cash flow and Treasury Management.

® Facilitate External Audit of CIDCO and subsidiaries.

® CMA, Central Bank, Ministry of Finance monthly, quarterly or annual reporting

® Perform administrative payments.

® Human Resource Function of recruiting staff, attendance, salary processing.

e |T hardware maintenance, IT security, Internet availability

* Application systems maintained and availability.

® Administrative purchases and property maintenance.

8.5 Corporate Finance & In vestment Services Group

® Undertaking Corporate Finance Services for clients,
* Undertake Investment Advisory for clients.

CIDCO Organization Structure

e
be Nominations &
Board Members . e
Risk
; ) Audit Internal Audit
Mlnm:nent Risk Committee Constilitad Unit
Customers & : Chief Executive Investor Affairs
Staff Affai
Investors Complaints c . o Officer Unit
Corporate Finance & .
Support Group Asset Management ‘ ’ Investment Services Comauu
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9. Risk Culture

The Board of Directors of CIDCO promote a culture of risk awareness and encourage the
adoption of risk-control measures to mitigate excess risk exposure from operational, financial,
compliance and strategic perspectives. Therefore, Management is expected to report and
escalate all material, key and significant risk exposures of CIDCO in an efficient and timely
manner to the Board of Directors. The Management is expected to conduct its activities within

the defined risk appetite and strive towards protecting shareholders valye.

9.1 Board Risk Profile
The Board of Directors of CIDCO have prioritized (a) Profitability of CIDCO investments as the

first priority, (b) Liquidity of CIDCO Investments as second priority and (c) Maximization of
Investment Value as third priority. Collectively, the Board of Directors have identified
Reputational Risk to be the most important risk for CIDCO and therefore, are committed to
setting the tone at the top in order to encourage and establish ethical practices and risk

awareness culture within the company.

The Board of Directors are also committed towards protecting the value and returns of Key
Strategic Investments of CIDCO and accordingly, expect Management to undertake due

professional care in managing and reporting of these strategic investments.

Management is encouraged to invest in innovation across its products and services to enhance
proprietary value and to retain human capital; and at the same time, balance risk and rewards

within the context of the macro-economic environment of CIDCO operations.
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9.2 Risk Maturity

The Board of Directors of CIDCO have utilized the following Risk Maturity model in order to

assess its current risk maturity level:

Risk Maturity Levels

Risk Enabled
5 Risk Management & Internal Controls are Fully
Embedded into Operations.
Risk-Managed
Enterprise-wide Approach to Risk Managementis
Developed and Implemented.

Risk-Defined
3 Strategy and Policy in Place. Risk Appetite Defined. m

Risk-Aware

2 Scattered Silo-Based Approach to Risk Management
Risk-Naive

1 No Formal Approach Developed for Risk Management.

Currently, the Risk Maturity Level of CIDCO is defined as Level 3 — Risk-Defined where CIDCO
has developed the strategy and policy in line with a defined Risk Appetite. The objective of
CIDCO in terms of its risk maturity is to enhance the maturity level in order to reach Level § -

Risk Enabled level through continuous development of risk management practices in CIDCO.

The optimum Risk Maturity Level (Level 5) is where the internal controls and risk management

framework of CIDCO is fully embedded within the day-to-day operations and activities.
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10. Risk Dimensions

Based on the Board of Director’s strategy and the regulatory environment, the following four
risk dimensions have been identified:

101

10.2

10.3

10.4

Strategic Risk Dimension — those risks that have a direct impact on the ability of

CIDCO to achieve its objectives.

Financial Risk Dimension — those risks that can result in adverse financial

consequences to CIDCO.

Operational Risk Dimension — those risks that can have disruptive impact on the

day-to-day activities of CIDCO.

Compliance Risk Dimension — those risks that can result in breach of applicable laws

and regulations relevant to CIDCO activities.

It is important to note that certain risks can have an impact across multiple risk dimensions,

therefore, such risks must be reported under each applicable category within the Risk Profile

Report.

The following table illustrates the high level risk categories which forms the basis for the

development of the Risk Appetite Statement.

Risk Dimension Ref. Risk Category

1.1 Diversification Risk

(1) 1.2 Governance Risk

Strategic 1.3 Earnings/Returns Risk

Risk 14 Stop Loss and Traders Limit
15 Growth Risk
2.1 Market Risk
2.2 Cash Flow Risk

Ei (2) ial 23 Leverage Risk
|na-ncra 2.4 Credit Risk

Risk
2.5 Liquidity Risk
2.6 Capital Adequacy Risk

3) A People
3.2 Cyber Securit

Operational ik : .

Risk 33 Reputational
34 Privacy and Confidentiality

(4)

Compliance 4.1 Regulatory Compliance
Risk

10
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11. Risk Capacity
CIDCO has utilized a hierarchical approach for determining and computing its Risk Capacity.
To this effect, CIDCO has identified 2 levels of Risk Capacity (1) Entity Wide and (2) Group

Wise. This is illustrated as follows:

Risk Capaci - . BT
l.ev:I ty Details Basis for determining and computing risk capacity

At an entity level, our risk capacity is limited to 15% of the issued

1 CIDCO consolidated share capital of Coast. The risk capacity for a given year shall be

Entity Wide | entity level based on the issued share capital at the start of that year.

15% on issued share capital KWD 9.4 Million

At Investment Department level, our risk capacity is limited to 15%
of total investments. The base line for determining the total
investment value shall be at the start of the financial year. Also, we
have Goodwill for our investments of KD 12.2 million. For Goodwill,
Investment Department | our risk capacity is limited to 15%.

15% on total Investment capital KWD 4,847,000.
15% on Goodwill KD 1.83 Million.

At Support Group level, our risk capacity is limited to
KWD 10,000/-. This is provisions for any receivables.

2 Support Group
Group Wise Since our Investments Risks are computed above, we are not

considering any further risks on Investments by Support group.

Corporate Finance &

Investment Services The function is currently inactive

Group
At Asset Management Group level, our risk capacity is based on the
cumulative limits identified for each asset under management.

g::zl;’Management 20% on Investments by the Asset Management Group KWD

5,957,928. Since Assets Under Management (AUM) are not on
balance sheet items, the impact can be reflected only via drop in fees
income of AUM’s.

We do not have any capacity to absorb risk exposure arising from
Compliance & Legal Affairs Group. To this effect, all risks shall be
mitigated to virtually zero.

Compliance & Legal
L Affairs Group

On an annual basis, the Risk Committee shall determine and recommend the Risk Capacity of
CIDCO based on the strategy to the Board of Directors for approval. Management is expected

to operate within the risk capacity.

11
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12. Risk Appetite

The qualitative identification of Risk Appetite for CIDCO is “High”, “Medium” and “Low”. These

are defined below:

Risk Appetite Level

Basis for determining and computing risk capacity

High
Risk Appetite

Risk exposure events in which CIDCO has a preference for disciplined risk-taking
because the Board of Directors and Management have determined the potential
upside-side benefits outweigh the potential costs.

Medium
Risk Appetite

Risk exposure in which CIDCO must constantly strike a balance between the
potential upside benefits and potential downside costs of a given risk dimension.

Low
Risk Appetite

Risk exposure in which CIDCO avoids the risk or acts to minimize or eliminate the
likelihood that the risk will occur, because the Board of Directors and
Management have determined the potential downside costs are intolerable.

13
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RISK APPETITE STATEMENT

14. Thresholds Defined by Regulatory Authorities

Regulation Type Threshold Limit/Criteria Regulatory Authority Law Reference
CMA Law N. 7 for the
; year 2010 Book
Capital Adequacy Should be more than 1.20x CMA Module 17 of the CMA
by-laws

Accumulated
Losses

Should not exceed >75% of the
Issued Capital

CMA/ Ministry of
commerce & Industry

CMA Law No. 7 for the
year 2010/ Kuwaiti
Companies

Commercial Law

i
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15. Risk Profile Reporting Framework

CIDCO has prepared the following framework for Risk Profile Reporting:

\

A y. N * Consolidating, on a semi-annual basis, summary of j
e _ actions undertaken.
| 3 | @ . * Reporting to Risk Management Committee the
T f overall Risk Profile of Coast.
Report "+ Obtaining feedback and articulating new measures. -‘

* Determining the impact of materialized 1
risk.

_! Control, Escalate * Reporting to Actionable Party. |

and Correct * Undertaking Corrective Actions.

* Clarify Risk Rating Scale to

== Employees.
[ 1 * Establish mechanism for
- 4 Articulate and Monitor gathering information.

* Ongoing monitoring of
potential breach

(Risk Profile Framework)

A semi-annual risk profile reporting is required to be undertaken based on the information
provided by the management and its relevant computation and compilation by the Risk
Management Function.

The purpose of the risk profile report is to highlight excessive risk exposure (those risks that
are exceeding the risk appetite set out by the Board of Directors), facilitate decision making
by the Board of Directors and highlight key actions undertaken by the management to monitor
and control the risk exposure of Coast.

Board of Directors Reporting Requirements
In order to facilitate risk-based decisions, the Board of Directors expect management to

provide:
® Qualitative information.

* Quantitative information.
* Management commentary about the impact of risk on CIDCO Strategy; and
* Risk Score for each risk exposure.
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