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This policy has been reviewed by the CEO and CFO and has been provisionally endorsed by the Chairman. The policy shall
become effective on an interim basis from the date of signature by the CEO and Chairman. Final and permanent
effectiveness shall occur only upon formal approval by the audit committee and the Board of Directors.
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Governance &
Approval

Framework

Executive

Summary

Article (1)

General Objective

This policy has been issued by the Finance Department, reviewed

by the Chief Executive Officer and the Chief Financial Officer, and

provisionally endorsed by the Chairman and the Chief Executive

Officer. The policy shall become effective on an interim basis from

the date of signature by the CEO and the Chairman and shall be

submitted to the Board of Directors for final approval at its next

scheduled meeting after recommending from the audit

committee.

This policy shall not be considered final or permanently binding

until formally approved by the Board of Directors, and all

departments are required to comply with its provisions during the

interim period until such approval is obtained.

This Credit Risk Management Policy outlines the foundational

guidelines and procedures for identifying, assessing, and

managing credit risk within Twareat Medical Care Company, a

Saudi joint stock entity. The policy is designed to ensure robust

financial practices in line with the Kingdom of Saudi Arabia’s

regulatory environment. The policy establishes a structured

framework for credit risk assessment, IFRS 9 staging classification,

and Expected Credit Loss (ECL) calculation, supporting the

company’s commitment to prudent risk management and

regulatory compliance. By implementing these measures,

Twareat Medical Care Company aims to safeguard its financial

stability and maintain transparency in its credit-related

operations.

This policy establishes a structured framework for:

- Conducting credit risk assessment across all
segments.

- Applying IFRS 9 staging classification to determine the level of
credit deterioration.

- Calculating Expected Credit Loss (ECL) in accordance with
SOCPA-adopted IFRS 9.

- Determining and recording provisions related to legal cases
and disputed balances.

- Implementing a risk-scoring methodology tailored specifically
to healthcare receivables in the Kingdom of Saudi Arabia.

This policy is aligned with:

- IFRS 9 — Financial Instruments (Impairment), including all
relevant guidance on expected credit loss modelling.

- IFRS standards as adopted by the Saudi Organization for
Chartered and Professional Accountants (SOCPA).

receivable
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Article (2)
Segmentation of

Receivables

- Established contracting and reimbursement practices within
the Saudi healthcare sector.

- Applicable commercial, regulatory, and legal requirements in
the Kingdom of Saudi Arabia.

This policy applies to all receivables recognized in the Company’s
financial statements, including private-sector receivables,
government and semi-government receivables, related-party
receivables, contract assets, and lease receivables (where
applicable). For ECL purposes, the Company maintains separate
impairment matrices for each receivable segment to ensure that
expected credit losses reflect the distinct risk characteristics of
each group.
Accordingly, the Company operates two primary ECL segments:

- Contract Receivables

- Trusted Receivables
Each segment is assessed independently and is assigned:

- Its own ageing profile

- Its own Probability of Default (PD) curve

- Its own Loss Given Default (LGD) assumptions

- Its own macro-adjusted Point-in-Time (PiT) PDs
This segmentation ensures that the ECL model accurately captures
the differing credit-risk behaviors and collection dynamics across
customer categories within the healthcare sector.

Credit Risk & Expected Credit Loss (ECL) Policy
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Article (3)
IFRS (9) Staging
Methodology

Article (3)
IFRS (9) Staging

Methodology

Para (3.1)
Stage 1
(Performing

Assets)

Article (3)
IFRS (9) Staging

Methodology

Para (3.2)
Stage 2
(Significant
Increase in Credit

Risk (SICR)

The Company applies the IFRS 9 impairment model to all financial
assets. For trade receivables, contract assets, and lease
receivables, the Company uses the simplified approach, while
other financial instruments follow the general approach unless
otherwise specified. Staging classification shall be performed in
accordance with IFRS 9 impairment principles as outlined below.

Definition
Assets are classified as Stage 1 when there has been no significant
increase in credit risk since initial recognition and the receivable is
not more than 30 days past due.
Provision Requirement
- 12-month Expected Credit Loss (for instruments under the
general approach)
- Lifetime ECL (for trade receivables under the simplified
approach)
Indicators
- Current or less than 30 days past due
- No dispute or rejection trends
- Stable and consistent payment behavior

Definition
Assets are classified as Stage 2 when there is evidence of a
significant increase in credit risk since initial recognition.
Trigger Indicators
- More than 30 days past due
- Increasing insurance claim rejection ratios
- Deterioration in the customer’s financial condition
- Initiation of contract disputes
- Adverse or negative public information
Provision Requirement
- Lifetime Expected Credit Loss
Monitoring
- Monthly reassessment is required for all Stage 2 exposures.

Credit Risk & Expected Credit Loss (ECL) Policy
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Article (3)
IFRS (9) Staging

Methodology

Para (3.3)
Stage 3
(Credit-Impaired
(Default)

Definition
A receivable is classified as Stage 3 when one or more of the
following conditions are met:
- More than 90 days past due (except for documented
government processing delays)
- Legal proceedings have been initiated
- Formal insolvency or bankruptcy has occurred
- Legal advisor indicates uncertainty regarding recovery
- Evidence of severe financial distress
- Persistent insurance claim rejections without resolution
- Related party inability to settle due to liquidity constraints
Provision Requirement
- Lifetime Expected Credit Loss
- Individual assessment is required when balances are
material

Credit Risk & Expected Credit Loss (ECL) Policy
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Article (3)
IFRS (9) Staging
Methodology

Para (3.4)
Simplified
Approach for
Trade
Receivables,
Contract Assets,
and Lease

Receivables

Article (4)

Ageing Buckets

The Company applies the simplified approach for all trade
receivables, contract assets, and lease receivables, in accordance
with IFRS 9 requirements. Under this approach, lifetime ECL is
recognized from initial recognition without the need to track
changes in credit risk.
Scope
This methodology applies to all receivables recorded in the
Company’s financial statements, including contract assets and
lease receivables arising from customer transactions.
Objectives

- Ensure timely and accurate recognition of credit losses

- Maintain compliance with IFRS 9 impairment requirements

- Apply a prudent and consistent approach to credit risk

management

Expected Credit Loss (ECL) Calculation
ECL represents the probability-weighted estimate of credit losses,
measured as the present value of all expected cash shortfalls over
the life of the financial asset.

The following ageing buckets are applied:

- Current

- 0-90 Days

- 91-180 Days

- 181-272 Days

- 273-365 Days

- 366-455 Days

- 456-545 Days

- More than 545 Days

ECL Considerations by Bucket

- Current: No ECL provision, as receivables are not yet due.

- 0-455 Days: Probability-weighted estimate of expected
credit losses based on historical and forward-looking
information.

- >456 Days: 100% provision is required.

Credit Risk & Expected Credit Loss (ECL) Policy
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Article (5)

ECL Segmentation

Article (6)
Healthcare Sector
Risk Scoring
Model
Article (6)
Healthcare Sector
Risk Scoring
Model
Para (6.1)

Risk Factors

The Company maintains separate provision matrices for each
customer segment to ensure that Expected Credit Loss (ECL)
calculations  appropriately reflect the underlying risk
characteristics of each group. Segmentation is applied as follows:

- Private Sector: Characterized by medium to high variability
in credit risk. The Company applies a methodology based on
historical loss rates supplemented with forward-looking
information.

- Government and Semi-Government: Considered low
credit-risk exposures. A minimal loss rate is applied unless
there is an active dispute or evidence of non-payment.

- Related Parties: Exposures carry concentration risk. These
balances are subject to individual assessment due to their
unique nature and materiality.

The Company adopts a structured internal risk scoring model to
assess the creditworthiness of private-sector customers and
related parties. This model supports IFRS 9 staging, enhances
credit governance, and ensures consistent evaluation of receivable
portfolios across the healthcare environment in Saudi Arabia.

Each customer is evaluated using a weighted scoring framework
that reflects the operational, financial, and regulatory
characteristics of the healthcare sector:

- Payment Behavior (Weight 40%)
= Average collection period
= Historical delinquency patterns
= Aging trends and payment consistency
Rejection and Dispute Ratio (Weight 5%)
= Percentage of insurance claim rejections
= Contractual deductions
= Documentation-related disputes
Financial Strength (Weight 30%)
= Availability and quality of financial statements
= External credit rating, where applicable
= Market reputation and financial resilience
- Concentration Risk (Weight 15%)

= Exposure as a percentage of total receivables

- External Factors (Weight 10%)

Credit Risk & Expected Credit Loss (ECL) Policy
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Article (6)
Healthcare Sector
Risk Scoring
Model
Para (6.2)
Scoring Scale and

Stage Mapping

= Regulatory developments affecting healthcare
reimbursement

= Budget constraints for government-linked entities

= Broader market and sector conditions.

The final risk score determines the customer’s credit risk
classification and corresponding IFRS 9 stage:
- Score 80-100: Low Risk - Stage 1
- Score 60-79: Moderate Risk - Stage 2
- Score 40-59: High Risk - Stage 2 / Watchlist
- Score <40: Critical Risk - Stage 3
Reassessment Frequency
To ensure timely and accurate credit risk monitoring, the following
review cycles apply:
- Private sector customers: Quarterly
- Government and semi-government entities: Semi-annually
- High-exposure accounts: Monthly
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Article (7)
Legal Case

Provisioning

Article (8)
Government /
Semi-Government

Receivables

When legal proceedings are initiated against a customer, the
following requirements apply:
External Legal Opinion
A written opinion must be obtained from external legal counsel
covering:
- Probability of recovery
- Estimated recovery percentage
- Expected litigation duration
- Legal risk assessment
Provision Calculation
Expected Loss = Exposure x (1 — Expected Recovery %)
If the legal opinion indicates uncertainty, a conservative estimate
shall be applied.
Stage Classification
- All receivables under legal action shall be classified as Stage
3.
- All legal documentation must be retained within the
impairment file for audit purposes.

Government and semi-government receivables are generally
considered low credit-risk due to sovereign support. However,
Stage 2 or Stage 3 classification shall apply when:

- Formal contractual disputes exist

- Contract termination occurs

- Legal escalation is initiated

e  Written communication indicates rejection or non-payment
Administrative delays related to government budget cycles do not
constitute default.
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Article (9)
Related Party

Receivables

Article (10)
Write-Off

Additional governance controls shall
receivable, including:

- Aformal written agreement

- Adefined payment schedule

- Board approval for material balances

- Assessment of financial capacity
If a related party demonstrates liquidity weakness, the receivable
shall be classified as Stage 2 or Stage 3 depending on severity.

apply to related-party

Write-Off Conditions
A receivable may be written off when any of the following
conditions are met:

- External legal counsel confirms non-recoverability.

- Afinal court judgment has been issued.

- Afinal settlement agreement has been executed.

- The cost of recovery exceeds the expected benefit.

- A long-standing dispute exists on an old (legacy) balance,
with no practical path for resolution or recovery, and after
documenting all attempts at reconciliation, billing, and
communication with the counterparty.

Verification Requirements Before Write-Off

- Confirm that the dispute has persisted for an extended
period with no material progress.

- Demonstrate that the dispute relates to legacy balances
that cannot be supported with additional documentation or
re-billing.

- Document all communication, settlement attempts, and
re-submission  efforts  (particularly with insurance
companies).

- Obtain a legal or internal opinion confirming that continued
collection efforts are not feasible.

Required Approvals

- Recommendation prepared by the Chief Financial Officer
(CFO).

- Review and recommendation by the Audit Committee.

- Final approval by the Board of Directors.

Additional Note

- Write-off does not terminate legal or administrative

recovery efforts unless the case is formally closed.
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Article (11)

Internal Control

Requirements -

Article (12) The

DISCLOSURE

The Company shall maintain strong internal controls
receivables management, including:

over

Monthly aging review

Quarterly staging reassessment

Legal case tracking register

Segregation of duties between billing and collection
Quarterly reporting to the Audit Committee

Finance function must maintain comprehensive

documentation that supports the integrity and transparency of

the Expected Credit Loss (ECL) methodology. At a minimum, the

REQUIREMENTS
(IFRS 7 & IFRS 9) -

documentation shall include:

Staging criteria used to determine the movement of
exposures between IFRS 9 stages.

SICR indicates that evidence significant increases in credit
risk.

Risk scoring methodology, including the internal scoring
model and factor weightings.

Forward-looking assumptions incorporated into
macroeconomic overlays and scenario analysis.

Sensitivity analysis demonstrates the impact of changes in
key assumptions on ECL outcomes.

Credit Risk & Expected Credit Loss (ECL) Policy
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Article (13)
Expected Credit
Loss (ECL) Model

Methodology

Para (13.1)
Historical
Probability of
Default (PD)
Calculation
Article (13)
Expected Credit
Loss (ECL) Model

Methodology

Para (13.2)
Forward-Looking

overlays

Article (13)
Expected Credit
Loss (ECL) Model

Methodology

The Company derives Through-the-Cycle (TTC) PDs using twelve
quarters of ageing data for each receivable segment (Contract and
Trusted).
The process includes:

- Aggregating receivable balances across ageing buckets

(Current = >545 days).

- Identifying historical defaults and recoveries.

- Computing average default rates per ageing bucket.

- Establish TTC PD curves for each bucket.
This ensures that PDs reflect actual collection behavior in the
Saudi healthcare environment.

Forward-looking macroeconomic overlays shall be incorporated
into the ECL model to ensure that expected losses reflect current
and anticipated economic conditions in the Kingdom of Saudi
Arabia. The overlays shall consider:

- Saudi GDP growth trends

- Healthcare sector budget allocations

- Regulatory developments in the insurance market

- Inflation levels

- Ministry of Health payment cycles and reimbursement

patterns

Scenario Framework: The Company shall apply a multi-scenario
approach consisting of:

- Base scenario (most likely)

- Downside scenario (stressed)

- Upside scenario (optimistic)
Probability-weighted adjustments shall be applied to historical loss
rates to derive the final ECL estimate.

The ECL model applies a structured approach to determining the
Loss Given Default (LGD) in a manner that reflects the
recoverability profile of receivables across ageing categories. The
Company adopts the following principles when establishing LGD

assumptions:
- A 100% LGD is applied to all receivable balances aged more
than 456 days, reflecting the extremely low likelihood of

Credit Risk & Expected Credit Loss (ECL) Policy
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Para (13.3)
Loss Given

Default (LGD)

Article (13)
Expected Credit
Loss (ECL) Model

Methodology

Para (13.4)
Exposure at
Default (EAD)
Article (13)
Expected Credit
Loss (ECL) Model

Methodology

Para (13.5)
Exposure at

Default (EAD)

recovery at this stage.

- Bucket-specific LGD rates are assigned to earlier ageing
categories, based on observed historical recovery patterns
and empirical collection performance.

- Separate LGD assumptions are maintained for Contract
Receivables and Trusted Receivables, ensuring that the
model captures the distinct risk characteristics and
collection behavior of each segment.

This methodology ensures that LGD estimates are aligned with
actual recovery experience and fully compliant with IFRS 9
requirements for lifetime expected credit losses.

The Company determines the Exposure at Default (EAD) based on
the gross receivable balance recorded in each ageing bucket as of
the reporting date. EAD represents the full outstanding amount
subject to credit risk without any adjustments or credit conversion
factors, as the Company does not provide off-balance-sheet credit
facilities or contingent credit exposures.

The Company applies an ageing-bucket methodology to measure
expected credit losses, whereby the ECL for each bucket is
determined using the following formula:

Expected Credit Loss (ECL) = Exposure at Default (EAD) x
Probability of Default (PD) x Loss Given Default (LGD)

The components of the formula are defined as follows:

- Probability of Default (PD): The point-in-time probability of
default, adjusted for forward-looking macroeconomic
factors.

- Loss Given Default (LGD): The loss rate assigned to each
ageing bucket based on historical recovery patterns.

- Exposure at Default (EAD): The gross receivable balance
within each ageing bucket at the reporting date.

ECL is calculated separately for each ageing bucket, and the total
expected credit loss recognized in the financial statements
represents the aggregate of ECL amounts across all buckets.

Credit Risk & Expected Credit Loss (ECL) Policy
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Article (14) This policy shall be reviewed annually to ensure its continued
relevance and alignment with regulatory requirements and the
Company’s credit-risk management framework. In addition, the
policy shall be reassessed immediately upon the occurrence of
any of the following events:

- A significant credit-loss event that necessitates updates to
controls or methodologies.

- Regulatory or legislative changes in the Kingdom of Saudi
Arabia that impact credit management or disclosure
requirements.

- Recommendations issued by the external or internal
auditor requiring amendments to policies or procedures.

- Material growth in the receivables portfolio that warrants
strengthening controls or updating risk-assessment
methodologies.

Policy review
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