DIRECTORS’ REPORT FOR THE YEAR ENDED 31 DECEMBER 201 3
INTRODUCTION
The Board of Directors of Saudi Hollandi Bank is pleased to present its annual report to the Bank's
valued shareholders for the financial year ended 31 December 2013.
The Saudi Arabian economy maintained its robust growth trend during 2013 as the combination of
government investment and strong oil prices continued to provide positive stimulus. Consumer
confidence grew with a beneficial impact on key services in the Kingdom, most notably in banking.
Against this backdrop, Saudi Hollandi Bank grew its customer relationships and businesses to report the
strongest set of results in its 88 year history.
Throughout the year, the Bank worked hard to grow its customer base of corporates, individuals and
institutions and as a result saw substantial increases in its assets, deposits and non-funded income. In the
process it increased net profit by 19.84% over last year to a record SAR1,502 million - the highest ever
recorded. It also grew its balance sheet considerably to SAR 80.47 billion, an increase of 17.5% over
2012, and did so whilst maintaining its conservative provisioning policy, which was reflected by a nonperforming loan coverage ratio of 161.45%. Its capital base was further strengthened through a high level
of retained earnings together with the successful issuance of a SAR2.5 billion Tier II Sukuk, which will
help the Bank maintain its strong capital ratios and meet its future growth and return ambitions.
But the Bank's successes were not only reflected in its financial results. Thanks to its focused approach
to serving the needs of customers throughout the Kingdom, it received recognition from a number of
respected industry observers, winning five awards during the year, including an Excellence in Corporate
Banking award from International Alternative Investment Review and Best SME Banking Customer
Service from Banker Middle East.
Taken together, these results position Saudi Hollandi Bank as one of the strongest financial service
providers in the Kingdom, offering an extensive range of corporate and retail banking products and
services to customers through a broad branch network and other channels such as internet banking
facilities. More details on each of the businesses and their markets can be found in the Business Review
section of this report.
1- BUSINESS SEGMENTS
The Bank is organised into three main business segments: Corporate Banking, Personal Banking and
Treasury. In addition, it provides brokerage, asset management and investment Banking services
through Saudi Hollandi Capital, a wholly-owned subsidiary. Other subsidiaries are the bancassurance
distribution arm, Saudi Hollandi Insurance Agency Company and Saudi Hollandi Real Estate
Company. The Bank also holds 20% of the Wataniya insurance company.
The key services provided under each of the main business segments are:
i)

Corporate Banking

The Corporate Banking Group provides corporate, commercial and institutional clients with a wide range
of products and services including term loans, trade finance, guarantees and corporate finance and
advisory. It also offers an extensive range of Sharia’a-compliant corporate products under Islamic
structures.

Page 1 of 22

DIRECTORS’ REPORT FOR THE YEAR ENDED 31 DECEMBER 201 3
ii)

Personal Banking

The Personal Banking Group operates through a national network of branches and ATMs, complemented
by a range of phone Banking and e-Banking services.
Products and services in this segment include: current and time deposit accounts, personal loans, home
finance, credit cards, internet banking and telephone banking. Tailored “Preferred Banking” and
“Taqdeer” services are available to qualifying clients who place sufficient funds with the Bank. Share
trading services and fund management products are available through Saudi Hollandi Capital. The Bank
also offers a wide range of ladies banking services through a network of ladies branches.
iii) Treasury
Saudi Hollandi Bank’s Treasury unit provides hedging and investment products for customers. Building
on its leading position in foreign exchange cash products, the Treasury department has continued to grow
its structured derivatives businesses in foreign exchange and special commission rates. Treasury is
among the most active interbank market makers in Saudi Riyal-denominated foreign exchange and
special commission rate products.
The assets, liabilities and results of these segments are set out in Note 28 of the Consolidated Financial
Statements.
The activities and services of Saudi Hollandi Bank’s subsidiaries and associates are:
Saudi Hollandi Capital (SHC). A wholly-owned subsidiary, SHC commenced business activities in
early 2008 following SAMA and CMA approval. Since then it has been involved in a number of
significant transactions, acting as principle and agent in retail equity brokerage, asset management,
corporate finance and investment advisory activity, as well as debt arrangement and securities custody
services.
Saudi Hollandi Real Estate Company (SHREC). A wholly-owned subsidiary, SHREC commenced
its business activities in early 2010 following SAMA approval. SHREC is involved in the registration
of real estate title deeds in support of the Bank’s Home Financing products.
Saudi Hollandi Insurance Agency Company (SHIAC). A wholly-owned subsidiary, SHIAC
commenced its operations in 2012 and is licensed in insurance activities.
Wataniya Insurance Company. The Bank purchased a strategic 20% equity stake in the Wataniya
Insurance Company in 2008 which enables the Bank to broaden its insurance capabilities to
complement its retail banking offering. Wataniya was incorporated in 2010.
Further details of subsidiaries and associates are covered in Note 1 to the Consolidated Financial
Statements and Note 11 mentioned below
2- STRATEGY
The Bank’s strategy aims at continuing the pursuit of its primary objectives: to diversify and expand the
Bank’s customer base in Corporate Banking, whilst focusing on becoming the Bank of choice for its
chosen client segments in Personal Banking. These core objectives will continue to drive business
planning and management decision making.
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The following are highlights in each segment:
The Corporate Banking Group
The Bank is a long-established market player in the provision of corporate banking products and services
to some of the most respected businesses in the Kingdom. The Corporate Banking Group aims to provide
the best solutions with flawless service, focusing on mid to large corporate customers.
Corporate Banking comprises two segments: Institutional Banking for the very large corporations, and
Corporate Banking for mid-size to large enterprises, the latter being the targeted area for balance sheet
volume growth. This segmentation focuses resources to ensure that customer expectations are exceeded.
Corporate Banking’s outstanding efforts and achievements during 2013 were acknowledged by an award
of Excellence in Corporate Banking bestowed by International Alternative Investment Review, one of
the world’s leading observers on the global economy and sustainability, an addition to the Bank’s rapidly
growing list of honors and accomplishments.
The Personal Banking Group
The Personal Banking Group aims to become a leading financial services provider to mass affluent
individuals and professionals in Saudi Arabia by offering a comprehensive and high-quality personalised
service.
In 2013, Personal Banking continued to focus its activities on customer demands for easy and
straightforward products and services that meet their lifestyle requirements and that provide a positive
experience. A number of new initiatives were launched under the Home Finance offering which led to a
significant portfolio increase of SAR 3.90 billion.
The Bank’s success in serving Small and Medium Enterprises (SME) continued, with growth in
outstanding assets of 93%. During 2013, seven new SME business centers were launched and began to
market an increased range of products, with special focus on Kafalah facilities (a collaboration between
the Ministry of Finance and Saudi banks which aims to promote financing to SMEs) and a new business
credit card for SME Banking clients. These are helping to establish the Bank as a product innovator for
SMEs, a fact reflected by two awards given by Banker Middle East - Best SME Banking Account and
Best SME Banking Customer Service.
Last year saw many advances in internet and phone banking services provided by the Bank, including the
launch of new Saudi Hollandi Bank and Saudi Hollandi Capital customer websites. The Bank also
launched a mobile banking application on both the Android and iPhone platforms. The internet banking
offering by Saudi Hollandi Bank provides highly functional and user-friendly services. As a result of this
investment, the number of retail internet banking users increased by 42% during the year, which in turn
led to a 78% increase in electronic transactions.
The Bank operates 48 branches across the Kingdom, including sixteen ladies banking centers, with a
corresponding number of embedded Cash Deposit Machines. The total number of ATMs is 268.
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Treasury, Saudi Hollandi Capital (SHC) and Saudi Hollandi Real Estate Company (SHREC).
Treasury, SHC and SHREC provide products, services and advisory expertise specifically to the Bank’s
corporate and personal banking businesses. The Treasury unit provides corporate and personal banking
clients with hedging solutions and investment yield enhancement offerings. SHC offers a full range of
brokerage, asset management and investment banking products. SHREC provides real estate purchase
and registration services in support of the Bank’s Home Financing business.
Additionally, the Bank continues to invest in its Islamic business and is aiming to be a leader in this
field. During 2013, the Islamic Banking Division played a pivotal role in the structuring of the Bank’s
new SAR2.5 billion Tier II Sukuk.
3. RISK MANAGEMENT
3.1 Background
Risk management is of paramount importance in a banking environment, ensuring that policies set by the
Board are adhered to at all times. The Bank’s risk appetite, risk management approach and primary risk
controls are stated in its Internal Capital Adequacy Assessment Plan, (ICAAP) which is approved by the
Board and submitted to the regulator on an annual basis.
In addition to the Bank’s internal risk policies, procedures and controls, the risk function operates within
the regulatory framework as set out by the Saudi Arabian Monetary Agency.
The Bank’s main business is corporate relationship banking in the Kingdom of Saudi Arabia. A large
proportion of the corporate client base has a long-standing relationship with the Bank, typically with
stable credit histories that have experienced at least one economic downturn. These characteristics enable
the Bank to take a long term view and have confidence in lending through the business cycle. As such,
the balance sheet has a large bias towards corporate risk assets.
The Bank’s strategy is to diversify its credit risk by growing its Small and Medium Enterprises assets,
mid-sized corporate assets, and consumer lending assets. For each of these target growth segments, the
Bank has specific risk policies, procedures and controls and experienced risk management staff in place.
3.2 Overview of risk-weighted assets
Being a commercial bank, the balance sheet has a material weighting of credit risk assets, as
demonstrated in its Pillar I risk-weighted asset breakdown at the end of 2013.
0.6% 4.8%

Pillar I Credit Risk RWA %
Pillar I Market Risk RWA%
Pillar I Operational Risk RWA%

94.6%

Figure 1 Risk-Weighted Assets by type
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3.3 Principal risk-types and controls
The following section provides an overview of the principal risk-types the Bank is exposed to and the
associated risk management approach.
The vast majority of principal risk-types have an associated risk-appetite metric forming part of the Risk
Appetite Statement set by the Board. On a monthly basis the Board, or its committees, monitor the
results of the risk appetite metrics so it can observe whether the Bank is operating within its prescribed
limits.
3.3.1

Credit Risk

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and
cause the other party to incur a financial loss. Credit exposures arise principally in lending activities,
investment activities and from credit risk on credit related commitments, contingencies and derivative
counterparty exposures. The Group controls credit risk by monitoring credit exposures, limiting
transactions with specific counterparties, and continually assessing the creditworthiness of
counterparties.
In addition to monitoring credit limits, the Group manages the credit exposure relating to its trading
activities by entering into master netting agreements and collateral arrangements with counterparties in
appropriate circumstances, and by limiting the duration of exposure. In certain cases management may
also close out transactions or assign them to other counterparties to mitigate credit risk. The Group’s
credit risk on derivatives represents the potential cost to replace the derivative contracts if counterparties
fail to fulfill their obligation. To control the level of credit risk taken, management assesses counter
parties using the same techniques as for its lending activities.
Concentrations of credit risk arise when a number of obligors / borrowers are engaged in similar business
activities or activities in the same geographic region, or have similar economic features that would cause
their ability to meet contractual obligations to be similarly affected by changes in economic, political or
other conditions. Concentration risk may also arise from large exposures to a single borrower or group of
related borrowers.
Concentrations of credit risk indicate the relative sensitivity of the Group’s performance to developments
affecting a particular industry or geographical location. Management seeks to manage concentration of
credit risk through the diversification of lending activities to ensure that there is no undue concentration
of risks to individual obligors or to groups of customers in specific locations or where engaged in similar
businesses. It also takes security when appropriate and may seek additional collateral from the borrower
counterparty as soon as impairment indicators are noticed.
Management monitors the market value of collateral on a regular basis and requests additional collateral
in accordance with the underlying agreement, if required. In addition management also specifically
monitors the market value of collateral during its review of the adequacy of the allowances for
impairment losses. Management regularly reviews its risk management policies and systems to reflect
changes in markets products and emerging best practice.
The debt securities included in the investment portfolio are mainly sovereign risk. Analysis of
investments by class of obligor / issuer is provided in note 6. For details of the composition of loans and
advances refer to note 7 to the consolidated financial statements. Information on credit risk relating to
derivative instruments and commitments and contingencies are provided in note 11 and 19 respectively
to the consolidated financial statements. Information on the Group’s maximum credit exposure by
operating segment is provided in note 28 to the consolidated financial statements.
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3.3.2

Operational Risk

Operational Risk is defined as the risk of loss resulting from inadequate or failed internal processes,
people and systems or from external events. The Bank follows the accepted ‘best practice’ methodology
of risk assessments and control evaluations for the identification of residual operational risks for both
existing products and processes as well as for proposed new products and processes.
Operational risks are identified and assessed using the Risk and Control Self-Assessment and Key Risk
Indicator tools. A register of risks, controls and mitigating actions is maintained in a central control
repository. The Operational Risk Management (“ORM”) function manages operational risk for new or
changed initiatives/products through the Operational Risk Assessment Procedure that is guided by
specific policy.
All operational losses are recorded in the Bank’s operational loss database following approval from
senior management. Losses are analysed in depth by the ORM function which can result in policies and
processes being revised or other controls being adopted to mitigate the prospect of any similar loss reoccurrence.
3.3.3

Business Continuity Management

Business Continuity Management (BCM) is defined as the capability of the organisation to continue
delivery of products or services at acceptable predefined levels following a disruptive incident. In order
to minimise the risk of business disruption and to respond in an organised way to resume ‘business as
usual’ through a crisis situation, the Bank has a Business Continuity Plan (BCP) in place.
The activation of the BCP is authorised through the Command & Control Centre, which is the decision
making authority during the entire period of a crisis until ‘business as usual’ resumes. This centralised
approach ensures efficiency and effectiveness in the business recovery process while minimising
uncertainty in responsibilities and potential duplication of effort. A number of key-business continuity
risk scenarios are identified of varying severity levels that could give rise to the BCP being initiated.
Regular reports are circulated to senior management that cover the status of all the key BCM initiatives,
completed tasks and ongoing tasks.
3.3.4
Market Risk
Market risk is the risk that the fair value or future cash flows of financial instruments will fluctuate due
to changes in market variables such as commission rates, foreign exchange rates, and equity prices.
Management classifies exposures to market risk into either trading or non-trading (banking) book.
The market risk for the trading book is managed and monitored using a Value at Risk (VaR)
methodology. Market risk for the non-trading book is managed and monitored using a combination of
VaR, stress testing and sensitivity analysis.
3.3.4.1 Market risk - Trading book
The Board of Directors has set limits for the acceptable level of risk in managing the trading book. In
order to manage market risk in the trading book, management applies a VaR methodology daily to assess
the market risk positions held and also to estimate the potential loss based on a set of assumptions and
changes in market conditions.

A VaR methodology estimates the potential negative change in the market value of a portfolio at a given
confidence level and over a specified time horizon. The Group uses simulation models to assess the
possible changes in the market value of the trading book based on historical data. VaR models are
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usually designed to measure the market risk in a normal market environment and therefore the use of
VaR has limitations as it is based on historical correlations and volatilities in market prices and assumes
that future movements will follow a statistical distribution. The VaR model that management uses
provides an estimate, using a confidence level of 99%, of the potential loss that is not expected to be
exceeded if the current market positions were to be held unchanged for one day. The use of a 99%
confidence level implies that within a one-day horizon, losses exceeding the VaR figure should occur, on
average, not more than once every hundred days.
The VaR is based on the risk of portfolios at the close of a business day, and it does not account for any
losses that may occur beyond the defined confidence interval. The actual trading results may differ from
the VaR calculations, and in particular, the calculation does not provide a meaningful indication of
profits and losses in stressed market conditions.
To overcome the VaR limitations mentioned above, management maintains a framework of non-modeled
limits that show potential loss for a given change in a market factor and makes no assumption about the
behavior of market factors. Furthermore, management employs stop loss limits on market risk positions
and carries out stress tests of its portfolio to simulate conditions outside normal confidence intervals. The
potential losses occurring under stress test conditions are reported regularly to the Asset and Liability
Committee (ALCO) for review.
3.3.4.2 Market Risk-Non-Trading /Banking Book:

Market risk on non-trading or banking book positions mainly arises from commission rate, foreign
currency exposures and equity price changes.
 Commission Rate Risk

Commission rate risk in the banking book arises from the possibility that changes in commission rates
will affect the future cash flows of financial instruments. The Board of Directors has established
commission rate gap limits for stipulated periods. These limits are monitored daily by the Group’s
Treasury Division. The Group is exposed to commission rate risk as a result of mismatches or gaps in the
amounts of assets and liabilities and other derivative financial instruments that mature or re-price in a
given period. This risk is managed by matching the re-pricing of assets and liabilities through risk
management strategies. Management monitors positions and where necessary uses hedging strategies to
ensure maintenance of positions within established gap limits.
 Currency Risk

Currency risk represents the risk of change in the value of financial instruments due to changes in foreign
exchange rates. The Board of Directors have set limits on positions by currencies, which are monitored
daily. Hedging strategies are also used to ensure that positions are maintained within these limits.
Exposure to the effects of fluctuations in prevailing foreign currency exchange rates on the Group’s
financial position and cash flows is managed by the Board of Directors setting limits on the level of
exposure by currency and in total. These limits are monitored daily.
 Equity Price Risk

Equity price risk refers to the risk of a decrease in the fair values of equities in the Group’s non-trading
investment portfolio as a result of changes in levels of equity indices or the value of individual stocks.
The Group does not have significant exposure to equities.
3.3.5 Liquidity Risk

The management of liquidity is a core function of the Bank, being inherent in the maturity
transformation process that underlies corporate and retail banking. Liquidity risk is the risk that the
Group will encounter difficulty in meeting obligations associated with its financial liabilities that are
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settled by delivering cash or other financial assets. Liquidity risk can be caused by market wide
disruptions or bank specific events which may cause certain sources of funding to dry up at short notice.
To mitigate liquidity risk diversified funding sources are sought by the Bank and assets are managed
considering liquidity positions to maintain a healthy balance of cash and cash equivalents and readily
marketable securities. The Bank has in place a suite of liquidity monitoring tools which are a mixture of
internal and regulatory measures including those set out under the Basel III accord. These include both
short-term and longer term measures under normal and stressed conditions.
The Bank has a Contingency Funding Plan in place that sets out the plan of action the Bank would use to
fund business activity in crisis situations and periods of market stress.
3.3.6

Macro-economic and business cycle risk

Being largely a corporate bank means there is an inevitable relationship between the business cycle and
the Bank’s financial performance. The risks posed from an economic downturn and the severity and
length thereof are uncertain, and historical data can be no more than indicative. As such, specific riskmitigants cannot be precise. A protracted downturn would most likely pose a risk to the Bank in the form
of heightened credit risk. Additionally an economic downturn would likely reduce business activity,
therefore reduce the Bank’s ability to write new business.
A large proportion of the corporate client base has a long-standing relationship with the Bank, typically
with stable credit histories that have experienced at least one economic downturn. These characteristics
enable the Bank to take a long term view and have confidence in lending through the business cycle.
Irrespective of the stage of the economic cycle, the Bank maintains its credit stance that business
proposals must meet the risk criteria and the required risk-return hurdle for the long-term stability and
growth of the Bank.
3.3.7

Strategic risk

Strategic risk relates to institutional changes in strategy and changes in fundamental market conditions.
Strategic risk is a key-consideration when business planning is undertaken. Excessive strategic risk may
arise as the result of planning to enter into new markets, into new products, or through geographical
expansion. Management does not believe that there are any transformational or ‘high-risk’ initiatives
that would give rise to Strategic Risk.
Performance against strategic goals is monitored regularly in business and project review meetings. The
Business Performance Review Meetings, held between the Bank’s finance department, senior
management, and the respective business unit focus on progress against financial and non-financial Key
Performance Indicators which enable management to identify aspects of performance that may require
additional focus. The Bank’s Project Investment Committee reviews the status of live projects and the
appraisal of proposed projects. Board and management consider these review meetings as a risk-mitigant
to ensure the Bank stays on track to meets its strategic objectives.
3.3.8

Reputational Risk

Reputational risk covers the risk of losses due to other market participants, including clients, forming an
adverse opinion of the Bank, irrespective of whether this opinion is based on facts or merely perception.
Given the nature of reputational risk, risk measurement can be considered both qualitatively and
quantitatively.
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The Bank’s principal strategy for managing reputational risk is focused at protecting the Bank’s
reputation by guiding corporate and employee behaviour using the following core components:
 SHB's corporate values;
 SHB's business principles;
 SHB's reputational risk management policies and standards.
Among the applicable policies and standards are those dealing with Client Acceptance and Anti-money
Laundering, credit policies and a staff whistle blowing policy.
The Bank quantitatively measures reputational risks using performance indicators such as customer
complaints and undesirable staff turnover. The results from these metrics are observed by management
on regular intervals. A consistently negative trend in any of the measures would result in direct and
immediate action being taken by management.
3.3.9

Risks in the Islamic Banking Division

The Bank considers risks within its Islamic Banking Division separately – the principal risk areas are:
commodities fulfillment and handling, operational risks and reputational risks. For all these areas, there
are specific processes, controls and procedures in place.
Any failure by the Bank to conduct its business in compliance with Shari’ah approvals issued by its
Shari’ah Board could cause a serious reputational risk. The Bank follows a strict policy of zero tolerance
in failure to comply with the Shari’ah Board’s approvals and therefore places emphasis on the following:
a) It is mandatory for all staff who are involved with any aspect of Islamic Banking business to
complete the AlYusr Accreditation Program that consists of basic and advanced level Islamic
Banking training
b) Product and business/branch level workshops are conducted to enhance the staff’s understanding of
Islamic Banking business
c) Prior to the launch of a new Islamic product, the sales and other relevant staff are given training on
the product structure and procedures
d) The Bank regularly arranges client seminars to increase its clients’ understanding of Islamic Banking
and finance concepts in general, and Islamic products offered by the bank in particular
e) Shari’ah audits are carried out on a regular basis to ensure Shari’ah compliance.
3.3.10

Other risk types

Other risks that the Bank considers in the course of business are securitisation and syndication risk,
activities that it is not currently active in. Global risk is considered in context with macro-economic and
business cycle risk.
3.3.11

Stress-testing

The Bank’s stress testing framework has been developed in line with SAMA guidelines published during
2011 as well as Basel guidelines. The framework initially considers the materiality of the Bank’s risk
types, as such focuses on credit events (given the prominence of credit risk) together with a reduction in
earnings and stressed levels of operational losses, market risk stresses, and liquidity stresses.
A number of stressed economic scenarios are performed ranging from mild, severe to extreme. A major
output from the stress-testing is a set of management actions which are designed to address risks
identified and / or to moderate sensitivity to particular risk types.
Further details to the risks the Bank is exposed to are detailed in Notes 29, 31 and 32 of the Consolidated
Financial Statements.
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4- CREDIT RATING:
Saudi Hollandi Bank's credit rating has been assessed by Moody’s and Fitch Group:
Credit Rating Agency
Moody’s
Fitch Group

Rating
A1
A-

5- FINANCIAL HIGHLIGHTS
The Board of Directors are pleased to report a record net profit of SAR 1,502 million, a 19.84% increase
compared with 2012. Year-on-year revenue increased by 17.87%, with net interest income increasing by
18.31%, driven by balance sheet growth. Non-interest income increased by 17.15%, driven by strong fee
growth from all divisions of the Bank.
The Bank achieved its largest balance sheet in history at SAR 80.47 billion. Loans and advances were
18.50% above the 2012 year-end closing balance of SAR 53.65 billion. During 2013 emphasis continued
on credit quality and risk -reward ratios. The Bank has maintained its conservative approach to
provisioning. The coverage of NPLs increased to 161.45% from 152.82%; the non-performing loans to
gross loan ratio at year-end closed at 1.34% from 1.55%.
The Bank’s long established corporate banking franchise was positioned well to benefit from the
continued economic expansion. During the year, trade services fee income increased by 11.44%, loan
arrangement fees increased by 29% and in concert with the Treasury unit, foreign exchange income
increased by 3.45%.
Within Personal Banking, momentum continued during the year with fees and commission increasing by
14.94%. Notably, the year-end balance sheet for Personal Banking closed at a new record high largely
due to the Bank’s continued success in the Home Loans segment.
A key strategic objective is cost control with operating expenses and capital expenditure being constantly
scrutinised. The cost-income ratio for the year was 34.2%; lower than the prior year at 38.1% as costsaving initiatives continue to translate into operational efficiencies.
The Income vs. Cost growth graph below, (excluding provisions), displays the success of our tight cost
management during 2013.
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Key Business Unit financial data
SAR ' mln and rounded off
Treasury

Investment
banking and
invest.
services

Others

Total

9,552

21,609

506

4,504

80,468

31,552

20,332

2,494

24

16,665

71,067

1,306

190

195

21

(210)

1,502

Corporate
Banking

Consumer
Banking

Total assets

44,297

Total liabilities
Net operating income for the
year

Key Bank-wide financial data and ratios
5-year trend
off

SAR millions and rounded
2013

2012

2011

2010

2009

Loans

53,652

45,276

37,410

35,039

36,023

Investments

16,849

11,379

11,503

11,752

12,132

Total Assets

80,468

68,506

57,197

53,882

59,110

Deposits

61,875

53,914

44,689

41,604

44,827

Due to banks

2,494

1,475

1,611

2,857

5,757

Subordinated debt

4,625

2,900

1,500

1,500

1,500

Shareholders' Equity

9,401

8,306

7,408

6,387

5,633

Net Profit

1,502

1,253

1,032

790

86

3.78

3.16

2.60

1.18*

1.12

1.14

2.39
Nil

0.26
Nil

-

Earning per Share – SAR
Gross Dividends per share - SAR

5-year trend

SAR millions

NPLs
NPL%
Coverage %
Capital ratios (%)
- Tier 1
- Total
Loans to deposit (%)
Liquidity ratio (%)

2013

2012

2011

2010

2009

739
1.3
161.5

722
1.6
152.8

735
1.9
145.5

931
2.6
124.4

2,241
6.2
100.2

11.8
18.3
80.9
25.8

12.4
17.6
79.9
27.0

13.2
16.6
81.4
26.2

12.7
16.4
81.3
28.8

11.2
14.8
77.8
38.0

*Proposed dividend per share
In 2013, the Bank successfully issued Sharia’a and Basel III compliant Sukuk with tenor of 10 years
raising SAR 2.5 billion, which qualifies as Tier II capital under the Basel III transitional guidelines,
priced competitively at 6 months SIBOR + 1.55%. The funds will be used to grow the Bank’s Islamic
business, to manage its asset and liability mix and to provide a capital buffer.
The Bank’s capital ratios remained strong with the total capital ratio closing the year at 18.32% and the
Tier 1 ratio closing the year at 11.76%, both ratios factor the proposed dividend for 2013. These robust
capital levels will allow the Bank to meet its growth strategy and dividend policy throughout 2014 and
beyond.
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CAPITAL and CAPITAL RATIOS

Conclusion
During 2013, the Bank continued its success journey with substantial financial performance and achieved
yet another record high profit. The Bank achieved a record high year-end balance sheet whilst
maintaining its disciplined approach to asset quality, risk-returns, prudent approach to provisioning and
focus on portfolio diversification. Furthermore, the highly successful Sukuk issuance puts s the Bank in
an enviable position to be able to meet future growth opportunities.
6- GEOGRAPHICAL CONCENTRATION
Geographical distribution of credit risk is as follows:
Saudi
Arabia

Other GCC
and Middle
East

Europe

North
America

South EastAsia

Other
Countries

Total

6,662,522

-

-

-

-

-

6,662,522

632,663

453,663

481,263

166,699

2,665

14,414

1,751,367

Investments, net

15,150,531

1,223,963

375,050

-

-

99,618

16,849,162

Loans and advances, net

53,211,260

441,065

-

-

-

-

53,652,325

Total

75,656,976

2,118,691

856,313

166,699

2,665

114,032

78,915,376

Commitments and
Contingencies

27,287,819

366,408

604,424

148,218

2,023

1,679,361

30,088,253

2013 SAR ‘000
Assets
Cash and Balances with SAMA
Due from banks and other
financial institutions

Maximum credit exposure ( stated at credit equivalent amounts)
Commitments and
Contingencies
Derivatives

13,149,403

262,938

376,165

62,394

1,011

671,453

14,523,364

564,855

41,276

703,235

3,554

2

0

1,312,922

The three subsidiaries of the Bank SHC, SHREC and SHIC have no exposures outside the Kingdom.
Further details are provided in Note 30 of the Consolidated Financial Statements.

Page 12 of 22

DIRECTORS’ REPORT FOR THE YEAR ENDED 31 DECEMBER 201 3
7- KEY PROFIT AND LOSS ITEMS AS A PERCENTAGE OF TOTAL INCOME
The graph below displays the major profit and loss lines as a percentage of total income.

2012

2013

Operating
Expense
34%
Net Profit
56%

Net Profit
58%
Provisions
8%

Operating
Expense
38%

Provisions
6%

The table below shows the variation in the key profit and loss lines between 2013 and 2012:
SAR millions

2013

2012

Total Income

% change

2,616

2,219

18%

Operating expenses

895

846

6%

Provisions (net)

218

120

80%

(0.8)

0.3

(372%)

1,502

1,253

20%

3.78

3.16

20%

Other
Net Profit
Earnings per share (SAR)

8-FINANCIAL REPORTING STANDARDS & AUDIT
The Bank prepares its Consolidated Financial Statements in accordance with accounting standards for
financial institutions promulgated by the Saudi Arabian Monetary Agency and International Financial
Reporting Standards. These include International Accounting Standards and interpretations issued by the
International Accounting Standards Board as required by the Saudi Arabian Monetary Agency.
Proper books of account have been maintained. The Bank has an Internal Audit department which
submits its reports to the Audit Committee which in turn reports to the Board of Directors who have
oversight of the Bank’s Internal Audit System. The Audit Committee oversees the proper functioning
and independence of the Internal Audit department and considers its recommendations. The Audit
Committee has periodic discussions with the management, the internal auditors and the external auditors
on matters affecting consolidated financial statements, internal controls and various governance and
control issues and advises the Board of Directors accordingly. The Board acknowledges receipt of that
advice.
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9- EFFECTIVENESS OF INTERNAL CONTROL SYSTEM
The Board of Directors assisted by the Audit Committee is responsible for ensuring the existence of an
effective and efficient internal control system in the Bank.
Management is responsible for the appropriate design and functioning of the system, and the Risk
Management, Internal Audit and Compliance Departments for the continuous monitoring and evaluation
of the system. The external auditors are responsible for determining the adequacy of the system of
internal controls to decide on the level of reliance they can place on the effectiveness of Bank’s internal
controls and to design their audit procedures.
All employees are ultimately responsible for operating and maintaining an efficient internal control
system at their respective levels.
Systems and procedures have been designed for effective and efficient operations, safeguarding assets
against unauthorized use or dispositions, maintaining proper accounting records, providing reliable
financial information used within the business or for publications, compliance with applicable laws and
regulations and for monitoring internal policies in relation to business performance. The system in place
is designed to manage, rather than to eliminate, the risks of failure to achieve business objectives. It can
only provide reasonable and not absolute assurance against material errors, losses or fraud.
During its normal course of business, the Bank is exposed to credit, market and operational risks.
Policies, procedures and processes are in place to identify, measure, control, and mitigate such risks.
There is an ongoing process for identifying, evaluating, and managing the significant risks faced by the
Bank and for ensuring there are appropriate controls in place to manage them. In addition to regular
reviews by the concerned departments, exposures to these risks are covered by various management
committees within the Bank.
Systems and procedures are in place to identify, control, and report on the major risks including credit,
changes in the market prices of financial instruments, liquidity, operational errors, and fraud. Exposure to
these risks throughout the Bank is monitored by each of the Operational Risk Committee, the Asset and
Liability Committee (“ALCO”), and the Head Office Credit Committee (the Bank’s Senior Credit
Committee). These exposures are also monitored by the Executive Committee.
The Internal Audit function provides Management with an independent and objective assessment of the
effectiveness of the internal control framework. This objective is achieved by following a risk based
Audit plan which is approved by the Audit Committee. The Operational Risk and Compliance functions
also monitor the control environment during their respective reviews in close coordination with each
other.
As part of the Bank's commitment to provide an effective internal control system which ensures that all
material risks that could adversely affect the achievement of the Bank's goals are recognised and are
continually assessed, a state-of-the-art Governance, Risk and Compliance system ("GRC") is being put
into place. The GRC initiative is a joint effort by Operational Risk Management, Compliance, Internal
Audit and Information Security. This unified platform to collect and monitor the risks, controls,
deficiencies and actions also ensures that the control activities form an integral part of the daily activities
of the Bank. The control activities are being defined for every business level and every department with
automated follow-up on non-compliance through approval workflows.
The Bank’s GRC thus facilitates a unified picture of risk factors and thresholds. It clarifies
responsibilities and creates more transparency in risk ownership allowing the Bank to close any control
gaps and to present a full coverage of the various types of risks. Moreover, the Bank’s GRC goes hand in
hand with the integration of risk management with the Bank’s governance processes as it also aims to
consolidate all risk registers and controls to optimize the functions of all the Bank’s internal control
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departments. The Bank also continually refines and realigns its GRC initiatives as markets and
circumstances change to avert future risks. The initiative will also involve a communication and training
program to ensure that all staff fully understand and adhere to policies and procedures affecting their
duties and responsibilities.
By considering all the factors in the preceding paragraphs, the control environment in place and the
yearly reviews of its effectiveness, the Board is of the opinion that the functioning of the internal control
system is appropriate and nothing has come to the attention of the Audit Committee that causes it to
believe that the system of internal control has not been properly designed or implemented or that
effective and efficient internal controls have not been in place throughout the year 2013.
10- SAUDI HOLLANDI BANK’S ETHICAL STANDARDS AND CODE OF CONDUCT
The Saudi Hollandi Bank ethical standards and Code of Conduct represent a standard and a guide for
high ethical principles and professional business dealings practices. Through its Code of Conduct, the
Bank is committed to instill and maintain a culture of professionalism where the utmost ethical standards
prevail. The Bank’s Code of Conduct is based on fundamental principles of integrity; confidentiality and
professionalism. It applies to all Directors, employees, consultants, affiliates and any other person that
may represent the Bank. Saudi Hollandi Bank operates under the governing authority of its Board of
Directors, who respectively, oversees the implementation and effectiveness of its ethical standards and
Code of Conduct.
11- SUBSIDIARIES AND ASSOCIATES
A. Saudi Hollandi Capital
Saudi Hollandi Capital (SHC) was formed in accordance with the Capital Market Authority's (CMA)
Resolution number 1-39-2007 under commercial registration number 1010242378 dated 30 Dhul Hijja
1428 H (corresponding to January 09, 2008) to take over and manage the Group's Investment Services
and Asset Management activities related to dealing, managing, arranging, advising and taking custody of
securities regulated by CMA. SHC is effectively wholly owned by the Bank through direct and
beneficial ownership and commenced its operations effective 2 Rabi’II 1429H (corresponding to April 9,
2008). SHC head office is in Riyadh, and it is operating within the Kingdom.
The authorized, issued and fully paid-up share capital of Saudi Hollandi Capital is SAR 400 million,
consisting of 400,000 shares of SAR 1,000 each.
B. Saudi Hollandi Real Estate Company
Saudi Hollandi Real Estate Company (SHREC), an effectively wholly owned subsidiary of the Bank
through direct and beneficial ownership, was established under commercial registration number
1010250772 dated 21 Jumada I 1429H (corresponding to May 26, 2008) with the approval of the Saudi
Arabian Monetary Agency (SAMA). SHREC engages in the activities of the purchase, sale and leasing
of real estate. It further engages in the registration of real estate title deeds of financed products and
manages real estate funds. SHREC head office is in Riyadh, and it is operating within the Kingdom.
The authorized, issued and fully paid-up share capital of Saudi Hollandi Real Estate Company is SAR
500,000, consisting of 500 shares of SAR 1,000 each.
C. Saudi Hollandi Insurance Agency Company
Saudi Hollandi Insurance Agency Company (SHIAC), an effectively wholly owned subsidiary of the
Bank through direct and beneficial ownership was established under commercial registration number
1010300250 dated 29 Muharram 1432H (corresponding to January 4, 2011) with the approval of SAMA.
The Company was formed to act as an agent for Wataniya Insurance Company (WIC), an associate,
selling its products.
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D. Wataniya Insurance Company
The Bank purchased a 20% equity stake in the Wataniya Insurance Company during 2008 at a cost of
SAR 20 million. It is classified as an associate company. This strategic acquisition enables the Bank to
have an insurance capability to complement the existing retail banking offering. Wataniya was
incorporated on 15th May 2010 and commenced trading on 1st July 2010.
12- LONG TERM BORROWINGS
As of 31st December 2013, the borrowings comprise of three outstanding Sharia’a-compliant subordinated
Sukuk. The 2009 Sukuk for SAR 725 million will mature in 2019, the 2012 Sukuk for SAR 1,400 million
will mature in 2019 and the 2013 Sukuk issue for SAR 2,500 million will mature in 2023. All these
Sukuk are callable at the option of Saudi Hollandi Bank after five years of their issuance date, subject to
SAMA approval.
Further details are provided in Note 14 of the Consolidated Financial Statements.
13- DIVIDEND POLICY
A. Article (49) of the Bank’s articles of association states that the net annual profits shall be distributed
after deducting all general expenses, other expenses and after taking necessary provisions for possible
credit and investment losses and contingent liabilities, and any other necessary deductions proposed by
the Board of Directors in accordance with the Saudi Arabian Banking Control Law. After these
deductions, dividend distribution is subject to the following:
I.

The Zakat due on the Saudi shareholders and tax on the non-Saudi shareholders will be
calculated based on their share of the net profit. These deductions will be made under the laws of
the Kingdom of Saudi Arabia. The company shall pay these amounts to the concerned authority;

II.

Twenty five percent of the net profit after deduction of Zakat and tax as specified in item (I)
shall be allocated for the purpose of constituting a statutory reserve until this reserve becomes at
least equal to the paid up capital;

III.

Out of the remaining net profit, after deducting the Zakat, income tax and any statutory reserve
requirements, five percent at least of the paid up capital shall be allocated for distribution to the
Saudi and non-Saudi shareholders based on their respective contribution to the share capital
according to what was proposed by the Board of Directors and approved by the General
Assembly. In case such remaining net profit is not sufficient for paying such dividend,
shareholders will not be entitled to claim the balance of the said percentage in the subsequent
year or years. The General Assembly is not allowed to propose dividends in excess of what was
proposed by the Board of Directors;

IV.

The remaining amount, after the allocations as stated in Item I, II, III, if any, shall be utilised at
the Board’s recommendation, and as approved by the General Assembly;

V.

The share percentage of Saudi and non-Saudi shareholders is to be maintained when determining
the necessary deduction for the statutory reserve and other reserves from the net profit after
deducting Zakat and taxes, provided these two groups (Saudi and non-Saudi Shareholders) shall
contribute to these reserves pro-rata to their share in the capital which shall be deducted from
their respective share in the net profit.

B. Guiding Principles
In reviewing and setting the annual dividend policy the Board and senior management will be guided by
the following principles:
I.

Dividend sustainability:
To build long term shareholder value and market confidence in the Bank’s future, the amount
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and frequency of dividends to be paid shall be evaluated based on the Bank’s ability to continue
paying at an equal or increased level in the foreseeable future. Risks that may threaten the
Bank’s ability to maintain current levels of dividends need to be identified and evaluated;
II.

Growth of the Bank:
The amount, frequency and type of dividends paid shall not impede the ability of the Bank to
meet its strategic growth plans;

III.

Capital management:
During the annual review and while setting the dividend policy for the current year, the Board
and senior management must ensure that the Bank:




maintains sufficient levels of capital to meet the minimum regulatory requirements as set by
SAMA;
maintains sufficient levels of capital levels to support the Bank’s strategic growth objectives as
presented in the Bank’s ICAAP;
considers any proposed changes to future minimum capital levels made by the Basel committee;
does not hold capital in excess of the requirements as summarized in items I) and II) above.

14- PROPOSED CASH DIVIDEND AND BONUS SHARES
The proposed dividend for 2013 amounts to SAR.468.34 million, a 5.4% increase over the prior year.
This will be subject to approval at the Ordinary General Shareholders Assembly due in first quarter of
2014. It shall be paid to the shareholders in the locations and on the dates as set by the Board of
Directors.
The Board also proposed an increase in the Bank’s capital by 20% from SAR 3,969 million to SAR
4,762.8 million, which will be facilitated through the distribution of 1 bonus share for every 5 shares
held. This proposal is subject to the approval of the Extraordinary General Shareholders Assembly to be
held in the first quarter of 2014.
15- SIGNIFICANT SHAREHOLDINGS
Material shareholdings (i.e. in excess of 5%) during 2013.
1 January 2013
ABN AMRO Bank N. V.
Olayan Saudi Investment Company
General Organization for Social Insurance

Shares Held
158,760,000
86,715,000
38,415,416

31 December 2013
%
40.0
21.8
9.7

Shares Held
158,760,000
86,715,000
41,331,999

%
40.0
21.8
10.4

Change %
0
0
0.7

16- RELATED PARTY TRANSACTIONS
During its ordinary course of business, the Bank conducts business with its related parties. These
transactions are done undergoing the same fair dealing conditions of other parties and it is subject to the
limits stipulated in the Banking Control Law and instructions issued by the Saudi Arabian Monetary
Agency as well as the Bank’s internal related party transaction policy.
Note 34 to the audited Consolidated Financial statements summarises all related party transactions.
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17- BOARD OF DIRECTORS
The membership status of the Bank’s directors during 2013 and their directorships in Joint-Stock
Companies were as follows:
Name
Eng. Mubarak Abdullah Al-Khafrah
(Chairman)

Membership Status
Independent

Mrs. Lubna Sulaiman Al-Olayan
Mr. Sulaiman Abdullah Al-Kadi

Non-Executive
Independent

Mr. Abdulhadi Ali Shayif

Independent

Mr. Eyad Adbulrahman Al-Hussain
Mr. Ahmed Farid Al-Aulaqi
Mr. Jan Koopman
Dr. Bernd van Linder
Mr. Javier Maldonado
Mr. Simon Penney*

Non-Executive
Independent
Non-Executive
Executive
Non-Executive
Non-Executive

Directorship in other listed companies
National Industrialization Co, Malath
Insurance Co., Gulf Chemicals & Industrial
Oils Co., Tasnee & Sahara Olefins Co.
Schlumberger Co.
Saudi
Electricity
Co.,
Chemical
Development Co., Basic Chemical Industries
Co., Saudi United Cooperative Insurance
Company
Arab Cement Co. Ltd, Byblos Bank, Bupa
Arabia Insurance Company
Saudi Tunisian Bank, Safanad Investment
Wataniya Insurance Co.
-

*Mr. Simon Penney resigned from the Board on 23/04/2013

The Board of Directors convened four times during the year as per the table below.
Name
Eng. Mubarak Abdullah Al-Khafrah
(Chairman)
Mrs. Lubna Sulaiman Al-Olayan
Mr. Abdulhadi Ali Shayif
Mr. Sulaiman Abdullah Al-Kadi
Mr. Eyad Adbulrahman Al-Hussain
Mr. Ahmed Farid Al-Aulaqi
Mr. Javier Maldonado
Mr. Jan Koopman
Mr. Simon Penney*
Dr. Bernd van Linder

Sessions
Attended
4

29 Jan
2013

4
3
4
4
3
2
4
1
4

* : Present X: Absent
*Mr.Simon Penney resigned from the Board on 23/04/2013
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22 April
2013

21 July
2013

09 Dec
2013

X

X
X

X
X

X
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Board Committees:
The Board of Directors has three committees - the Executive Committee, the Audit Committee, and the
Nomination and Remuneration Committee.
I. Executive Committee
The Executive Committee is empowered by the Board of Directors in accordance with article 26 of the
Bank's Articles of Association. The Executive Committee shall assist the Board of Directors within the
powers determined for it by the Board, and deal with all matters referred to it by the Board though the
committee shall not have power to alter any decision, rules or regulations taken or laid down by the
Board. It consists of the Chairman and four members of the Board (as below). The Executive Committee
convened 6 times during the year.
Members
Eng. Mubarak Abdullah Al-Khafrah (Chairman)
Mrs. Lubna Sulaiman Al-Olayan
Mr. Abdulhadi Ali Shayif
Mr. Javier Maldonado
Dr. Bernd van Linder

II. Audit Committee
The Audit Committee is a sub committee appointed by the Board of Directors. The Committee is
responsible for monitoring all control issues of the Bank. This Committee oversees the functioning and
independence of the Internal Audit department and considers its recommendations. The Committee has
periodic discussions with management, the internal auditors and the external auditors on matters
affecting Consolidated Financial Statements and internal controls and advises the Board of Directors
accordingly. The Audit Committee convened four times during the year.
Members
Mr. Sulaiman Abdullah Al-Kadi (Chairman)
Mr. Saleh Hassan Husain
Mr. Muffadal Abbas Mohammed Ali

III. Nomination and Remuneration Committee
In accordance with article (15) of the Corporate Governance regulation Issued by CMA decision no. 1212-2006 dated 21/10/1427H corresponding 12/11/2006 and after having the approval of General
Shareholders Assembly in its meeting held on 29th March 2008, the Board of Directors established a
separate committee for nomination and remuneration. The duties and responsibilities of the Nomination
and Remuneration Committee include the following:
1234-

Recommendation of appointments to the Board
Annual review of the requirement of suitable skills for membership of the Board of Directors
Review the structure of the Board of Directors and the absence of conflict of interest of their
membership.
Establish clear policies for the remuneration of Board members and the Bank’s senior
management.

The Nomination and Remuneration Committee convened three times during the year.
Members
Mr. Abdulhadi Ali Shayif (Chairman)
Mrs. Lubna Sulaiman Al-Olayan
Mr. Eyad Adbulrahman Al-Hussain
Mr. Javier Maldonado
Mr. Sulaiman Abdullah Al-Kadi

The Bank’s compensation policies have also been amended where necessary to comply with the Basel
accord.
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18- BOARD OF DIRECTORS AND SENIOR EXECUTIVE COMPENSATION
(All amounts in SAR ‘000)

Details

Executive Board
Members

Salaries & Compensations
Allowances
Annual
&
Periodical
Remunerations
Incentives
Any other Compensations
or benefits (in kind paid
monthly or annually)

Non-Executive Board
Members

Six Executive
Managers in the Bank
Receiving Highest
Compensation,
including MD and
CFO
8,245
3,179

Nil
Nil
Nil

Nil
Nil
Nil

Nil

Nil

10,244

Nil

2,631

Nil

Nil

19- DIRECTORS & SENIOR MANAGEMENT INTERESTS (Including their Spouses and minors)
Board Members_
Including the 1,000 qualification shares held by each Board Member during their term of office, shares
held by the Directors at the beginning and end of 2013 are set out in the table below.
Name
Eng. Mubarak Abdullah Al-Khafrah (Chairman)
Mrs. Lubna Sulaiman Al-Olayan
Mr. Ahmed Farid Al-Aulaqi
Mr. Sulaiman Abdullah Al-Kadi
Mr. Abdulhadi Ali Shayif
Mr. Eyad Adbulrahman Al-Hussain
Members appointed by ABN AMRO
Dr. Bernd van Linder

Shares Held as of
1st Jan 2013

Shares Held as of
31st Dec 2013

7,500
21,150
1,200
7,058
180,000
Nil
4,000
19,794

7.500
21,150
1,200
7,058
100,000
Nil
4,000
Nil

Senior Management:
Shares held by senior management at the beginning and end of 2013 are set out in the table below:
Name

Shared Held as of
1st Jan 2013
Nil
11,994
Nil
Nil

Mr. Lav Kataria
Mr. Musad Abdullah Al-Hammadi
Mr. Yaqoob Al-Oraini
Mr. Fawaz Al-Onazi

Shared Held as of
31st Dec 2013
33
Nil
1,057
1,587

20- EXTERNAL AUDITORS
At the Annual Ordinary General Meeting of the Bank’s shareholders held on 07/05/1434 (19
March,2013), Messrs Deloitte & Touche Bakr Abulkhair & Co. and KPMG Al Fozan & Al Sadhan were
appointed as joint external auditors for the year ended 31 December 2013 for a total remuneration of
SAR 980,000.
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21- PAYMENT OF ZAKAT, INCOME TAX & OTHERS
Zakat and income tax are paid as follows:
a. Saudi Shareholders
Zakat attributable to Saudi Shareholders for the year is an estimated SAR 49 million (2012: SAR 54
million), which will be deducted from their share of future dividends. Zakat paid in prior year will be
deducted from the current year's proposed dividend resulting in a net dividend of SAR 1 per share.
b. Non-Saudi Shareholders
Income tax payable on the current year’s share of income of foreign shareholders is an estimated SAR 119
million (2012: SAR 98 million). Tax liability amounting to SAR 96 million will be deducted from current
year's proposed dividend resulting in a net dividend of SAR 0.55 per share.
c. Governmental agencies
The below table displays the major payments made to governmental agencies.
Payment (SAR 000)
Zakat & Income Tax
GOSI
Visas and passports
Total

2013
178,496
43,959
675
223,130

2012
143,200
40,665
642
184,507

22- SHARE PLAN
In January 2008, the Group launched an equity settled share-based payment plan (the “Plan”) for
executives and senior employees (eligible employees). The initial Plan was approved by the Board of
Directors in their meeting held on 10 Dhu-al-Qa’dah 1428H (corresponding November 20, 2007) and
SAMA in their letter dated 26 Safar 1429H (corresponding March 4, 2008). The vesting conditions were
amended in 2009 as per approval by the Board of Directors in their meeting held on 5 Shabaan 1430H
(corresponding July 27, 2009) and SAMA in their letter dated 20 Dhualqada 1430H (corresponding
November 9, 2009). According to the amended Plan, eligible employees will receive shares in the Bank
if the following terms and conditions are met:
- Eligible employees are required to continue their employment with the Group for a period of two years
from the grant date to have half of their shares vest and another year for the remainder to vest; and
- The Group achieves specific growth thresholds as approved by the Board of Directors where each
threshold will accrue a certain value of shares to the eligible employees.
Under the provisions of the Plan, the Group at no point becomes the legal owner of the underlying
shares. Until such time as these shares vest they will not carry voting rights. As per the plan, SHC
manages the Staff Share Plan Fund (the Fund) which will operate in accordance with the terms and
conditions as approved by the Board of Directors in their above referred meeting and by SAMA in their
above referred letter. Any further modifications in the terms and conditions of the plan require prior
approval of SAMA. Due to restrictions regarding its operations as agreed by SAMA the results and
assets and liabilities of the Fund are not consolidated in these consolidated financial statements.
23-APPLICABLE REGULATIONS
Saudi Hollandi Bank has adhered to the provisions of the Banking Control Law, Saudi Companies’ Law,
and regulations issued by the Saudi Arabian Monetary Agency (SAMA) and the Capital Market
Authority (CMA). In the event of conflicting regulation, the Bank adheres to the existing rules governing
banks and joint stock companies prior to the foundation of the Capital Market Authority.
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During 2013 the Bank paid SAR 352,000 in respect of penalties levied by regulatory authorities in the
Kingdom as per the following table:
Authority Imposing the Penalty
Saudi Arabian Monetary Authority
Capital Markets Authority
Various municipalities
ATM signage penalty
Total

Amount (SAR)
232,100
Nil
19,900
100,000
352,000

24- DECLARATIONS
The Board of Directors hereby declares that:







Proper books of account have been maintained;
The Bank prepares its Consolidated Financial Statements in accordance with accounting
standards for financial institutions promulgated by the Saudi Arabian Monetary Agency and
International Financial Reporting Standards, including International Accounting Standards,
consistent with interpretations issued by the International Accounting Standards Board and as
required by the Saudi Arabian Monetary Agency;
Internal Audit Control was properly and efficiently implemented;
The Bank has no existing contracts in which a Director, the MD, the CFO or a party related to
any of them has a material interest;
There is no doubt as to the Bank’s ability to continue as a going concern.

The Bank has implemented all provisions of the Corporate Governance Regulations issued by CMA with
the exception of applying the Accumulative Voting method in the nomination of the Board Members
which was not approved by the Extra-Ordinary General Shareholders Meeting held on 6th October 2012.
CONCLUSION
The Board of Directors of Saudi Hollandi Bank extends its regards and gratitude to the Custodian of the
Two Holy Mosques, King Abdullah bin Abdulaziz Al Saud, and to HRH the Crown Prince, HRH the
Second Deputy Minister, HE the Minister of Finance, HE The Minister of Commerce and Industry, HE
the Governor of the Saudi Arabian Monetary Agency and HE the Chairman of the Capital Market
Authority for their continued support to the banking community.
The Board of Directors also extends its thanks and appreciation to the shareholders, customers and
correspondents of Saudi Hollandi Bank for their continuing confidence and support.
Finally, appreciation must be given to the Bank's management and staff for their dedication and team
work, without which this year's achievements would not have been possible.
Board of Directors
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