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Saudi Arabian Monetary Agency

Draft of Audit Committee Regulation in
Insurance and/or Reinsurance
Companies

July 2011

SAMA is requesting insurance and/or
reinsurance companies, insurance service
providers, and the public to submit their
comments and views on the draft of the
audit committee regulation for insurance
and/or reinsurance companies within 60
days of its publication in a bid to approve
and apply it. The response shall be
addressed to:

Saudi Arabian Monetary Agency
Al-Ma’ather Street - Riyadh
Cable: MARKAZI

P.O.Box 2992

Riyadh 11169

Saudi Arabia

Attention to the Director of Insurance
Supervision

Fax: +966-1-466-2312

Email: mshayea@sama.gov.sa
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Saudi Arabian Monetary Agency

Regulation of Audit Committees in

Insurance and Reinsurance Companies

Introduction

Objective

1.

This Regulation enumerates SAMA's
requirements in terms of organizing the
Audit Committees' activities in Insurance
and/or Reinsurance Companies.

The objective of this Regulation is to compel
Insurance and/or Reinsurance Companies
to apply high standards to the Audit
Committees' activities.

All parties should abide by this Regulation
which should be read in conjunction with
the Law on Supervision of Cooperative
Insurance Companies promulgated by
Royal Decree M/32 dated 2/6/1424 H and
its Implementing Regulation in addition to
the relevant Laws, Regulations, Instructions
and Decisions.

Part 1: General Provisions

First: Definitions

4.

Without prejudice to the provisions of
article (1) of the implementing regulation of
the Law on Supervision of Cooperative
Insurance Companies, the following terms
used in this Regulation shall have the
meanings shown below unless the context
otherwise requires:

A- SAMA: Saudi Arabian Monetary

Agency.

B- This Regulation: the Audit Committee
Regulation in Insurance and/or
Reinsurance Companies.

C- Company or Companies: Insurance
and/or reinsurance companies.

D- Audit Committee: an independent

committee reporting directly to the
company’s Board and consisting of at least

@Al ol B Aiaipe
sale) gl Cumalil) Sl B dan) jall clad ey

£
-

Crmalil)
o i
ol Al
Lala)) dawid) clllie a0 o3 aaas -
GSHE B Aaalal sl Juel alany
Lol 3ale) j/ PRSI
Ol s G50 Y AU da Caxg oY
ol Alle Lulae Gulai cpadl sl /s
Anal sal gl
A8 pe oty 40 e AU odgr o FN) Cany T
psaly bl gl gadall S s
& Ve A as (S
G L) Ladan) al, _a)EYE/T)Y
Cld il ladaill ol 5 el
LD

ol o] Jod! wibadl

ldy jaiil) :ix’j

S sl ade ciai Ly DAY ae pe cf
GISyE A e Pl Ldan) AaDU oe
el s LS aealy (sl el
el DU bd B oy L Agy)
G iy ol Le lgie S Al daa gl
selly CadlA
csmadl o pal) 2l L et 3al)
IS 58 b Aaal el glal a3V 4B -
ol 3ale) j/ PRSI
s ol S i s pal o Aspil -
Lol 3ale)




Saudi Arabian Monetary Agency

Insurance Supervision Department

Lﬁdj’“-“n ‘f)ﬂ\ K| :\.uu.ujA
el 380 ya 3 410

3 and no more than 5 members, none of
whom shall be executive director or
manager of the company, with a majority of
non-board members. The committee’s
mandate  includes = monitoring  the
performance and implementation of the
internal control systems of the company,
ensuring the effectiveness and efficiency of
those systems, verifying the implementation
of internal control decisions and actions,
and verifying compliance with the
requirements of the Law on Supervision of
Cooperative Insurance Companies and its
implementing regulations, other applicable
laws, regulations, and instructions in
addition to the requirements set forth in this
regulation.

E- Compliance Control Department
(Compliance Department): an independent
department that reports to the Audit
Committee on technical matters and to the
Chairman of the Board administratively. Its
mandate is to verify of the company’s
compliance with the laws, regulations,
instructions by SAMA. The department
submits, to the audit committee, reports on
the company’s violations of the laws,
regulations, and instructions and on all paid
indemnifications and claims which violate
the technical standards for such payments.
This definition applies to the Compliance
Officer.

F- Internal Audit Department: an
independent department that reports to the
audit committee on technical matters and to
the Chairman of the Board administratively.
Its mandate is to set the audit action plan for
the company, to monitor the company’s
performance through evaluating and
verifying the operations to ensure that there
are no financial or non-financial violations
of the company’s internal systems,
particularly to the policies and procedures
related to the company’s different activities,
to ensure the compliance with the internal
control systems, to ensure the effectiveness
and efficiency of those systems, and to
verify the implementation of decisions and
actions resulting from internal audit’s
activities. The department submits its
reports to the audit committee. This
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definition applies to the Internal Auditor.

Second: Scope

5.

This Regulation applies to Insurance and/or
Reinsurance Companies and SAMA is
entitled to compel any insurance service
providers to abide by this regulation when
it is necessary.

Third: Compliance Measures

6.

Companies must establish appropriate
written controls and procedures to ensure
and monitor compliance with this
regulation including the compliance of all
contracted parties.

Companies must maintain adequate records
to demonstrate compliance with this
regulation, including but not limited to, the
committee’s minutes of meeting in addition
to the reports and recommendations that it
issues.

Fourth: Non-Compliance

8.

Non-compliance with the requirements set
forth in this regulation will be deemed a
breach of the Law on Supervision of
Cooperative Insurance Companies and its
Implementing Regulation and the licensing
conditions and may subject the company to
enforcement action.

Part 2: Specific Provisions

First: Scope of Authority

9.

The Audit Committee is entitled to contact
directly all employees, committees, legal
consultants, internal and external auditors
in the company’s head office and/or
branches, in addition to the other
stakeholders. It also has the right - without
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the Board’s approval - to check all registers
and documents (private and confidential)
and regulations to perform its activities.

Second: Confidentiality

10.

All committee’s members should preserve
the confidentiality of all the subjects related
to the committee’s activities.

Third: Conflict of Interests

11.

12.

The committee’s member is not entitled to
have any direct or indirect interest in the
company’s works and contracts.

The committee’s member is not entitled to
take part in any work that might compete
with the company or trade in the activities
performed by the company. The company
has the right to claim for compensation or
deem the operations that the member has
initiated for his personal interest as part of
the company’s business.

Fourth: Financial Transactions with the
Company

13.

The company should not issue or renew any
insurance policy to any of the committee’s
members or related stakeholders unless
after the full payment of the premium. If
any of the committee’s members submits a
request for the payment of a claim on an
insurance policy issued to him by the
company, the claim should be addressed
according to the procedures of article (44) of
the Implementing Regulation of the Law on
Supervision of Cooperative Insurance
Companies and the Compliance Officer
should be also notified about any
compensation due to any member.
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Part 3: Setting up the Committee and
Organizing its Activities

First: Setting up the Committee

14. The committee is setting up by a decision of
the Board stipulating the formation of a
committee called “ Audit Committee”.

Second: Appointing Members and their
Membership Period

15. The Board of Directors - after obtaining the
SAMA’s non-objection in writing - shall
appoint the Audit Committee members for a
three-year term.

16. The Board is entitled to renew the term of
the committee or one of its members - after
obtaining SAMA’s non-objection in writing
- for another three-year term and for one
time.

17. The membership term of the Board member
who is also a member in the Audit
Committee is related to his membership
term in the Board of directors.

18. SAMA is entitled to dismiss a member or
members of the Audit Committee in case of
any violation of this Regulation’s articles or
in the Law on Supervision of Cooperative
Insurance Companies and its Implementing
Regulation.

19. Members of the committee has the right to
resign and the resignation request should be
submitted to the Board three months before
it becomes effective, otherwise he will be
responsible towards the company.

20. The member is considered resigned if he
does not attend the committee meetings for
more than three consecutive times without
presenting an excuse accepted by the Board.

21. If there is a vacant seat in the Audit
Committee during the membership term,
the Board shall assign - after obtaining the
SAMA'’s non-objection in writing - another
member in the vacant position and the new
member will complete his predecessor’s
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term.

Third: Organization of Membership

22,

23.

24.

25.

26.

The Audit Committee shall consist of at
least three members and no more than five,
provided that the majority of them are from
outside the Board.

The committee members should not be
appointed among the company’s executive
managers, employees or consultants.

The committee member should not be a
member of the Board or Audit Committee of
any other company operating in the
insurance sector and he is not entitled to be
a founder of any similar companies.

The Audit Committee member should not
be from the executive members of the
Board.

The Audit Committee member should
familiar with financial issues, accounting,
financial ~ reporting and  insurance
companies' audit and he should review the
related Laws, Regulations and Instructions.

Fourth: Appointing the President and the
Secretary of the Committee

27.

28.

29.

The Board of Directors shall -after obtaining
SAMA’s non-objection in writing- appoint
one of the Audit Committee’s members as
president of the committee.

The Chairman of the Board should not be a
member or president of the Audit
Committee.

The Audit Committee shall appoint a
secretary to handle the administrative tasks,
prepare the meetings minutes, ensure
members signed these minutes and
schedule the committee’s meeting dates in
coordination with its president.

Fifth: Committee Members Compensation

30.

Every member of the Audit Committee is
eligible for a payment for each committee
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meeting attended. The value of the payment
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H- Ensure the company's compliance with
the actuary suggestions and
recommendations.

I- Determining the monthly salary and
bonus of the compliance control department
manager or the compliance officer after
obtaining the Board's written approval.

J- Determining the monthly salary and
bonus of the internal audit department
manager or the internal auditor after
obtaining the Board's written approval.

K- Reviewing the audit plan of the internal
and external auditors.

L- Reviewing the critical accounting policies
and procedures in addition to the
modifications that might be introduced
thereto.

M- Coordinating between internal and
external auditors.

N- Reviewing the external auditors reports
and submits the related recommendations
to the Board.

O- Reviewing the reports of the internal
audit department or the internal auditor
and submit the related recommendations to
the Board.

P- Reviewing the reports of the compliance
control department or the compliance
officer ~and  submits the related
recommendations to the Board.

Q- Reviewing the actuary reports and
submits the related recommendations to the
Board.

R- Reviewing the comments of SAMA and
the related supervisory and control entities
and submits its recommendations to the
Board.

S- Reviewing the internal and external
auditors' assessment of the internal control
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processes. LAl A el jaY el
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eJ\J\g\ u.ula..q J\JS.}

33. The committee members should, while e@-‘*\-e-“ i S oL 2l cloac] ey s
performing their tasks, give priority to the ] . . .
company’s interest against any other Al jliel (g o A8 dl) dalias s
considerations that might affect their work " : N
cagd ) Lac| i
or decisions. el Ay pellacl e i 8
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Eighth: Relation Between the Audit Committee Cpaloally Analall Al g B Ul

and the External Auditors

O B
34. Important issues of relevance between the Lall n AD b sl gdl Ja K

committee and the external auditors
include, as a minimum, the following:

A- The key amendments made by the
company to its accounting policies.

B- The main conflicts with the management
regarding any issue pertaining to asset
protection and internal control.

C- The violations of Laws, Regulations and
Instructions issued by the supervisory and
control entities or the non-compliance with
the company’s policies and measures.

D- The comments of other auditors (to
external branches) on accounting policies,
reports and professional conduct.

E- The deficiencies in the general structure
of the internal control systems and their
activities.

F- The main errors in the financial

statements.

G- Management decisions and the basis on
which the external auditors relied on to
validate the accounting estimations such as
allocations and technical reserves.

H- Accounting principles, standards and
disclosure decisions related to extraordinary
transactions.

I- Adequacy of technical provisions and
reserves set by the company and approved
by the Actuary.

J- The Actuary Reports.

K- Any key issues in dealing with the
management that might have affected the

t aa Y G A Ganal
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auditing activities.

L- Internal controls and assessment of the
company’s assets and financial solvency.

M- Any other issues submitted to the
committee and comes under @ its
responsibility.

N- Any amendments introduced to the
audit scope and its reasons.

Ninth: Committee Meetings

35.

36.

The committee meeting shall not be held
without the presence of two-thirds of its
members.

The committee shall meet at least six (6)
times a year and is entitled - if needed - to
hold other meetings in response to any of
the following cases including but not
limited to:

A- Upon the request of the Chairman of the
Board

B- In case the external auditor, internal
auditor, compliance officer or actuary
requests a committee meeting due to a
reason that requires so.

C- Meetings on other issues such as:
= Financial and audit issues
=  Compliance issues
= Conflicts of interest
= Professional and ethical codes of
conduct

Tenth: Committee’s Decisions

37. The committee’s decisions are issued by the

majority of the members and in case of
equal votes, the vote of the committee’s
president shall give preponderance,
provided that the committee’s secretary
notes the view of the other party in the
minutes of meeting.
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38. Voting on the committee’s decisions on
behalf of or by proxy from any of the
members is not allowed.

Eleventh: Committee’s Meetings Attendance

39. The committee is entitled to invite - if
needed - whomever it deems relevant from
within or outside the company to attend its
meetings.

Twelfth: Audit Committee Action Plan

40. The Audit Committee shall develop a
detailed action plan stating its roles,
responsibilities and mandate, provided that
the action plan is approved for
implementation by a Board decision.

Part 4: Committee Connection with the
Related Parties

First: Committee’s Connection with SAMA

41. The committee’s Chairman shall provide
SAMA directly and without referring to the
Board with copies of the reports and
recommendations it issues and the related
decisions issued by the company within
seven (7) working days maximum as of the
report submission date.

Second: Committee’s Connection with the
Board

42. The committee shall submit directly its
reports and recommendations to the Board
to take the necessary actions and take the
appropriate decisions.

Third: Committee’s Connection with the
Internal Audit Committee

43. The Manager of the Internal Audit
Department or Internal Auditor shall
submit their reports directly to the Audit
Committee in case of any financial or non-
financial infringements related to the
company’s internal systems or in case of
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44.

45.

non-compliance with the Internal Audit
Manuals and the implementation of the
internal audit resulting decisions.

The Manager of the Internal Audit
Department or Internal Auditor shall
provide SAMA directly and without
referring to the Board, the audit committee,
or the senior management with copies of the
reports submitted to the audit committee
within seven (7) working days maximum as

of the report submission date.

The Manager of the Internal Audit
Department or Internal Auditor reports
directly to the Chairman of the Board with
respect to administrative roles and
functional performance, and none of the
company’s executive managers have direct
or non-direct authority on the Internal
Audit Department Manager or Internal
Auditor. In addition, the Company cannot
dispense the Manager of the Internal Audit
Department or Internal Auditor unless it
has a written approval from SAMA.

Fourth: Committee’s Connection with the
Compliance Control Department

46.

47.

The Manager of the Compliance Control
Department or Compliance Officer shall
submit their reports directly to the Audit
Committee in case of any violations or
infringements of the Law on Supervision of
Cooperative Insurance Companies and its
Implementing Regulation or SAMA’s
Regulations and Instructions as well as in
case of any violations or infringements of
related Laws, Regulations, Decisions or
Instructions.

The Manager of the Compliance Control
Department or Compliance Officer shall
provide SAMA directly and without
referring to the Board, the Audit Committee
or the senior management with copies of the
reports submitted to the audit committee
within seven (7) working days maximum as
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of the report submission date. & e dae (’L«‘i fase e 3 Y b2 DA

8 ad )
48. The Manager of the 'Compliar‘lce Control il ) }j Aallall 348 )0 5 e Jasi g EA

Department or Compliance Officer reports ) )
directly to the Chairman of the Board with D odle Wals ) 300Y) Galae i g aldail)
respect to administrative roles and bt ey il alh L
functional performances, and none of the alee Ay Y il T
company’s executive managers have direct Omatll el jaal e L;)! OsSe Yy cdals gl
or non-direct authority on the Compliance L. T fa
Control ~ Department  Manager  or e S A
Compliance Officer. In addition, the il yal o dldadl) 48 S e e Jlac|
Company cannot dispense the Manager of L ’
the Compliance Control Department or os slmanl) AS,All Sa Vool

Compliance Officer unless it has a written I s fy\ <) s oL atls
approval from SAMA. d 2 d . Do JEE 1
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