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General Directorate of Banking Control

(Part one)

Definitions:
Agency: Saudi Arabian Monetary Agency "SAMA".

Bank: Banks, licensed by Saudi Arabian Monetary
Agency to carry out banking business in the
Kingdom, and their foreign branches, in accordance
with the provisions of the Banking Control Law.

Executive Member: A member of the Board of
Directors who is also a member of the executive
management of the bank and participates in the daily
affairs of the bank and earns a monthly salary in return
thereof.

Non- Executive Member: A member of the Board
who provides opinions and technical advice and is
not involved in any way in the management of the
bank and does not receive a monthly or annual salary.

Independent Member: A member of the Board who
enjoys complete independence. This means that the
member is fully independent from management and
the bank. Independence is the ability to judge things
after taking into account all relevant information
without undue influence from management or from
other external entities.

Independence cannot be attained by a Board member
in the following situations:

a. If the member is currently conducting, or was
conducting in the last two years, executive
assignments in the bank.

b. If the member owns 5% or more of the bank or

any of its affiliated companies.

c. If there is a relationship of first-degree with any

member of the Board or any member of the

affiliated companies of the Bank.

If there is a relationship of first-degree with any

senior executive of the bank or with any of the

executive directors of other affiliated companies
of the bank.

e. If he is a member of the Board of Directors of a
company which has availed financing facilities
(funded or unfunded) from the bank.

f. If he has a borrowing relationship with the bank
(credit card, credit facility, guarantees...etc.) in his
own name or in concert with his family members
(first-degree) of more than 300,000 SAR.
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General Directorate of Banking Control

g. If he was a partner or an employee of one of the
external audit firms of the bank or one of its
subsidiaries during the last two years.

h. Being a representative of a legal person that holds
a five percent or more of the issued shares of the
bank or any of its affiliated companies.

The bank should notify SAMA within (5) business days,
if the independent director has impaired his independence
for whatever reason.

First-degree relatives: parents, spouse and offspring.

Stakeholders: Any person having an interest or a stake in
the bank, such as shareholders, employees, investors,
creditors, customers, suppliers, and supervisors.

Minority Shareholders: Shareholders who represent a
segment of non-controlling investors of the bank and, therefore,
they are not able to affect the bank’s policy and strategy.
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General Directorate of Banking Control

1.

Introduction:

SAMA has issued Principles of Corporate
Governance for banks operating in Saudi Arabia, in
accordance with the best practices recognized
internationally. The members of the Board of
Directors of the bank and its senior management must
apply these Principles, in addition to understanding
the related risks. They should ensure that capital
adequacy ratios and provisions are commensurate
with the size of risks and levels of liquidity and
lending, thereby, protecting the rights of depositors,
shareholders and other stakeholders.

These Principles complement the regulations, rules
and circulars issued by SAMA and the Capital Market
Authority regarding the core principles of corporate
governance. These highlight the roles of the Board of
Directors and Senior Management in  risk
management, setting strategies and defining
responsibilities.

The Principles are intended to assist banks in
enhancing their corporate governance frameworks,
and to help Board members and senior managers to
oversee the bank’s activities.

Earlier, SAMA has issued a clarifying memo on
"Powers and Responsibilities of the Board of
Directors of Commercial Banks in Saudi Arabia™
to assist members to comply with the Banking
Control Law and the Company Law. Also, it required
the application of accounting systems and internal
control systems in addition to determining the
responsibility of Board members in monitoring the
assets and liabilities, investments and profitability of
the bank. Recently, SAMA also issued Compensation
and Incentive Rules and a Guidance Manual on
“Audit Committees”, clarifying the composition of an
audit committee, its work mechanism and the role and
responsibilities of its members.

SAMA issued a circular to the banks regarding:
“Requirements for Appointments to Senior
Positions in Financial Institutions Supervised by
the Saudi Arabian Monetary Agency" aimed at
ensuring that directors and senior managers possess
integrity, honesty, and good reputation.

Moreover, during the last three decades, SAMA has
issued several guidance documents related to
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General Directorate of Banking Control

corporate governance including Internal Controls
guidelines; Know Your Customers rules, Anti-Money
Laundering and Combating Terrorism Financing,
rules for Combating Fraud and a Code of Professional
Ethics of Staff in addition to issuing specific
regulations on the function of Internal Audit
Department and the role of External Auditors. SAMA
also requires banks to establish a specialized
Compliance Unit, to ensure the application of the
International Financial Reporting Standards and to
use the services of two certified accounting firms_for
external audit.

The Board of Directors should realize that working in
the banking sector is different from carrying out any
other business, due to the following reasons:

a. The banking sector involves more risks than
other sectors.
b. Banks incur obligations to depositors who

may withdraw deposits at any time, and,
therefore, there should be sufficient liquidity
available to meet the potential needs of
depositors.

c. Failure of a bank to meet these needs may
affect other banks, which consequently may
affect the whole banking sector.

The size of the obligations undertaken by the
bank and the potential risk posed to it when
accompanied by weak internal control can
lead to financial crises.

e. Banking risks are more complex and difficult
to understand by both investors and even by
the Board members in some cases.

8. Corporate Governance has become one of the most

important concerns in the business world. The
application of good principles of corporate
governance can lead to many benefits, including:

a. Improving operational efficiency and assisting in
decision-making process.

b. Attracting foreign investments.

¢. Improving credit ratings and lowering the cost of
capital.

d. Building or restoring confidence among key

stakeholders.
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General Directorate of Banking Control

10.

11.

12.

Enhancing relationships with borrowers.

f. Increasing the financial markets stability and
contributing to  economic  growth  and
employment.

Corporate governance is a key element in improving
economic efficiency and growth, as well as enhancing
investor confidence. Corporate governance involves a
set of relationships between company management
and its Board of Directors, shareholders and other
stakeholders. It also clarifies the general framework
through which goals are set and their achievements
can be supervised and performance be reviewed.
Corporate  governance should provide proper
incentives for the Board members and executive
directors to pursue the bank’s objectives and to realize
the interests of the company and its shareholders. The
presence of an effective corporate governance system
contributes to higher rates of trust and enhances the
market efficiency.
Corporate Governance is concerned with the way in
which business and affairs of banks are managed by
Board of Directors and senior management,
particularly regarding the following:
a. Setting the bank’s objectives.
b. Management of the Bank's work.
c. Protecting the interests of depositors.
d. Complying with due responsibility towards the
shareholders and other stakeholders.
e. The Bank's activities should not contradict with
applicable laws and regulations.

An efficient corporate governance system requires
independence and separation of the post of the
Chairman of the Board from that of the Chief
Executive Officer (General Manager). It also requires
the existence of an organizational structure with clear
assignment of powers and responsibilities between the
main parties of the bank, including shareholders,
Board members and managers. It also requires the
establishment of a general control framework with
internal control and risk management systems,
internal audit, compliance function, and an external
audit.

Principles of Corporate Governance have gained
international importance after the issuance of

Sgdl e L L)t 3,15y

i) ae ARl 55 .
—3 ale—u s AL Bl s sy L
el pailly Cala gl

-
FE N

o e Ly |y aie lS, N A Som e
B 3 e e Sl b ¢ selly Aol BV e LS
e b, Sga (ge—ally . o)
Oda s 48,8 503 ey L) e A e gana
-l el Lepatl e s |
dig i Alall LY e Ll LS oy )
leas 5 o caly ayly calaa¥l an aia DA o«
Lol Wl s)lay) et o sy el Aa sl
ciyay) Ll e A ulie jBls s des  asa
Gilaal 3wt Lo pae Ll oy anl) )yl
el mllaepaial ae 3 day Loayy el
N we pd) 3 A aSsall Jload alday s 5 aalyg

BelsS S Gal) Jae ajan g 4

) 4

PrreA ||

el il

&)

IVl sl ubcilSy alldesy s b
‘B‘)\J:)“ u»_‘;.A d—‘? C—e GJJL\A_AJ\ U}—;"‘:“} 2\4‘)\3_"13‘

f e il Laan Vs cLlall 30015

i) Calaal s

) Jae 33

e dgall mllae Lles

Claals cpaalual olas Al Alguall AN L
BAY wllad

sl Al ae i) Aaiil (et p2e

'

Sy D) JUaill A aSpal) Al s o U,
um.gj‘)_‘\ L—als (o a)\d}“ U'“—‘M L) A
JSla 5 dlg ol 1b iy L (plall o all) o3 anl)
Gl _all b lay mgesa A glls A aglans
e i) 3 Al Gl 1Y) g gyl
Bl ) (uddtig )y el el ey cnaal e
Tvb‘\ 3y EPN — 2_113‘)_“ e\_{: J\_k;\ H} 6_“\
) Al A dalal A aalall 5yl Ll all

@‘)\A CAbAJ ?bﬂ\ U\J\} :\_AA\J

i den A el GlS, ) A Sa psalw ca i)
il bl eaially ol

‘\Jéﬂ e A2 r‘)‘\ AA;\

)

Y



General Directorate of Banking Control

13.

guidance instructions on corporate governance by a

number of competent entities and organizations,

which have been accepted as an international

benchmark. These entities include:

a. Basel Committee on Banking Supervision

b. Organization for Economic Co-operation and
Development

¢. Islamic Financial Services Board (IFSB)

d. The World Bank

These Principles have been issued in both Arabic and
English. In the event of discrepancy in the
interpretation of the two texts, the Arabic text shall
prevail.
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(Part two)

Principles of Corporate Governance
Principle 1:

The qualifications of the members of the Board:

Board members should be qualified to perform the
tasks entrusted to them. They should have a clear
understanding of their required role and be able to
exercise sound and objective judgement on all affairs
of the bank. They "collectively" should have a mix of
professional, practical and managerial skills, financial
experience, high reputation and competence, integrity
and ability to oversee, follow up and direct the bank to
achieve its strategic goals.

14. The Board should disclose the CV of all members of
the Board of Directors so that shareholders and
investors can judge their competence and their ability
to carry out their functions effectively. Also, the
Board should disclose the mechanism used to oversee
the integrity and performance of members, taking care
not to nominate_any member already sentenced by a
court judgment or convicted of a crime involving
moral turpitude and honesty.

15. The effectiveness of the Board depends on the experience

and judgment of Directors and their ability to judge from a

comprehensive perspective, and to effectively participate in

the Board’s deliberations. They should be familiar with
issues raised before taking a decision thereon.

16. Board of Directors should possess a high level of

knowledge, experience and skills, in addition to

continuous desire to learn and develop. Qualifications
of the members should include the following
character traits:

a. Leadership: A Member should have leadership
skills and the ability to delegate powers, to
provide effective oversight over the affairs of the
bank and to adhere to corporate values and
professional ethics.

b. Independence: The ability of the member to be
neutral and objective in decision making and
without undue influence from management or
from other external entities.
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17.

Competence: It is reflected by the level of
education, training, skills and desire to continue
learning, as well as diversified experience of no
less than ten years in different areas institutions
position jurisdictions, such as banking, insurance,
business, economics, and accounting.

Guidance: the ability to provide strategic
guidance, long-term planning and a clear future
vision.

Financial Knowledge: the ability to read and
understand financial statements and reports as
well as ratios used to measure performance.

Age: the member should be in good health and be
able to carry out his duties.

Commitment of members of the Board to the
principles of truth and honesty, loyalty, and paying
attention to the bank’s interests are the most important
requirements to achieve the principles of sound
governance, particularly the following:

a.

Honesty: The member's relationship with the
bank must be professionally honest, and the
member should disclose, like any other officer,
any relevant information before executing any
transaction or contract with the bank or its
subsidiaries.

Loyalty: Members of the Board and Senior
Management of the bank should avoid
transactions involving conflict of interest, and
they should make sure that the transaction or
transactions are fair and carried out without any
preference.

In order to achieve the desired loyalty, the

member shall :

e Exercise his role honestly and with integrity,
placing the bank's interest over his own.

e Avoid conflict of interests and not to exploit
his position to achieve personal goals.

e Inform the Board (without delay) of any
potential conflict of interest and not to vote on
any decisions that might affect the interests of
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the bank, its depositors and its shareholders.

¢ Maintain confidentiality of information and not
to disclose it to any other party, and avoid
using it for personal gains.

¢ Not exploit the bank’s assets for personal gain.

Care: Includes carrying out all duties and
responsibilities defined in the Articles of
Association of the bank and those set by the
supervisory and regulatory authorities, and seek to
obtain all the information available to make
sure that all decisions are taken in favor of the
bank. In addition, a member must undertake the
following :

o Work with full honesty for the interests of the
bank, its depositors and its shareholders.

e Raise relevant questions and discuss with the
senior management of the bank.

e Ensure the inclusion of important and key
topics in the Board’s agenda.

e  Ensure that bank's compliance with the application
of all related regulations and instructions.

e Attend meetings regularly and not to be
absent without a valid excuse.

e Ensure that the Executive Board member
provide comprehensive information to the
Board when requested.

e Control and supervision over the management
of the bank.

Sgdl e L L)t 3,15y

cArablisag 4acdgag

ol _d) pi—cy Al agleall A5y —c LU &l
g alii oY) (o iad 1) 36l ¢, 4T (s, L
.w” .o k._h.utSA . ,.S

el il b i) Clag age Pl o
.w: 35
Sl gy wally il gl Aol Je iy al—aia¥) .

oYy el WL AL Ll dsaa sl
P W 1 Y PO U ) Y6 N | U LM |
Gl asheall 188 e Jyanll ) el
b 338 8 gen o e 2 S 381 sl
e el B YA ) el Al

t L ALl gl

4 eoseyel alldal add Gl J S aall
@AAL»A}

eha Wl A ddlieg i Bl cldil W sy L
b Al A egad) o alsd) 2o} (e 2 <E

codaal) Jleel Jgaa

= RN GV P SV S . 1 ) S N
AL @b Elagdally

sl L elday) s ama
REIR PR N Jﬁs
Gl ) e laa 5 me o &y oo <l
Al Jla 8 Galall 2Lels sl

il sl e Al Glyay)

L;U‘A — “\i“\“ ¢ hY cq el

-10-



General Directorate of Banking Control

Principle 2:
Composition, Appointment and the Board Affairs

The Board should set out and ensure clear lines of
responsibility and accountability at all levels of the bank.
There must be a strict separation of responsibilities at the
level of the senior management of the bank. Members of the
Board shall choose a non-executive Director as the
Chairman of the Board of Directors, who must ensure a
fair representation of independent and non-independent
Directors according to the bank’s size and its activities.

18. The Board must choose a Non-Executive Director as
Chairman of the Board, and also the Board may select
a non-executive member as Vice-Chairman (after
obtaining a “no-objection” of the Saudi Arabian
Monetary Agency). The Chairman and Vice-
Chairman shall not exercise any of the responsibilities
of the Chief Executive Officer (General Manager),
and there should be a separation of responsibilities
and distribution thereof.

19. Each bank shall adopt specific procedures and
instructions to nominate and select members of the
Board. The number of executive members in the
board shall not exceed two and at least two board
members must be independent. The Board should
determine whether a Director is independent and
assess his ability to judge things, and determine
whether there are any relationships or circumstances
which might affect, or could appear to affect, the
Director’s independence. The bank should consult
with and inform SAMA and obtain its written no-
objection before the nomination, the appointment of
any board member or any employee from the senior
management positions, and also notify SAMA in
writing of the accepted resignation/ceasing to
continue working/ or termination of the services of
any board member or any employee from the senior
management for whatever reason, within (5) business
days.

20. The Articles of Association of the bank shall specify
the number of the Board of Directors and their
responsibilities, bearing in mind that according to the
best practices, the appropriate number of Board
members is between nine and eleven.
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General Directorate of Banking Control

21.

22.

23.

24.

25.

26.

No person shall be a Director on the Board of more than
one bank licensed and incorporated in the Kingdom of
Saudi Arabia. A Board member may participate in the
membership of the Board of other companies other than
banks, with a maximum of five listed companies
provided that there should be no conflict of interests in
his membership in any of these companies. Any Board
member or employee of a bank who has been
adjudicated bankrupt or convicted of a moral offence
shall be considered as having resigned his post.

The term of the members of the Board shall be three
years (All Directors, including the Chairman of the
Board and general manager shall re-nominate
themselves every three years through the Ordinary
General Assembly (OGA) which follows their
appointment).

Each bank must get SAMA no objection before the
appointment of the board members and members of
the board committees.

According to best practices, it is preferable that a
board member should not serve on the Board and its
committees for more than twelve consecutive years
from the date of issuance of these principles.

The board should set an appropriate succession policy
for replacement of its members to ensure continuity
and graduation in the process of replacement. The re-
nomination will help to assess the performance of the
Board and its committees and the performance of
each of its members. It is worth mentioning that
appointment and re-election apply to the Managing
Director in his capacity as a member of the Board
rather than as a chief executive or general manager of
the bank.

Each bank should form a Nomination and
Compensation Committee (NCC). The functions of
the Committee include reviewing the curriculum vitae
and evaluation of nominated members of the Board,
and other functions as defined under SAMA Rules on
Compensation Practices. The Board shall adopt
specific procedures for assessing the effectiveness of
the Board and reviewing the performance and
contribution of each of its members
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General Directorate of Banking Control

27.

28.

29.

30.

3L

All appointments to senior positions including as
members of the Board of Directors of the bank shall
be made in accordance with the SAMA’s
Requirements for Appointments to Senior Positions in
Financial Institutions issued in July 2013.

The Board shall carry out, on a periodical basis,
regular assessment of both the Board members as a whole
and of the individual Board members. Entrusting an external
entity to carry out a Board assessment can contribute to the
objectivity of the process. The Board should periodically
review the effectiveness of its own controls and work
procedures, and identify weak points and make any
necessary changes whenever the need arises thereof.

Members shall be provided with induction programmes
and comprehensive information on the bank’s mission, its
strategies and best professional practices. In addition, the
strategic objectives that the bank seeks to achieve shall be
defined. The bank shall provide members of the Board
(executive and non-executive) with a memorandum
outlining their roles and responsibilities, and contractual
terms and conditions between the two parties. The bank
shall have in place a mechanism to monitor new
supervisory rules and control regulations, and their
potential impact on both the bank and individual members.

Members of the Board shall meet to discuss and study
the strategies of the bank provided that the number of
meetings shall not be less than four a year, apart from
the Annual General Assembly meeting. All members
should attend and participate in Board meetings, and
if a member fails to attend three meetings a year
without an excuse, he/she should be substituted by
another member. It is advisable that non-executive
Directors meet periodically.

The Secretary of the Board of Directors shall conduct
his/her responsibilities as directed by the Chairman of the
Board. His/Her responsibilities include ensuring the
availability of appropriate means of communication for the
exchange and recording of information between the Board
and its committees and between members of senior
management and non-executive board members in addition
to maintaining minutes of the Board meetings. The minutes
are the permanent official record of the work and decisions
taken by the Board and its subcommittees. The Minutes
should be accurate and should clearly reflect all the items
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General Directorate of Banking Control

32.

33.

and topics discussed during the meetings of the Board of
Directors and should record all decisions taken and any
other matters discussed at the meetings.

The Board’s minutes shall document any votes made
during the meetings, including objections or
abstention from voting. Any documents referred to
during the meetings shall be attached and referred to.
A comprehensive statement should be prepared
containing the names of the present and absent
members, and a list of committees approved and any
case of abstention (if any) by any member and the
reasons thereof.

Minutes of the meetings shall be distributed to the
parties concerned within a period not exceeding fifteen
(15) days. The person or entity responsible for
implementing the resolutions taken shall be determined.
The Board should, at the beginning of each year, set a
specific timetable for receiving reports from the
committees concerned and internal and external auditors,
and shall ensure that the mechanism for the collection,
preparation and submission of reports and data is in place
and in line with the internal adopted policy. It shall also
ensure the preparation of important information and its
presentation to the Board on a timely basis.
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General Directorate of Banking Control

Principle 3:

Board Responsibilities:

The Board shall oversee the business of the bank, including
approving and overseeing the implementation of the bank’s
strategic objectives, and approving risk strategy, corporate
governance rules and principles of professional conduct.
The Board is also responsible for supervision of senior
management. Members of the Board shall carry out the
tasks and responsibilities entrusted to them by ensuring
that adequate policies and procedures for supervision and
control of the bank's performance are in place.

34. Every bank shall have an effective Board to be responsible
for the success of the bank. The Board's role is to achieve
the strategic objectives of the bank and to ensure the
existence of a general framework of oversight control
systems through which risks can be assessed and managed.
It should also develop a robust corporate governance rules
and approve and supervise the application by the bank of
professional values and principles including the application
of the Code of Professional Conduct.

35. The Board of Directors is ultimately responsible for the
management of the bank's affairs, including approving
and overseeing the implementation of the bank’s strategic
goals, approving risk strategy and monitoring the
implementation of corporate governance rules. The Board
is also responsible for dissemination of best professional
values and conduct and providing oversight over senior
management and monitoring its performance.

36. The Board should ensure the soundness and solvency
of the bank and maintain effective relationships with
supervisory and regulatory authorities. The Board
members should also study and understand relevant
regulations and legislation related to the banking
sector at the top of which is the Banking Control Law.
They should also know SAMA’s Requirements for
Appointments to Senior Positions in Financial
Institutions  Supervised by SAMA, and the
Explanatory Memorandum of the Powers and
Responsibilities of Board members, in addition to
other SAMA rules and regulations as well as rules
and instructions issued by other related entities.
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General Directorate of Banking Control

37.

38.

39.

40.

41.

42.

The Board shall ensure adequacy of human and
financial resources to achieve the strategic goals and
ensure the implementation of the obligations of the
bank to all relevant parties. It should ensure
compliance of all employees with established policies
and procedures, in addition to their responsibilities to
protect depositors' and shareholders' funds.

The Board shall select and change (if needed)
executives in key positions, and ensure that the bank
has an appropriate replacement policy for the
replacement by an appropriate alternative with
necessary skills eligible for the office.

The Board of Directors should promote integrity and
professional conduct within the bank. The Board should
ensure that the Senior management is following policies
which may prevent or limit activities and relationships that
might affect the application of the principles of governance.
The Board should develop a written policy for settlement
of complaints and disputes that might arise between the
bank and its stakeholders.

The Board should inform SAMA about all
punishment or penalty imposed on the bank by any
other supervisory, regulatory or judicial authority that
is listed in the Fit and Proper forms regarding
Requirements for Appointments to Senior Positions in
Financial Institutions Supervised by SAMA, within
(5) business days from the date of the penalty.

Under the direction and supervision of the Board, the
senior management shall ensure that the bank's
activities are consistent with the business strategy,
risk levels and policies approved by the Board, and
ensure proper procedures are in place to communicate
periodically with the bank's  major borrowing
customers in order to assess their risks. It is important
to take into account the corporate governance
frameworks in place at the bank's clients and
companies and institutions before entering into
fiduciary relationships with them.

The Senior Management consists of a key group of
individuals responsible for overseeing the day-to-day
management of the bank and they shall be accountable
in this respect. These individuals should have the
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General Directorate of Banking Control

43.

44,

45.

46.

47.

48.

necessary experience, competence and integrity to
manage the business under the Board’s supervision The
Board shall have appropriate controls applicable to
these individuals.

The Senior Management of the bank shall submit to
the Board an annual report regarding the scope of
internal control system and its implementation in
order to permit the Board to review and ensure the
effectiveness of the system.

The Bank shall have a Risk Management Function
(Including a Chief Risk Officer "CRO"), a Compliance
Function and an Internal Audit function. The heads of
these functions should have sufficient powers,
independence, resources and access to the Board. The
Board shall approve the overall risk policy and risk
management procedures and ensure they are applied
and reviewed on an annual basis. The risk appetite
that the bank is willing to accept over a specified time
horizon should be clearly connected to its overall
business strategy and capital plan.

The CRO shall report directly to the general manager
(CEO) and should be given appropriate powers and should
have access to the Board through submission of reports and
the CRO should be independent from the business
management. If the CRO is removed from his position for
any reason or his resignation is accepted, this should be
done with the prior approval of the Board. The bank should
notify SAMA in writing.

The Board shall ensure the independence of internal
and external auditors; and ensure compliance with the
requirements of disclosure and transparency with
regard to reports and financial information and shall
ensure their timely disclosure without delay.

The Board and senior management shall set rules for
maintaining confidentiality of information and for
transfer of information between different departments
and units in the bank.

The responsibility for the governance of Information
Technology rests with the Board of Directors and senior
management. It is worth mentioning here that cases of
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General Directorate of Banking Control

49.

50.

51.

52.

53.

54.

55.

fraud and manipulation are usually connected with negligence
in the performance of risk management, information
Security Technology, protection of customer data and
deficiencies in ways to combat fraud.

The Board shall have in a place a formal written
Policy for Conflicts of Interests. The Board should
ensure that policies to identify potential conflicts of
interests are existent and implemented.

Conflicts of interests may arise when a bank is part of
a general group. For example, where the bank is part
of a banking group, the levels of communication and
information flows between the bank, its parent
company and/or other subsidiaries can lead to
conflicts of interests (e.g. sharing of confidential
information between different entities).

The Board shall develop a Policy to regulate and
identify Related Party transactions for identifying,
monitoring and enumerating approved and
unapproved transactions.

The Board shall ensure that related party transactions are
carried out fairly and without preference had an "arm's
length basis" and are disclosed to SAMA promptly and
adequately within two business days.

The Board of the Parent Company should be aware of
the material risks that might affect both the group as a
whole and its subsidiaries. It should, therefore,
exercise adequate oversight over subsidiaries, bearing
in mind legal independence and governance
requirements enforced by the supervisory authority on
a subsidiary’s Board.

The Board and Senior management should understand
and guide the financial and non-financial structures of
the group and its subsidiaries and should have a
suitable mechanism to obtain updated information on
the structure of the group.

The Board of a banking subsidiary shall set related
corporate governance rules and should evaluate any
group-level decisions or practices to ensure that they

Sgdl e L L)t 3,15y

iy Jlal Al syl eldf 8 55 al Bl e dagy
e Ny oM andl il sl A laag il agleall
Y dailke culld

ol i Al G ol 2 05 S5 of —ray
il o e 2 SBI Ao g (mlladll ()l
il 4 Laadl el daall G 3K 8 acl o )

MJJ::A} BAsasa CJLAA\

O3S Jla 8 mllad) ol allee Lan of <4

Sl sS laaie cel1d JUis Ldle de sanal Lasls cla)
SV it a L6 iy ae & cgana (s leja
Syl S V) AS, s el ey b ashedl 382y
bl b ) 55 o o-Sa Aaill 552Y)
A ahiaa) bl G Ay il agles Jalg i)

(e sanall

Ol ne aa sy alit S Al gy e dadl e
A ays i dpe i 5 ay i Dl b Gl LY
\ i) gall il daally Dl wil) , cas

lele @isall e Glleall

2 \‘(‘ ;
s (&

Lpasn e of of e a Sl e Ll e
s A Do (g3 b ia Ay amn i g Ay e
ingall Lgie mLadly (Ji i 50 u5 Jre IS

cdae cass oliall o g0 PIA ailus gy IS

SRl oLy 4 L)l 38, al sl e lae e
Lemses Lesend) (o 55 0 Sy () sl
S s las eladll e Al SIS, 8 e
DlgeY) 8 3aY) Ll e el sia e calia
Sy o A aSsall alga el e g Ay ilal) A DE LY
Sl Gt (e 48)dall gall 0 Lgiulat

Al

gt Llall 5ylayls (e adll el el ol iy
sl Al Al J—Sbell 4 sis
Jomall i ulie 2l ils 5 oy A adlil) LSS5

e gaaal) A lay Baad) Gilaglea) e

JC}A

il ales dlae) Aol 48,30 8 la) e ae e
VY PURSA IYCH PO P R P WX PN |V SIUAEY

cf_QdSY L_@id*_A.L_SBHX_JUW;A\gal_»u‘s_ic

-18-

.€9

.0)

oY

oY

0¢

.00



General Directorate of Banking Control

56.

57.

58.

do not put the subsidiary in breach of applicable local
regulations.

Where a bank outsources key functions, this shall not
exempt the Board of Directors and senior
management from responsibility. Their responsibility
shall remain existent and cannot be delegated to the
entities  providing the outsourced  services.
Outsourcing some functions of the Internal Audit
Department, = Compliance  Department, Risk
Management Department and other departments to
the parent company (group), shall not relieve the
Board of the responsibility of supervision and follow
up. The Board should be aware of the risks arising
from outsourcing. It shall ensure that outsourcing
arrangements are being conducted according to
SAMA'’s related instructions.

The bank should prepare programs related to social
responsibility to be approved by the Ordinary General
Assembly. The goals of these programs include supporting
various social projects and work to increase the level of
awareness and guidance, as well as to meet the credit needs
of the local economy through granting of loans and
facilities to productive businesses that promote economic
growth and ongoing prosperity. This is without
compromising on the solvency of the bank, and the interest
of its depositors and shareholders.

The bank should provide banking services that meet
the needs and requirements of the society at fair cost,
and take the initiative to support and promote small
and medium enterprises, especially businesses aiming
at employment and training of nationals and
upgrading their skills, as well as following social
policies conducive to environmental protection, health
and education.
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General Directorate of Banking Control

Principle 4:

Board Committees

The Board of Directors shall set up an appropriate

number of committees according to the bank’s size and its

activities, in order to enable the Board to perform its
duties in an effective manner and obtain opinions and
advice from specialists in these committees.

59. The use of committees of the Board aims to enhance
independent opinion on issues where there is potential
conflict of interest, and assist in providing advice in
various areas such as audit, risk management, election
of Board members, and remunerations and
compensations of executives, bearing in mind that the
use of these committees does not absolve the Board
from its responsibilities.

60. The nature of operations and the size of the bank as well as
the relative expertise and qualifications of its Board
members play a key role in determining the number of
committees to be created. The establishment of such
committees usually improves the effectiveness of the
Board by concentrating on the skills of members with
expertise in some specific activities and operations.

61. The Board of Directors shall be responsible for
overseeing the application of Corporate Governance
guidance and the committees work and should ensure
that the members of the committees are carrying out
their duties.

62. The Board shall approve the mandate of all
committees of the Board. Each committee should
have general procedures specifying its functions, its
duration, scope of its work, its powers and duties,
and the mechanism through which the Board
monitors its activities. The bank should disclose in
its annual report on the working of the Board
committees formed, the scope of their work, and
names of their members (including independent
members). The Chairman of the Board shall
provide SAMA with a list of all Committees of the
Board, their duties and work procedures as well as
their members’ names.
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General Directorate of Banking Control

63.

Among the special committees that the Board must
establish are:

Audit Committee (AC):

64.

65.

66.

67.

An Audit Committee is one of the most important
committees of the Board of Directors. It is responsible for
ensuring compliance with rules and overseeing the bank’s
transactions, and it should ensure that a control system is in
place and the financial data reported are accurate and fair.
The Audit committee members should be non — executive
members from inside and outside the Board according to
SAMA'’s Rules governing Audit Committees of banks
operating in the Kingdom.

The Audit Committee’s main responsibilities include:
monitoring and reviewing the effectiveness of the internal
audit activities, making recommendations to the Board on
the appointment, reappointment and changing of the
external auditors and ensuring their independence, studying
accounting policies and reviewing the external auditors’
plan related to financial statements, safeguarding the bank's
assets, reviewing related parties' transactions and ensuring
that such transactions are recorded and disclosed
appropriately.

The Chairman and Members of the Audit Committee
shall be appointed by the Board for a period of three
years, renewable for a maximum of two additional
terms. The Committee shall comprise at least three
non - executive Directors. The committee members
from outside the Board shall be more than those from
inside the Board. The member shall not be from the
bank’s staff, customers, agents, or advisors.
Furthermore, a member of the audit committee should
not have availed any financing facilities (credit card,
credit facility, guarantees...etc) from the bank in his
own name or in concert with his family members
(first-degree) of more than 300,000 SAR. In
addition, the members should not have a business
relationship with any other members of the Board
or senior management.

The members of the committee should have
academic qualifications, professional experience in
auditing and risk management, relevant knowledge of
accounting standards, and the capacity to read
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General Directorate of Banking Control

68.

69.

70.

71.

financial reports and understand related rules and
regulations issued by competent entities.

The board shall determine the committee’s work,
ensure its independence and set forth its agenda.
Chairman of the Committee should be independent
from the executive management and major
shareholders of the bank. This can be achieved by
meeting the following:

a) Non-appointment of the Chairman of the Board as
Chairman of the Audit Committee.

b) The Chairman of the Audit Committee should not
be related to other members of the Board or have
any financial or business relationship with any
members of the Board.

¢) The Chairman of the audit committee should not
have a relationship with executive directors or key
executives of the bank that could affect his
independence.

The number of the committee’s meetings shall depend
on the size and nature of the bank and the scope of the
committee's activities. However, SAMA requires the
committee to meet as often as the business requires,
and not less than four (4) times a year (in addition to
other meetings with the external auditors).

The attendance of the members of the Committee’s
meetings is important for their membership to continue. At
least, 50% of the members should be present for the
meeting to be valid. All significant decisions will be made
on the basis of a majority vote. In the case of equal voting,
the Chairman shall have a casting vote; the opinion of the
other party must be recorded in the minutes of the meeting.
No voting by proxy shall be permitted.

Any of the bank’s employee may be invited to attend the
Committee’s meetings to discuss with him/her the issues
raised. This includes the CEO (Chief Executive Officer,
General Manager) and internal and external auditors. The
minutes of the proceedings of the Audit Committee will
be circulated to all members of the Board who have the
right to request a clarification for any issue from the
committee.
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General Directorate of Banking Control

Nomination and Compensation Committee NCC:

72.

73.

74.

75.

76.

The Nomination and Compensation committee shall
be concerned with identifying and recommending of
nominees for selection as executive and non-
executive Directors, determining an incentives system
and approving of compensation according to SAMA’s
related instructions. The Board shall appoint a
minimum of three members to work in the committee,
two of these must be independent members. The
Chairman of the Board can not chair this committee.
As a minimum, the Committee should meet twice a
year to assess and evaluate members performance,
nominate new candidates, and discuss the
compensation and incentives policy.

The committee shall coordinate with the Human
Resources Department to develop a replacement
policy and ensure the compliance of the senior
management with such policy.

The committee shall develop a record including
information on the Board members’ qualifications and
skills to identify additional required skills to activate
the Board’s roles to conduct its functions and
responsibilities.

The Committee shall ensure that the amount of
compensations is consistent with the prevailing domestic
practices and supervisory regulations, and aligned the
interests of depositors, shareholders and the bank’s long-term
strategic objectives. The Committee shall ensure that the
incentives system is periodically reviewed and does not
encourage participation in high risk transactions to achieve
short-term profits and it complies with the bank’s risk policy
approved by the Board.

The mechanism for setting Directors’ compensations
should be disclosed in the annual report of the bank in
accordance with SAMA’s related instructions. The
remuneration for Directors should be disclosed. For
Executive Directors, the remuneration should be
classified and broken down by items such as: basic
salary, allowance, reward, bonuses, remuneration, and
share-ownership options.
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General Directorate of Banking Control

Executive Committee:

77.

78.

79.

The Executive Committee usually comprises five
Directors (executives and non-executives). It may be
chaired by the Chief Executive Officer (General
Manager). The powers and responsibilities of the
Executive Committee shall be specified and
determined by the Board which is responsible for
following up its performance. The Board shall specify
by a resolution its terms of reference and define the
terms and conditions of its work as well as the topics
in which the committee shall take part. The
Committee shall meet no less than six times a year. It
can be summoned at any time if the need arises. The
Chief Risk Officer may be invited to attend the
Executive Committee meetings with no right to vote.
The Chairman of the committee shall report to the
Board on any major issue. He/she shall determine,
after consultation with the Chairman of the Board, the
items that shall be included in the Agenda of the
Board meetings.

The Board is also required to constitute a Board Risk
Management Committee headed by a non-executive
director to assist the Board in overseeing the credit risk
management process and to discharge such other related
responsibilities as may be assigned to it by the Board as
per SAMA circular #341000036442 dated 02/02/2013.
The CRO will not be a member of the Board Risk
Management Committee but maybe invited to attend its
meetings.

Depending on the nature of each bank's activities and the
size and complexity of its operations, the Board may
consider establishing such other committees to monitor
and supervise the bank’s operations as may be
necessary. These committees may, inter alia, include
credit committee, governance committee, human
resource committee, etc.
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General Directorate of Banking Control

Principle 5:

The Rights of Shareholders:

The corporate governance principles followed should
protect and facilitate the exercise of shareholders’
rights, contribute to providing effective channels for
communication with shareholders and ensure the
equitable treatment of all shareholders, including
minority holdings, encourage greater shareholder
participation at the meetings of the Ordinary General
Assembly, and present proposals relating to the bank’s
performance and enhance the development of its
operations.

80. A specific mechanism shall be in place to permit
shareholders to exercise their rights and to obtain
information on a timely basis. Shareholders’ rights
include: the right of dividends and the right to
participate in deliberations and vote at the meetings of
the Ordinary General Assembly and vote in person or
by mail (mail, fax...etc) according to related rules and
regulations.

81. Basic shareholder rights shall include the following:
a. Obtain all related information which enables
shareholders to exercise their rights in the best
manner on a timely and regular basis.

b. Participate and vote at the General Assembly
meetings. The issues that shareholders desire to
raise at the meetings shall be taken into
consideration.

c. Discuss matters listed in the General Assembly’s
agenda and raise queries to the Board members
and to the external auditor and to get feedback
thereon.

d. The right to elect the Board members through
either accumulative voting (each shareholder has
a voting right equivalent to the number of shares
he owns. He has the right to use them all for one
nominee or to divide them between selected
nominees, without duplications) or any other
voting method approved by shareholders which
serves the interests of different classes of
shareholder.
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General Directorate of Banking Control

82.

83.

e. The bank shall provide SAMA with a copy of the
minutes of the General Assembly meetings within
no more than (15) days of the date of the
meeting.

Shareholders should be furnished with sufficient

information on the date, location and agenda of the

General Assembly’s meetings, within sufficient time

before the meeting and in accordance with the

regulations and instructions issued by any regulatory
and supervisory body.

Shareholders have the right to nominate and elect Board
members and to enquire about their qualifications, skills
and capacity to perform their jobs. They also, have the
right to discuss the remunerations and incentives received
by Board members and top key executives as well as their
right to communicate their enquiries about any
unprofessional practices to the Board and get proper
feedback.
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General Directorate of Banking Control

Principle 6:

Disclosure and Transparency:

The disclosure and transparency principle shall be applied
on all operations and activities of the bank. The Board shall
publish all financial and non-financial information which
concerns depositors, shareholders, investors, market
dealers; such information shall be provided to regulatory
and supervisory entities and other concerned parties.

84. The Board shall provide stakeholders with
comprehensive information which could assist them
in identifying the future trends and strategic plans of
the bank.

85. The bank should disclose the information that
concerns depositors, investors and shareholders,
through the annual report of the bank, website or via
an appropriate channel. Type and nature of
information published shall be in line with the size
and activities of the bank.

86. Disclosure should include, in all cases, the following
matters:

a. The entities and parties with share ownership in the
bank.

b. The Board of Directors and its committees.

c. Detailed information of compensations paid to the
Chairman and members of the Board of Directors
in addition to executives whose appointment
requires no-objection by SAMA , without giving
their names.

d. Information on the system of
compensation and incentive policy.

e. Internal control framework.

f. Ethical and professional principles of the banks'
staff.

g. Information on any transaction with related parties
and any transaction involving conflict of interest, if
any, and the policies governing them.

h.Plans and strategic trends of the bank, especially
prominent developments concerning take-over,
merger, or establishment of subsidiaries.

i. Principles applied by the bank in the area of
Corporate Governance.

J- Bank’s credit ratings by international credit rating
agencies.

financial
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General Directorate of Banking Control

(Part Three)

Guidelines and Instructions Issued by SAMA:

According to charter of the Saudi Arabian Monetary Agency
issued by Royal Decree No.23 dated 23-05-1377h and
Banking Control law issued by Royal Decree No. m/5 dated
22-02-1386h, SAMA issues regulations, rules, and guidelines
which banks are required to comply with. In this respect,
SAMA has recently issued a selection of guidelines and rules
directly or indirectly related to corporate governance
principles, which the members of the Board, and senior
management should be aware of and ensure the bank's
compliance with all instructions and guidelines issued by
SAMA and other related local or international organizations.
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