4,;\..:5/

%

RN R N NN W AW W
'J
? y
w3

#:.5
=TI
\ - '
- \H]r ¢
i a '3 ¢
> P
)

S o U N N N O e

saib.com.sa | 800 124 8000
[ facebook.com/SAIB | 1 @saiblive

A

%

lotitll €2 gl <lidl

The Saudi Investment Bank










The Theme

Publication of this report comes in conjunction with the accession to the throne of
His Majesty the Custodian of the Two Holy Mosques King Salman bin Abdulaziz, and in
allegiance to His Crown Prince His Royal Highness Prince Mugqrin bin Abdul Aziz, and in
allegiance to the Second Crown Prince His Royal Highness Prince Mohammad bin Naif
bin Abdul Aziz.

The Saudi Investment Bank

The Saudi Investment Bank is a Saudi Arabian Joint stock company established by Royal Decree no. M/31 dated June
23, 1976 with its headquarters in Riyadh. The Bank began operations in March 1977, and currently has a network of
48 branches located throughout the Kingdom. The Bank's shareholders' include:

Saudi Shareholders

e General Organization for Social Insurance 21.50%
e Public Pension Agency 17.30%
®  Saudi Oger Ltd 8.50%
* National Commercial Bank 7.30%
®  Other Saudi Shareholders 35.40%
© 9000%

Non-Saudi Shareholders

e J.P. Morgan International Finance Limited 7.50%
®  Mizuho Corporate Bank Limited 2.50%
10.00%

The Saudi Investment Bank operates through its three regional offices and its retail branch network in Saudi Arabia,
providing conventional and shariah compliant banking services and products to individuals, small and medium size
enterprises, corporates, and public sector entities, including:

e Current and deposit accounts ®  Treasury services

®  Remittances e (Cash management

® |Letters of credit ® letters of guarantee
® Trade finance ® Loan syndications

®  Bridging finance ®  Fiduciary placements
®  SIDF co-finance ® E - Banking Services
®  Personal banking *  Foreign exchange

®  Advisory services ®*  Money market

®  Short and medium - term lending ~ ®  Local and international
® Hedging Solutions shareholding
(FX, commodities and rates)
The Saudi Investment Bank, through its wholly-owned subsidiary, is also a leading participant in providing brokerage
services in the Saudi and international markets, as well as offering a wide range of asset management products.

Through its Associate companies, the Saudi Investment Bank is also leader in providing insurance, leasing, mortgage,
and credit card related products and services in Saudi Arabia.



King Salman Ben Abdulaziz Al-Saud
Custodian of the Two Holy Mosques

His Royal Highness
Prince Mugqrin Ben Abdulaziz Al-Saud
Crown Prince, Deputy Prime Minister

His Royal Highness

Prince Mohammed Ben Naif Ben Abdulaziz Al-Saud
Second Crown Prince,

Second Deputy Prime Minister And Minister of Interior



Central Region

@ Head Office & Main Branch
P.0. Box 3533, Riyadh 11481 KSA
Tel: 011 477 8433 Fax: 011 479 3285

Treasury

Tel: 011 476 1580/011 479 2851
Fax: 011 476 1976

SWIFT: SIBCSARI

@ Woroud Branch afloll
Tel: 011 205 2887 Fax: 011 205 4890

@ Takhassussi Branch Aol
Tel: 011 281 7122 Fax: 011 281 7131

@ Suwaidi Branch aflbll
Tel: 011 267 6016 Fax: 011 425 0849

@ Malaz Branch A/l
Tel: 011 477 1860 Fax: 011 291 7657

@ Shifa Branch aflbll
Tel: 011 298 4500 Fax: 011 298 3254

@ Rawabi Branch aflbll
Tel: 011 492 1685 Fax: 011 208 0978

@ Badiah Branch A/l
Tel: 011 418 2652 Fax: 011 418 1539

@ Rawdah Branch Al
Tel: 011 208 4670 Fax: 011 208 4636

@ Nuzha Branch /i)l
Tel: 011 453 2345 Fax: 011 454 1708

@ Rayyan Branch aflol
Tel: 01 208 7580 Fax: 011 493 2504

@ Ghurnatah Branch Al
Tel: 011 249 4511 Fax: 011 249 4630

@ Ghadeer Branch bl
Tel: 011 275 9172 Fax: 011 275 3628

@ King Fahad Branch Aflol\
Tel: 011 229 1602 Fax: 011 229 1572

@ Khurais Road Branch A/l
Tel: 011 239 0077 Fax: 011 230 8740

@ Naseem Branch aflbll
Tel: 011 235 9888 Fax: 011 235 9703

@ Al-Rahmaniah Branch &b\l
Tel: 011 483 3048 Fax: 011 483 4678

& Al-Wadi Branch afloll
Tel: 011 274 2020 Fax: 011 210 7242

& Al-Kharj Branch A/l
Tel: 011 544 4033 Fax: 011 544 4865

@ Al-Ageeq Branch afloll
Tel: 011 489 5708 Fax: 011 489 5716

Al-Qaseem Region

Q Buraidah Branch /il
Tel: 016 327 1777 Fax: 016 369 8752

@ Onizah Branch Al
Tel: 016 363 5757 Fax: 016 362 4747

@ Hail Branch L)l
Tel: 016 538 3200 Fax: 016 533 2186

Western Region

Western Regional and Jeddah Branch

P.0. Box 5577, Jeddah 21432 KSA
Tel: 012 653 1010 Fax: 012 653 2333

@ Al-Jamea District Branch - Jeddah af{lol

Tel: 012 632 0536 Fax: 012 632 6835

& Malik Road Branch - Jeddah afloll
Tel: 012 607 8500 Fax: 012 659 5944

& Pr. Majeed St. Branch - Jeddah A/l

Tel: 012 675 8666 Fax: 012 674 9603

& Al-safa Branch - Jeddah A/l
Tel: 012 628 4747 Fax: 012 679 3824

& Al-Bawadi Branch - Jeddah aflsll
Tel: 012 256 7441 Fax: 012 256 7128

@ Pr.Sultan Branch - Jeddah A/lo0
Tel: 012 236 4455 Fax: 012 236 4450

@ Makkah Branch bl
Tel: 012 544 7755 Fax: 012 560 7315

@ Aziziyah Branch - Makkah afloll
Tel: 012 559 4477 Fax: 012 527 2213

@ Taif Branch bl
Tel: 012 742 9288 Fax: 012 742 9566

@ Madina Branch - Medina Aol
Tel: 014 848 5511 Fax: 014 848 6548

@ Khamis Branch - Khamis aloll
Tel: 017 237 7770 Fax: 017 220 8514

& Abha Branch - Abha afloll
Tel: 017 225 5889 Fax: 017 225 7300

@ Najran Branch - Najran Afloll
Tel: 017 529 1414 Fax: 017 529 2514

@ Jazan Branch - Jazan bl
Tel: 017 323 5812 Fax: 017 323 5823

& Tabuk Branch - Tabuk /il
Tel: 014 428 0055 Fax: 014 422 2895

Eastern Region

& Eastern Regional and Al-Khobar Branch
P.0. Box 1581, Al-Khobar 31952 KSA
Tel: 013 882 7999 Fax: 013 8822803

@ Qurtoba Branch - Al-Khobar Afloll
Tel: 013 847 8800 Fax: 013 859 2976

@ Dammam Branch A/l
Tel: 013 834 2020 Fax: 013 834 9111

@ Al-Rayan Branch - Dammam afloll
Tel: 013 842 3811 Fax: 013 841 6021

@ Uhud Branch - Dammam bl
Tel: 013 818 3838 Fax: 013 822 6972

@ Qatif Branch Aol
Tel: 013 863 8999 Fax: 013 863 1276

& Jubail Branch
Tel: 013 346 9666 Fax: 013 347 6374

@ Al-Ahsa Branch afl,)l
Tel: 013 582 4999 Fax: 013 582 6999

@ Hofuf Branch aflol
Tel: 013 589 3232 Fax: 013 589 2975

Ladies Sections )
Main Branch (Ladies) Section allol
Tel: 011 477 8433 Fax: 011 874 3071

@ Malaz (Ladies) Section A/l
Tel: 011 478 4570 Fax: 011 476 3385

@ Al-Rahmaniah (Ladies) Section Aol
Tel: 011 483 3958 Fax: 011 480 8766

@ Al-Wadi (Ladies) Section /i,
Tel: 011 274 2020 Fax: 011 210 7063

@ Onizah Branch (Ladies) Section allolt
Tel: 016 361 7744 Fax: 016 365 5192

@ Taif (Ladies) Section allol
Tel: 012 742 9288 Fax: 012 742 7587

& Al-safa - Jeddah (Ladies) Section Afloll
Tel: 012 628 4747 Fax: 012 271 0046

& Aziziyah - Makkah (Ladies) Section sl
Tel: 012 559 3863 Fax: 012 559 4581

@ Madina Branch - Medina (Ladies) Section a0
Tel: 014 848 7038 Fax: 014 848 7265

@ Khamis Branch - Khamis (Ladies) Section alloll
Tel: 017 237 7770 Fax: 017 220 1681

@ Qurtoba - Dammam (Ladies) Section allol
Tel: 013 859 3515 Fax: 013 859 1606



Director General Financial Investments,
Public Pension Agency. Held numerous
positions with the Saudi Arabian
Monetary Agency prior to assuming his
current position in July 2006. Currently
a board member of several companies.
Bachelor in Economics degree from
Northeastern University, Boston,
Massachusetts.

Managing Director of SAVOLA Group.
Former CEO of several major companies
(such as SAVOLA Group, EMAAR
Economic City). Bachelors Degree in
Mechanical Engineering from King
Fahad University of Petroleum and
Minerals, Masters Degree from the
University of California at Berkley,

and a PhD from the University of
Washington at Seattle.

Former CEO and Board Member of

Bank Al-Jazira. Has extensive banking
experience and currently a Board
Member of many companies. Bachelors
Degree in Business Administration from
the University of Oregon.

Former Senior Vice President of
Finance of Saudi Aramco. He also
served on several company's executive
committee's. MBA from the university
of Denver and BS degree in Accounting
from the University of Texas-Arlington.

Mr. Abdallah S. Jum'ah

Chairman of the Board

Mr. Abdulaziz A. Al-Khamis
Vice Chairman of the Board

i

Dr. Abdulraouf M. Mannaa
Board Member

Mr. Mishari I. Al-Mishari
Board Member

Mr. Muhammad Al-Ali
Board Member

Former President and
CEO of Saudi Aramco.
Has been a Board
Member of many
companies including
Halliburton. Bachelors
Degree in Political
Science from the
American University
of Beirut.

Mr. Abdul Rahman Al-Rawaf
Board Member

Dr. Abdulaziz Alnowaiser
Board Member

Dr. Fouad Al-Saleh
Board Member

\

Mr. Saleh Al-Athel
Board Member

Manager of the Investment

Portfolios Department at the General
Organization for Social Insurance.

Has been a board member of many
banks and other companies. Bachelors
Degree in Business Administration from
Arkansas State University and MPA
from the University of

Southern California.

Board member of several public
companies and governing authorities,
and he also worked as an Assistant
Professor of Physics at King Saud
University. He holds a BS degree in
Mathematics and Physics from the
University of California, and an MS and
PhD in Physics from Duke University.

Occupied numerous positions in the
government until his retirement as

a Colonel in the Ministry of Defense.

He is currently a partner in numerous
construction related companies. He
holds a BS in Mechanical Engineering
from St. Martin College, and an MS and
PhD in Construction Engineering from
the University of Washington.

Progressed through various executive
positions within the Saudi Industrial
Development Fund until he reached

the position of the Assistant Director
General. He is a Board member of
several companies. He holds a BA

in Philosophy and Sociology from
Damascus University, and a Higher
Diploma in Management from Hartford
University.






Chairman's Statement

| am pleased to report The Saudi Investment
Bank's strong performance in 2014 as
evidenced by the solid financial results for
the year.

Globally, the year was a mix of political
turmoil and continued uncertainty in the
financial markets. The year also marked a
significant decline in oil prices for the first
time in a decade. Amidst these factors, the
Bank reported an increase in Net Income of
11.6% to SR1,436 million. Return on equity
was 13.0% and Total Assets were SR93.6
billion at year-end. The Bank continues to
emphasize capital management and strong
capital adequacy ratios. The Bank's Tier |
+ Il regulatory capital ratio was 17.1% at
December 31, 2014.

Looking forward to 2015 and beyond, the
Board of Directors approved the new Five-
Year Strategic Plan, which is business focused
and aimed at "Building on Strength” with
targets and objectives to drive growth out
to 2019. Over the course of the Plan period,
the Business Units and Support Functions
are committed to delivering on specific
initiatives, a key component of which will

be to deepen relationships with existing and
new clients, and enter new market segments.
At the same time, an aggressive program will
focus on joint calling and cross selling to
increase our share of wallet, demand deposits,
and fee income.

We are confident the 2015-2019 Strategic
Plan will contribute to our goals of Building
Shareholder Value, Enhancing our Market
Position, Strengthening the Balance Sheet,
Improving Operating Results, and Increasing
Efficiency and Visibility.

The Bank remains committed to attracting,
developing and retaining high caliber Saudi
employees. This is reflected in the launch
of the Al-Ageeq SAIB Academy Training
Center, and a Saudization rate of 81% with
female staff representing 15%. | am pleased
to note that SAIB won the "Great Place
to Work Award", and was the only Bank in
Saudi Arabia to receive this recognition in
2014. The Bank also received the 2014 King
Khalid Responsible Competitiveness Award.
The award is given annually to Saudi Arabian
companies who demonstrate responsible
competitive development and contribute

to social responsibility efforts in their

communities.

As a result of the Bank's strong performance
in 2014, the Board of Directors recommended
to the Extraordinary General Assembly a
bonus share distribution of one bonus share
for each twelve shares outstanding. This will
increase the Bank's share capital to SR 6.5
billion and will assist in supporting future
growth of the Bank's activities. In addition,
the Board recommended a net cash dividend
distribution of SR 0.80 per share.

I would like to take this opportunity to express
my gratitude to my fellow Board members
and to the employees of the Bank for their
commitment and professionalism. On behalf
of the entire Board of Directors, | also wish
to express our appreciation to the Ministry
of Finance, the Saudi Arabian Monetary
Agency, and the Capital Market Authority.
Their continued support has provided the
foundations for the Bank's success.

Abdallah S. Jum’ah
Chairman
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The Board of Directors of the Saudi Investment Bank (“Bank") is pleased to present its annual report of
the Bank's activities as of and for the year ended December 31, 2014.

OVERVIEW

The Bank is a Saudi Arabian joint stock company formed pursuant to a Royal Decree M/31 issued in
1976. The Bank operates forty-eight branches including twelve ladies sections located throughout the
Kingdom of Saudi Arabia. The Bank's website address is www.saib.com.sa.

The Bank's major shareholders include:

° General Organization for Social Insurance 21.51%
° Public Pension Agency 17.32%
° Saudi Oger Ltd. 8.59%
° JP Morgan Finance Ltd., 7.49%
° National Commercial Bank 7.33%

The Bank offers a wide range of conventional and sharia-compliant products and services for corporate
clients, individuals, and commercial businesses comprising small and medium size enterprises through
the Bank's head office and a network of retail branches located throughout the Kingdom. The Bank
also provides tailor-made financial products and services to corporate, government, and public sector
entities through its three regional offices located in Riyadh, Jeddah, and Al-Khobar. The Bank, through
a wholly-owned subsidiary, also provides brokerage services in the Saudi and international markets, as
well as in offering asset management products and services.

The Bank's activities are organized into three major business segments including Retail Banking,
Corporate Banking, and Treasury. The Bank has three wholly owned subsidiaries in Saudi Arabia
including Alistithmar for Financial Services and Brokerage Company, Saudi Investment Real Estate
Company, and Saudi Investment First Company. In addition, the Bank has investments in three
associate companies in Saudi Arabia including Amex (Saudi Arabia) Ltd., Saudi Orix Leasing Company,
and Amlak International for Finance and Real Estate Development Co.

The Bank has no other subsidiaries nor operates any other businesses and activities outside of Saudi
Arabia.

The Bank is subject to all laws and regulations of the Kingdom of Saudi Arabia and is requlated by the
Saudi Arabian Monetary Agency (“SAMA"). The Bank also follows regulations issued by the Ministry of
Commerce and the Capital Market Authority (“CMA").

Significant highlights for the year included continued improvement in core business and financial
ratios, as well as improved service quality, expansion of our personal financing programs and ATM
network, and further automation and expansion of the retail banking business. As part of our ongoing
retail activities, the Bank continued to enhance the ALASALAH Islamic Banking brand. Under this
program, the Bank operates forty-four Shariah compliant branches within the Kingdom. Finally, the
Bank continued its extensive credit rating review process with Standard & Poor's and Fitch Ratings, both
of which have affirmed the Bank's investment grade ratings of ‘A~ [ 'A-2" and 'A-' [ 'F2', respectively,
both with stable outlook.

During 2014, the Bank received various international awards including "Great Place to Work" and the
Excellence award from Microsoft. The Bank also received the Corporate Governance award, Al Injaz
award for employers, and the King Khaled Award for Responsible Competitiveness. In addition, the
Bank also received the highest review according to International Finance Magazine for having the best
loyalty program Aseel, and was nominated as one of the best banks in the Arabian countries by Forbes
Middle East. Finally, the Bank was honored as one of the best Saudi Banks contributing to the Kafalah
program.

ANNUAL REPORT 2014 | BOARD OF DIRECTORS’ REPORT
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OPERATING RESULTS

The Bank's net income for the year ended December 31, 2014 was SAR 1,436 million, an increase of SAR
149 million or 12% over the 2013 net income of SAR 1,287 million. The increase was primarily due to
an increase in operating income.

Net special commission income, which includes special commission income from placements,
investments, and loans, less special commission expense from deposits and other borrowings, increased
to SAR 1,540 million in 2014 compared to SAR 1,365 million in 2013, an increase of SAR 175 million or
13%. This increase was primarily due to an increase in the Bank's loans and advances, investments and
placements, and reduced cost of funding.

Fees from banking services totaled SAR 487 million in 2014, compared with SAR 394 million in 2013,
an increase of SAR 93 million or 249%. This increase was primarily due to the Bank's continuing focus
on developing new business.

Total operating income was SR 2,531 million in 2014, compared to SAR 2,017 million in 2013, an increase
of SR 514 million, or 25%. During 2014, the Bank transferred its investment in the Mediterranean and
Gulf Cooperative Insurance and Reinsurance Co. (MedGulf) from investment in associates to available
for sale investments. This investment was recorded in available for sale investments at its estimated
fair value at the time of transfer, with a corresponding gain equal to the difference between the
estimated fair value and the carrying amount of the recorded investment in MedGulf. The resulting
gain totaling approximately SAR 224 million is included in gains on non-trading investments, net.

Operating expenses before impairment charges for credit losses and non-trading investments were
SAR 943 million in 2014 compared to SAR 762 million in 2013. The level of operating expenses in 2014
resulted in a net efficiency ratio of 37.69% compared to 36.36% in 2013. The net efficiency ratio,
defined as normal operating expenses before impairment charges, divided by total income excluding
non-recurring income, is a key indicator of how resources are controlled and managed.

Impairment charges on non-trading investments were SAR 10 million in 2014 compared to SAR 24
million in 2013, while the provision for credit losses was SAR 221 million in 2014 compared to SAR 105
million in 2013. The 2014 charges reflect the Bank's continued conservative policy of maintaining loss
reserves at levels consistent with the size of the loan and investment portfolios and able to absorb likely
loss scenarios, while improving asset quality.

The Bank's return on average assets was 1.65% in 2014 compared to 1.84% in 2013. The Bank's return
on average equity was 13.00% in 2014 compared to 13.11% in 2013.

The consolidated net income of the Bank's reportable business segments for the years ended December
31,2014 and 2013 is summarized as follows:

2014 2013

SAR ‘000 SAR '000

Summary of Income

Retail Banking 317,538 268,537
Corporate Banking 439,804 349,990
Treasury 625,870 635,149
Asset Management and Brokerage 53,267 33,158
Net Income 1,436,479 | 1,286,834

ANNUAL REPORT 2014 | BOARD OF DIRECTORS’ REPORT
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION
Total assets as of December 31,2014 were SAR 93.6 billion compared to SAR 80.5 billion as of December
31,2013, an increase of SAR 13.1 billion or 16%.

Investments increased by SAR 4.7 billion, or 27%, to SAR 22.4 billion as of December 31, 2014.
Investments classified as investment grade represent 82% of the Bank's investment portfolio as of
December 31, 2014.

Net loans and advances increased by SAR 9.9 billion, or 21%, to SAR 57.5 billion as of December 31,
2014. The Bank's non-performing loans and advances reached SAR 436 million as of December 31,
2014 compared to SAR 395 million as of December 31, 2013. The percentage of non-performing loans
and advances to total loans and advances decreased to 0.75% as of December 31, 2014 compared
to 0.82% in 2013. The allowance for credit losses as of December 31, 2014 totaling SAR 823 million
represents 189% of non-performing loans, compared to 178% in 2013.

Customer deposits increased by SAR 13.7 billion, or 22%, to SAR 70.7 billion as of December 31, 2014.
Demand deposits increased by SAR 6.6 billion, or 47%, while special commission bearing deposits
increased by SAR 7.4 billion, or 17%.

On May 30, 2011, the Bank entered into a five-year medium term loan facility agreement for an
amount of SAR 1.0 billion for general corporate purposes with a local bank. The facility has been fully
utilized and is repayable in May 2016. On June 24, 2012, the Bank entered into a second five-year
medium term loan facility agreement for an amount of SAR 1.0 billion for general corporate purposes
with a local bank. The facility has been fully utilized and is repayable in September 2017. The term
loans bear commission at variable rates. The Bank has an option to effect early repayment of the term
loans subject to the terms and conditions of the related agreements. The agreements above include
covenants which require maintenance of certain financial ratios and other requirements, which the
Bank is in compliance with as of December 31, 2014.

On June 5, 2014, the Bank concluded the issuance of a SAR 2 billion subordinated debt issue through
a private placement to local investors of a Shariah compliant Tier Il Sukuk in the Kingdom of Saudi
Arabia. The Sukuk has a tenor of ten years with the Bank retaining the right to call the Sukuk at the
end of the first five year period, subject to certain regulatory approvals. The Sukuk carries a half yearly
profit equal to six month SIBOR plus 1.45%.

TOTAL EQUITY AND CAPITAL ADEQUACY

As of December 31, 2014, the total equity of the Bank increased to SAR 11.9 billion compared to SR
10.3 billion as of December 31, 2013. The total number of shares outstanding is 600 million shares. The
ratio of total equity to total assets as of December 31, 2014 was 12.69%, compared to the 2013 level
which was also 12.74%. The Bank's leverage increased to 7.90 on December 31, 2014 compared to 7.85
as of December 31, 2013.

During 2014, the Bank distributed dividends equal to SAR 0.80 per share, or SAR 440 million, net
of Zakat withheld from Saudi shareholders of SAR 37.5 million. In addition, the Board of Directors
proposed a cash dividend of SAR 480 million equal to 0.80 per share, net of Zakat to be withheld from
the Saudi shareholders totaling SAR 42 million. The Board of Directors has also proposed a bonus share
issue of 50 million shares with a par value of SAR 10 per share, or one bonus share for each twelve
shares outstanding. The proposed cash dividend and bonus share issue will be presented for approval in
an extraordinary general assembly meeting expected to convene in 2015.

Capital adequacy and regulatory capital are closely monitored by the Bank's management. SAMA also
requires the Bank to hold a minimum level of regulatory capital and maintain a ratio of total requlatory
capital to risk-weighted assets at or above the minimum requirement of 8%.

The Bank monitors the adequacy of its capital using ratios established by SAMA. These ratios measure
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capital adequacy by comparing the Bank's eligible capital with its consolidated statement of financial
position assets, commitments, and notional amounts of derivatives, at a weighted amount to reflect
their relative risk.

As of December 31, 2014, the Bank's Tier | plus Tier Il capital adequacy ratio was 17.08% compared to
15.12% as of December 31, 2013.

(SR in millions)

2013 2012 2011 2010

FIVE-YEAR FINANCIAL HIGHLIGHTS
Total income (1) 2,610 2,178 1,868 1,709 1,844
Total expense (2) 943 762 632 628 570
Operating profit 1,667 1,416 1,236 1,081 1274
Impairment charges 231 129 324 373 845
Net income 1,436 1,287 912 708 429
Loans and advances, net 57,473 47,567 34,051 27,114 31,002
Investments, net 22,397 17,696 10,912 8,893 8,060
Investments in associates 846 1,071 966 895 865
Total assets 93,626 80,495 59,067 51,946 51,491
Customer deposits 70,733 57,044 40,414 36,770 37,215
Total equity 11,852 10,253 9,379 8,557 8,141
Return on average equity % 13.00 13.11 10.17 8.48 551
Return on average assets % 1.65 1.84 1.64 1.37 0.84
Capital adequacy % 17.08 15.12 17.62 19.12 17.29
Equity to total assets % 12.66 12.74 15.88 16.48 15.81

(1) Total income includes total operating income plus share in earnings of associates.
(2) Total expense includes total operating expenses less impairment charges, and amounts
attributable to non controlling interests in 2011 and 2010.

GEOGRAPHICAL DISTRIBUTION OF REVENUES
The Bank's total operating income is entirely generated from its operations in the Kingdom of Saudi
Arabia and is summarized below in SAR '000.

SR' 000
2014 1,940,419 390,774 199,983 2,531,176
2013 1,650,349 260,352 105,963 2,016,665

ANNUAL REPORT 2014 | BOARD OF DIRECTORS’ REPORT
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RISK MANAGEMENT

The complexity of today's financial services sector, business operations, and diversity of geographical
locations requires the identification, measurement, aggregation, and effective management of risks
including an efficient allocation of capital to derive an optimal risk and return ratio. In addition, the
stakeholders of the Bank, including the requlators and rating agencies also expect the Bank to have
a clear and well documented framework in place that addresses several dimensions of the Bank's
business.

The Bank manages its risks in a structured, systematic, and transparent manner through a broad-based
Risk Appetite Framework (RAF) approved by the Board of Directors that incorporates comprehensive
risk management into the Bank's organizational structure, risk measurement, and monitoring processes.
The Bank's RAF is carefully aligned with the Bank's strategy, business planning, capital planning, and
policies and documents approved by the Bank's Board of Directors. The Bank's RAF isin compliance with
the Financial Stability Board's “Principles for an effective Risk Appetite Framework" dated November
18, 2013, as adopted by SAMA.

The Bank's RAF includes the following key characteristics:
e The nature of risks to be assumed as a result of the Bank's strategy;

e The maximum level of risk at which the Bank can operate (Risk Capacity) and maximum level of risk
it should take (Risk Appetite);

e The maximum level of other quantifiable risks that should be taken (Other Risk Limits);

e The desired balance of risk versus returns by Business Line (Business Unit Line Risk Appetite
Measurement); and

e The desired risk culture, compensation programs, information technology risk and security, and the
overall compliance environment of the Bank (Qualitative Reporting).

In addition to the above, the Bank's Internal Audit function reports to the Audit Committee of the Board
of Directors and provides an independent validation of business and support units' compliance with
risk policies and procedures and the adequacy and effectiveness of the risk management framework
on a bank-wide basis.

The following provides a description of the Bank's significant risks including the methods on how the
Bank manages these risks.

Credit Risk

The Bank manages its exposure to credit risk, which is the risk that one party to a financial instrument
will not be able to discharge its obligation, which in turn can lead to a financial loss to the Bank. The
exposure to credit risk arises primarily from the risks associated with loans and advances, and the
investment portfolio. Credit risk is also present in off-balance sheet financial instruments, such as
commitments to extend credit.

The Bank has a comprehensive framework of managing credit risk which includes an independent
credit risk review function and credit risk monitoring process. The Bank assesses the probability of
default of counterparties using internal rating tools. The Bank also uses the external ratings of major
rating agencies, where available.

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.

a) Commission rate risk
Commission rate risk arises from the possibility that changes in commission rates will affect either the
fair values or the future cash flows of financial instruments. The Board of Directors has established
commission rate gap limits for stipulated periods. The Bank also routinely monitors its positions and
uses hedging strategies to ensure maintenance of positions within established gap limits.
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b) Currency risk
Currency risk is the risk of fluctuations in prevailing foreign currency exchange rates on its financial
position and cash flows. The Board of Directors sets limits on the level of exposure by currency and
in total for both overnight and intra-day positions, which are routinely monitored.

¢) Equity price risk
Equity price risk is the risk of a decrease in fair values of equities in the Bank's investment portfolio
as a result of possible changes in levels of equity indices and the value of individual shares. The Board
of Directors sets limits on the level of exposure to each industry, and overall portfolio limit, which
are independently monitored.

Liquidity Risk

Liquidity risk is the risk that the Bank will be unable to meet its net funding requirements within the
required time and at acceptable cost. Liquidity risk can be caused by market disruptions or credit rating
downgrades for the Bank, which may cause certain sources of funding to dry up unexpectedly.

The Bank's management carefully monitors the maturity profile of its assets and liabilities to ensure
that adequate liquidity is maintained on a daily basis. In addition, the Liquidity Coverage Ratio and Net
Stable Funding Ratio are each monitored regularly to be in line with SAMA guidelines. The Bank also
conducts regular liquidity stress testing under a variety of scenarios covering both normal and more
severely stressed market conditions.

All liquidity policies and procedures are subject to review and approval by the Bank's Asset and Liability
Committee.

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's Operational Risk Management Framework provides a bank-wide definition of operational
risk and lays down the processes under which the operational risks are to be identified, assessed,
monitored, and controlled. The key components of this framework are comprehensively documented
in the Bank's operational risk policies, procedures, and controls.

The continuous assessment of operational risks and their controls in all business and support units of
the Bank are monitored through Risk and Control Self-Assessment (RCSA) exercises, close monitoring
of agreed action plans as a result of the RCSA exercises, and establishing an Operational Risk Appetite
Matrix for the Bank as a whole. This includes monitoring the operational risk losses actually incurred
on an ongoing basis and taking corrective actions to eliminate or minimize such losses in the future.
The Bank has also developed a set of Key Risk Indicators covering all the business and support units to
facilitate pro-active monitoring of operational risks.

BUSINESS CONTINUITY PLAN

The Bank recognizes the importance of planning for Business Continuity and continued to make
progress in this area in 2014. An effective Business Continuity Plan (“BCP") will facilitate the Bank in
mitigating a serious disruptive crisis in a controlled, timely, and structured manner. It also helps the
Bank to effectively manage any disruption in its operations and to recover as quickly and effectively
as possible from an unforeseen disaster or emergency that may interrupt normal business operations
in full or in part.

During 2014, the Bank further strengthened the testing of its Business Continuity Plan and procedures.
Detailed tests were completed on two separate occasions and several other tests were completed
during the year. The tests were successful and provide confidence that the Bank will be able to handle
such a crisis, should it occur. The Bank will continue testing its process for business continuity at least
twice a year.
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The Bank has also strengthened the training process for its Business Continuity Plan. In 2014, e-learning
modules were introduced for the BCP and it is mandatory for all staff to complete the training session.

In recognition of its BCP efforts, the Bank has received the ISO 22301 certification in 2012 for its
Business Continuity Management Process including its Retail Banking, Corporate and Treasury
processes. The Bank has also completed its re-certification process. It is worth noting that the Bank
was one of the first organizations in the world to receive this certification. The I1SO certification is
recognition of the fact that, should a crisis happen, the Bank has structured processes to deal with the
contingency in a timely and effective manner.

INFORMATION TECHNOLOGY TRANSFORMATION STRATEGY

In order to meet the strong demands of business growth, the Bank has put in place an ambitious
five year IT transformation strategy. The strategy, which has been approved by the Bank's Board of
Directors, focuses on supporting the Bank's retail and corporate growth, in addition to building strong
linkages between the Bank's other business units.

The strategy is supported by comprehensive project charters, standardized project execution, and
project governance. Status tracking and monitoring is also controlled by a central project management
function. In addition, an IT Governance structure has been implemented and oversight is controlled by
an IT steering committee comprised of senior management.

During 2014, several projects were launched to support the growth of the Bank and enhance customer
services. These include launching the new Branch Teller Solution via CRM, which allows the branch
team to better serve our customers. Also launched was an ATM emergency cash service, which allows
customers to withdraw their money 24 hours a day without the need of their cards. The Bank also
launched new e-payroll services and e-Trade services, which enable companies to pay salaries, and
execute their LCs and LGs electronically. The Bank also launched a new Travel Card, which allows
customers to load four selected currencies electronically through FlexxClick and FlexxTouch. The Bank
was also the first Bank to launch a loyalty program (WooW), which is unique in its features and easy
to use. Finally, the Bank was one of the first Saudi Banks to implement the Interactive Teller Machine.

BUSINESS SEGMENTS

The Bank is managed on a line-of-business basis. Transactions between business segments are
conducted on normal commercial terms and conditions through the use of funds transfer pricing and
cost allocation methodologies. A detailed summary of the business segment results for 2014 and 2013
is presented in Note 28 to the consolidated financial statements.

The Bank has three significant business segments, each of which is described below.

Retail Banking

Retail Banking offers a wide range of conventional and Sharia-compliant retail services for individuals
and commercial businesses comprising small and medium size enterprises through the Head Office and
a network of branches throughout Saudi Arabia. Services include current accounts, savings and time
deposit accounts. The Bank also offers a full range of Sharia-compliant products through its Shariah-
compliant branches, including Islamic Murabaha. The Bank also has a large network of ATM's that
covers all regions of Saudi Arabia.

Corporate Banking

Corporate Banking focuses on providing tailor-made financial products and efficient customer services
to corporate, government and public sector entities. It operates from three regional headquarters based
in Riyadh, Jeddah and Al-Khobar to offer innovative financial solutions to it's customers. The services
and products offered include project finance, working capital finance, trade finance and services,
import and export documentary credit, standby letters of credit, letters of guarantee, bill discounting,
documentary and clean collections, and other trade related products, including conventional and
Shariah-compliant products.
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Treasury

Treasury is responsible for foreign exchange trading, funding and liquidity management, as well as
the Bank's investment securities portfolio and derivative products. It also manages the Bank's asset-
liability structure and interest rate risk, and provides guidance for balance sheet volume and pricing
parameters.

BRANCH NETWORK

As of December 31, 2014, the Bank's total network included forty-eight branches. Included in this
figure are twelve Ladies sections. The Bank added 38 ATM locations during 2014 and currently operates
a network of 429 ATMs throughout Saudi Arabia. The Bank also added 1,799 point of sale terminals,
bringing the total number of terminals to 3,790.

ALASALAH ISLAMIC BANKING

The Bank provides Sharia-compliant products and services under the ALASALAH Islamic Banking brand.
These products have been given special attention to ensure their compliance with Sharia Law and their
suitability to the local market in recognition of the increasing demand for Sharia-compliant products
and services, and the significance of Islamic Banking as a strategic direction for banks operating in
the Kingdom and the region. The Bank now operates forty-four Sharia-compliant branches. The Bank
successfully increased its Sharia-compliant loans during the year ended December 31, 2014 to SAR 30.6
billion, an increase of SAR 7.3 billion or 32% over the 2013 amount of SAR 23.3 billion. The Bank also
increased its Sharia-compliant deposits during the year ended December 31, 2014 to SAR 49.1 billion,
an increase of SAR 10.6 billion or 28% over the 2013 amount of SAR 38.5 billion.

STRATEGIC PARTNERSHIPS
The Bank has three subsidiaries registered in Saudi Arabia as follows:

e Alistithmar for Financial Securities and Brokerage Company, which offers brokerage and other
services in the Kingdom of Saudi Arabia. The Bank owns 100% of the SAR 250 million in capital,
and the Company does not have any debt instruments issued.

e The Saudi Investment Real Estate Company. The Bank owns 100% of the SAR 500 thousand in
capital, and the Company does not have any debt instruments issued.

e Saudi Investment First Company Ltd. The bank owns 100% of the SAR 25 thousand in capital, and
the Company does not have any debt instruments issued.

In addition to the above, the Bank has investments in three associate companies in Saudi Arabia as
follows:

e Amex (Saudi Arabia) Ltd. - ("ASAL"), a limited liability company with Amex (Middle East), Bahrain.
The total capital is SAR 100 million. ASAL is incorporated in Saudi Arabia and the Bank holds a 50%
interest. The principal activities of ASAL are to issue credit cards and offer other American Express
products in Saudi Arabia.

e Saudi Orix Leasing Company (“Orix"). Orix is a Saudi Arabian closed joint stock company in Saudi
Arabia. The total capital is SAR 550 million. Orix has 55 million outstanding shares and the bank
holds 20.90 million shares representing 38% of the outstanding shares. The primary business
activities of Orix include lease financing services in Saudi Arabia.

e Amlak International for Finance and Real Estate Development Co. (“Amlak”). Amlak is a Saudi
Arabian closed joint stock company in Saudi Arabia. The total capital is SAR 900 million. Amlak
has 90 million outstanding shares and the Bank holds 29 million shares representing 32% of the
outstanding shares. Amlak offers real estate finance products and services.

All the above companies are incorporated and doing business in Saudi Arabia.
During 2014, the Bank transferred its investment in MedGulf from investments in associates to

available for sale investments, because this investment no longer qualified to be accounted for as an
investment in an associate.
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CREDIT RATING

Credit ratings are an integral component for participation in the international financial markets. As
the global economy becomes more integrated, credit ratings are necessary not only to ensure funding
and obtain access to capital markets, but also to demonstrate a commitment to meeting a high level of
internationally recognized credit and risk management standards. During the year, the Bank continued
its program of rating reviews with Standard & Poor's Ratings Services (S&P) and Fitch Ratings.

S&P affirmed the Bank's ‘A-" [ 'A-2" long-term and short-term counterparty credit ratings with a Stable
Outlook. S&P defines these ratings as follows:

e Long-Term Issuer Credit Ratings - An obligor rated 'A-' has strong capacity to meet its financial
commitments but is somewhat more susceptible to the adverse effects of changes in circumstances
and economic conditions than obligors in higher-rated categories.

e Short-Term Issuer Credit Ratings (less than 12 months) - An obligor rated 'A-2" has satisfactory
capacity to meet its financial commitments. However, it is somewhat more susceptible to the
adverse effects of changes in circumstances and economic conditions than obligors in the highest
rating category.

Fitch also affirmed the Bank's ‘A-' [ ‘F2' long-term and short-term ratings with a Stable Outlook. Fitch

defines these ratings as follows:

e Long-Term Issuer Default Ratings - 'A-' rating denotes a low expectation of credit risk. The
capacity for timely payment of financial commitments is considered strong. This capacity may,
nevertheless, be more vulnerable to changes in circumstances or in economic conditions than is the
case for higher ratings.

e Short-Term Issuer Default Ratings (less than 12 months) - 'F2' ratings indicate good credit quality
with a satisfactory capacity for timely payment of financial commitments, but the margin of safety
is not as great as in the case of the higher ratings.

The Bank's ratings are the result of our financial performance, our asset quality and capitalization
levels, supported by a conservative strategy and satisfactory liquidity profile. Our ratings take into
consideration the fact that the Bank operates in one of the strongest banking sectors and best requlated
markets both in the Middle East and among all emerging markets. The ratings also reflect the strong
sovereign credit ratings from SE&P and Fitch, in addition to the strong country economic fundamentals.

The credit ratings from S&P and Fitch are considered “Investment Grade Ratings” in the international
markets.

PROFIT DISTRIBUTION
The net income of the Bank will be distributed as directed by the Board of Directors in accordance with
the provisions of the Banking Control Law, as follows:

a) Withholding the necessary amounts for payment of the Zakat owed by the Saudi shareholders
and any income tax owed by the non-Saudi shareholders according to the applicable laws of the
Kingdom. The Bank will pay the required amounts to the authorities and deduct the Zakat owed
by the Saudi shareholders and any unreimbursed income tax of the non-Saudi shareholders from
amounts due to these shareholders, respectively.

b) Allocating not less than 25 percent of the remaining net income, after the deduction of the Zakat
and income tax as mentioned in paragraph (a) above, to the Statutory Reserve until this Reserve is
equal to at least the Paid-Up Capital.

¢) The remainder, after all allocations mentioned in paragraphs (a) and (b) above are made, shall
be used in any manner recommended by the Board of Directors and approved by the General
Assembly.
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In 2014, the Board of Directors proposed a cash dividend of SAR 480 million equal to 0.80 per share,
net of Zakat to be withheld from the Saudi shareholders totaling SAR 42 million. The Board of Directors
has also proposed a bonus share issue of 50 million shares with a par value of SAR 10 per share, or one
bonus share for each twelve shares outstanding. The proposed cash dividend and bonus share issue will
be presented for approval in an extraordinary general assembly meeting expected to convene in 2015.

In 2013, The Board of Directors proposed a cash dividend of SAR 440 million equal to SAR 0.80 per
share, net of Zakat to be withheld from the Saudi shareholders totaling SAR 37.5 million. The proposed
dividend was approved by the Bank's shareholders in an extraordinary general assembly meeting
held on Jamada Akhar 1, 1435 (corresponding to April 1, 2014). The net dividends were paid to the
shareholders thereafter.

CHANGES IN THE BANK'S OWNERSHIP (BOARD OF DIRECTORS AND SENIOR EXECUTIVES)

The Board of Directors is composed of natural persons represented on the Board in their personal
capacities. Below is the list of the overall ownership of Bank's shares and debt instruments by the
Board of Directors and senior executives and their immediate relatives who have an interest in such
ownership.

Directors

Beginning of the Year

End of the Year Percentage

LIS ins::n'::nts Sl inst?:r::nts ' : ’
1 Abdallah S. Jum'ah 3,666 - 88,913 - 85,247 2,325
2 /F?:\‘,jv‘:v';ihma” Al 1,222 - 1333 - 11 9
3 Dr. Albulraoof Mannaa 1,000 - 1,090 - 90 9
4 Saleh Al-Athel 166,707 - 200,866 - 34,159 20.49
5 Mishari Al-Mishari 2,444 - 2,666 - 222 9
6 Dr. Fouad Al-Saleh 159,998 - 200,000 - 40,002 25
7 Abdulaziz Al-Khamis 1,222 - 1,333 - 111 9
8 Dr. Abdulaziz AlInowaiser 1,000 1,090 90 9
9 Mohammad Al-Ali - - 2,000 - 2,000 100

Senior Executives

Beginning of the Year End of the Year . Pe

Shares inst?:r::nts Shares inst?:nl::nts e | %% :
1 Musaed Al-Mineefi 1,262,520 - 1,474,467 - 211947 16.79
2 Ramzi Al-Nassar 186,236 - 120,000 -| (66,236) (35.56)
3 David Johnson 50,000 - 104,116 - 54,116 108.23

REGULATORY PAYMENTS

Zakat attributable to the Saudi shareholders paid by the Bank is deducted from their share of cash
dividends. Any unreimbursed income tax payable by the non-Saudi shareholders on their share of
profits is also deducted from cash dividends.
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The Bank paid SAR 23.0 million in Zakat on behalf of Saudi shareholders, and SAR 26.8 million of
income tax on behalf of its non-Saudi shareholders during the year ended December 31, 2014. The
Bank also paid SR 6.9 million in withholding tax on payments to non-residents made during the year
ended December 31, 2014.

The Bank has received assessments for additional Zakat, income tax, and withholding tax totaling
approximately SAR 16.7 million relating to the Bank's 2003 through 2008 Zakat, Income tax, and
withholding tax filings. The bank has filed an appeal for these assessments.

The Bank has received assessments for additional Zakat totalling approximately SAR 383 million relating
to the Bank's 2010, 2011 and 2013 Zakat filings. The assessments are primarily due to the disallowance
of certain long-term investments from the Zakat base of the Bank. The Bank, in consultation with its
Zakat advisors, has filed an appeal with the Department of Zakat and Income Tax, and is awaiting a
response. At the current time, a reasonable estimation of the ultimate additional Zakat liability, if any,
cannot be reliably determined.

The Bank paid SAR 33.5 million to the General Organization for Social Insurance for its employees,
including the employee share of SAR 16.7 million during the year ended December 31, 2014. The Bank
also paid approximately SAR 0.5 million for visa and other related governmental fees, and SAR 3.4
million in municipality and related fees during the year ended December 31, 2014.

REGULATORY PENALTIES AND FINES
During 2014, the Bank paid SAR 9.09 million in penalties and fines to the following requlatory agencies:

Saudi Arabian Monetary Agency 9.03 million
Capital Market authority 0.06 million

SAUDIZATION AND TRAINING

As a result of the Bank's continuing commitment to increase Saudization, the percentage of Saudi
nationals to total staff as of December 31, 2014 remained strong at 81%. In addition, the Bank has
increased its female staff to reach 15% of the total workforce of the Bank.

During the year ended December 31, 2014, the Bank provided a total of 728 separate training courses
resulting in 14,162 training days being delivered to the Bank's staff members. On average, staff
attended 9.47 training days per employee during 2014.

The Bank continues to conduct training courses through a combination of e-Learning and Face-to-Face
training methods for all of the Bank's staff. In the areas of Anti-Money Laundering, Compliance, Fraud,
Code-of-Conduct, Business Continuity Planning and Consumer Protection Principles, over 95% of Bank
staff completed their training using the blended methods available.

During 2014, the Bank launched its stand-alone 24/7 E-Learning portal known as "SAIB E-Learning
Academy". All SAIB employees have access to on-line programs which align Arabic language or sub-
titled video and E-Learning programs to SAIB's General Skills development path matrix. To date, 1,362
SAIB members of staff have been issued with licences and have activated their E-Learning Accounts.

The Saudi Investment Bank has an embedded “Life-Long Learning" philosophy and selects, assesses,
recognizes, and provides training to staff through a comprehensive support environment. Given
this philosophy, the Bank continues to implement several programs designed to target young Saudi
Nationals while at the same time, regularly renewing and reviewing the training needs of all employees.

To further support this strategy during 2014, in addition to extending delivery of the Bank's Young
Hire Program, which ensures that our newly hired Saudi college and university graduate colleagues are
properly trained for the ever more complex challenges they will face in banking, the Bank launched
a Corporate Banking Training Program exclusively for new-to-bank Saudi National graduates. The
program runs over a six-month period and was delivered by world class International Financial Training
Companies.
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The Bank also continues to deliver the Bank's Saudi Graduate and Saudi Fast Track (FATRA) programs.
Our Saudi Graduate Program is a twelve month program designed to attract and retain the best
applicants with targeted candidates having a strong academic background and a high GPA university
degree. The Saudi FATRA program is designed to enable existing eligible Saudi staff to develop their
business talents and assist them in entering the Bank's top management team of the future.

EMPLOYEE BENEFITS

Benefits payable to employees either at the end of their services or during the term of their employment
are accrued in accordance with guidelines set by the Saudi Arabian Labor Regulations and as per the
Bank's policies. The amount of provision made during the year ended December 31, 2014 in respect of
employees' end of service benefits was SAR 3.9 million. The balance of the accrued benefits outstanding
is approximately SAR 95.4 million as of December 31, 2014.

The Bank also offers to its eligible employees ("Employees") equity shares in the Bank under an Employee
Stock Grant Plan (“Plan”). Under the terms of the Plan, employees are granted shares which vest over a
four-year period. The cost of the plan is measured by the value of the shares on the date purchased by
the Bank and recognized over the period in which the service condition is fulfilled using an appropriate
valuation model, and ending on the vesting date. Employee stock option shares are recorded by the
Bank at cost and presented as a deduction from the Bank's equity as adjusted for any transaction
costs, dividends and gains or losses on sales of such shares. During 2014, the Bank vested 1,047,695
shares for a total cost of approximately SAR 22.3 million. The balance of the Plan as of December 31,
2014 is approximately SAR 31.6 million. For further information on this Plan, refer to Note 37 in the
consolidated financial statements.

In addition, the Bank grants to its eligible employees other types of security and savings plans that
are based on mutual contributions by the Bank and the employees. These contributions are paid to
the participating employees at the respective maturity date of each plan. The balance of the accrued
benefits outstanding for the Bank's security plan is approximately SAR 4.2 million as of December 31,
2014. The balance of the accrued benefits outstanding for the Bank's savings plan is approximately SAR
62.8 million as of December 31, 2014. The amount of provision made during the year ended December
31, 2014 for these plans was approximately SAR 51.6 million.

RELATED PARTY CONTRACTS

Except for the information presented in Note 34 to the consolidated financial statements, there were
no other contracts with parties related to members of the Board of Directors, the Chief Executive
Officer, the Chief Financial Officer, or any of their relatives.

COMPOSITION OF THE BOARD OF DIRECTORS
The Board is comprised of the following members:

Position Classification Membership in other listed

Companies

Mr. Abdallah S. Jum'ah Chairman Non-Executive Zamil Industrial Investment

National Petrochemical
Mr. Abdulaziz Al-Khamis Vice Chairman Non-Executive - Saudi International
Petrochemical

Mr. Abdulrahman Al-Rawwaf | Board Member | Non-Executive -

SAVOLA Group - Al-Marai
Dr. Abdulraouf Mannaa Board Member | Non-Executive - Herfi Food Ser. Co. -
Knowledge Economic City
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Classification

Membership in other listed

Companies

Mr. Mishari Al-Mishari

Board Member

Non-Executive

Saudi Re for Cooperative
Reinsurance

Mr. Saleh Al- Athel

Board Member

Independent

Saudi Telecom Company

Dr. Fouad Al Saleh

Board Member

Non-Executive

Saudi Projacs

Dr. Abdulaziz Alnowaiser

Board Member

Independent

Mr. Muhammed Al- Ali

Board Member

Independent

®  Mr. Mohammad Al Ali joined the board on July 1, 2014; his appointment will be presented to the upcoming general assembly

announced for on 2015.

The Board of Directors has the following committees:

The Executive Committee is comprised of five Board members. This committee supervises the credit
and financial policies of the Bank.

The Audit Committee is comprised of five members: two Board members and three non-Board
members. The Audit Committee's activities include supervising the Bank's Internal Audit function,
recommending the appointment of the external auditors, overseeing the Compliance Committee,
and related activities.

The Nomination and Remuneration Committee is comprised of four Board members. This committee
is responsible for recommending to the Board of Directors appointments to membership of the
Board in accordance with the approved policies and standards, reviewing on an annual basis the
requirements for the suitable skills for membership of the Board of Directors, and reviewing the
structure of the Board of Directors and recommending changes thereto. It is also responsible to
recommend to the Board the approval of the Bank's compensation policy and amendments thereto,
and other activities related to the Bank's compensation policies and guidelines.

The Risk Committee is comprised of five Board members. This committee supervises the risk
management activities of the Bank including market, credit, and operational risks.

The composition of the four Board Committees is presented below:

Nomination and
Remuneration
Committee

Mr. Abdulrahman Al-

Audit Committee Risk Committee

Executive Committee

Mr. Abdulaziz Al-Khamis, | Dr. Abdulraouf Mannaa, Mr. Abdulaziz Al-Khamis,

(Chairman) (Chairman) Rawwaf, (Chairman) (Chairman)
Mr. Abdulrahman Al- Mr. Muhammad Al Ali Dr. Fouad Al-Saleh Mr. Abdulrahman Al-
Rawwaf Rawwaf

Mr.Abdullah Al-Anizi

Dr. Fouad Al-Saleh (non-board)

Mr. Mishari Al-Mishari Dr. Fouad Al-Saleh

Mr. Mnahi Al-Muraki

Mr. Mishari Al-Mishari I e

Mr. Saleh Al- Athel Mr. Mishari Al-Mishari

Mr. Saleh Al-Khulaifi

I Mr. Abdulaziz Alnowaiser

Mr. Abdulaziz Alnowaiser

*the committee was established on June 1, 2014.
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DIRECTORS' ATTENDANCE
Five Board of Directors meetings were held during 2014 as follows:

Date of Meeting Members Attended

March 9, 2014

Abdallah S. Jum'ah, Abdulrahman Al-Rawwaf, Mishari Al-Mishari, Dr.
Abdulraouf Mannaa, Abdulaziz Al-Khamis, Dr. Abdulaziz Alnowaiser, Saleh
Al- Athel

June 1, 2014

Abdallah S. Jum'ah, Abdulrahman Al-Rawwaf, Mishari Al-Mishari, Abdulaziz
Al-Khamis, Dr Fouad Al-Saleh, Dr Abdulraouf Mannaa, Saleh Al- Athel, Dr
Abdulaziz Alnowaiser,

September 10,
2014

Abdallah S. Jum'ah, Abdulrahman Al-Rawwaf, Mishari Al-Mishari, Abdulaziz
Al-Khamis, Dr Fouad Al-Saleh, Dr Abdulraouf Mannaa, Saleh Al- Athel, Dr
Abdulaziz Alnowaiser, Mohammad Al Ali

December 3, 2014

Abdallah S. Jum'ah, Abdulrahman Al-Rawwaf, Mishari Al-Mishari, Abdulaziz
Al-Khamis, Dr Fouad Al-Saleh, Dr Abdulraouf Mannaa, Saleh Al- Athel, Dr
Abdulaziz Alnowaiser, Mohammad Al Ali

December 15, 2014

Abdallah S. Jum'ah, Abdulrahman Al-Rawwaf, Mishari Al-Mishari, Abdulaziz
Al-Khamis, Dr Fouad Al-Saleh, Dr Abdulraouf Mannaa, Saleh Al- Athel, Dr
Abdulaziz Alnowaiser, Mohammad Al Ali

Twelve Executive Committee meetings were held during 2014 as follows:

Date of Meeting Members Attended

January 26, 2014

Abdulaziz Al-Khamis, Abdulrahman Al-Rawwaf, Mishari Al-Mishari, Dr.
Abdulaziz Alnowaiser, Dr. Fouad Al-Saleh

February 24, 2014

Abdulaziz Al-Khamis, Abdulrahman Al-Rawwaf, Dr. Abdulaziz Alnowaiser,
Dr. Fouad Al-Saleh

March 17, 2014

Abdulaziz Al-Khamis, Abdulrahman Al-Rawwaf, Mishari Al-Mishari, Dr.
Abdulaziz Alnowaiser, Dr. Fouad Al-Saleh

Abdulaziz Al-Khamis, Abdulrahman Al-Rawwaf, Mishari Al-Mishari, Dr.

gl AL, 20 Abdulaziz Alnowaiser, Dr. Fouad Al-Saleh
Abdulaziz Al-Khamis, Abdulrahman Al-Rawwaf, Mishari Al-Mishari, Dr.
May 18, 2014 . .
Abdulaziz Alnowaiser, Dr. Fouad Al-Saleh
June 1.2014 Abdulaziz Al-Khamis, Abdulrahman Al-Rawwaf, Mishari Al-Mishari, Dr.
. ' Abdulaziz Alnowaiser, Dr. Fouad Al-Saleh
July 6, 2014 Abdulaziz Al-Khamis, Abdulrahman Al-Rawwaf, Mishari Al-Mishari, Dr.

Abdulaziz Alnowaiser, Dr. Fouad Al-Saleh

September 9, 2014

Abdulaziz Al-Khamis, Abdulrahman Al-Rawwaf, Mishari Al-Mishari, Dr.
Abdulaziz Alnowaiser, Dr. Fouad Al-Saleh

September 21, 2014

Abdulaziz Al-Khamis, Abdulrahman Al-Rawwaf, Mishari Al-Mishari, Dr.
Abdulaziz Alnowaiser, Dr. Fouad Al-Saleh
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Date of Meeting Members Attended

Abdulaziz Al-Khamis, Abdulrahman Al-Rawwaf, Mishari Al-Mishari, Dr.
Abdulaziz Alnowaiser, Dr. Fouad Al-Saleh

Abdulaziz Al-Khamis, Abdulrahman Al-Rawwaf, Mishari Al-Mishari, Dr.
Abdulaziz Alnowaiser, Dr. Fouad Al-Saleh

Abdulaziz Al-Khamis, Abdulrahman Al-Rawwaf, Mishari Al-Mishari, Dr.
Abdulaziz Alnowaiser, Dr. Fouad Al-Saleh

October 30, 2014

November 26, 2014

December 25, 2014

Two Nomination and Remuneration Committee meeting was held during 2014 as follows:

Date of Meeting Members Attended

Abdulrahman Al-Rawwaf, Dr. Fouad Al-Saleh and Saleh Al- Athel, Mishari

January 15, 2014 Al-Mishari

Abdulrahman Al-Rawwaf, Dr. Fouad Al-Saleh and Saleh Al- Athel, Mishari

November 26, 2014 | , "\ no\

Four Audit Committee meetings were held during 2014 as follows:

Date of Meeting Members Attended

Dr. Abdulraouf Mannaa, Saleh Al-Khulaifi, Abdullah Al-Anizi, Mnahi Al-
Muraki, Saleh Al-Athel

Dr. Abdulraouf Mannaa, Saleh Al-Khulaifi, Abdullah Al-Anizi, Mnahi Al-
Muraki, Saleh Al-Athel

Dr. Abdulraouf Mannaa, Saleh Al-Khulaifi, Abdullah Al-Anizi, Mnahi Al-
Muraki, Saleh Al-Athel

Dr. Abdulraouf Mannaa, Saleh Al-Khulaifi, Abdullah Al-Anizi, Mnahi Al-
Muraki, Muhammad Al Ali

March 6, 2014

June 1, 2014

September 9, 2014

December 14, 2014

One Risk Committee meeting was held during 2014 as follows:

Date of Meeting Members Attended

Abdulaziz Al-Khamis, Abdulrahman Al-Rawwaf, Mishari Al-Mishari, Dr.

November 26, 2014 N S S e
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DIRECTORS' AND SENIOR EXECUTIVES' REMUNERATION (in SAR'000)

Six Senior Executives
who Received the Highest

Independent and Executive
Non-Executive Board Board

Remuneration including the Members Member

CEO and CFO

Remuneration 13,686 3,489

Allowances 5,922 660

Any Other Remuneration

payable monthly or yearly 12,236 ) B

BOARD OF DIRECTORS' DECLARATION
The Board of Directors hereby declares that to the best of its knowledge and belief and in all material
respects:

- Proper books of account have been maintained;

- The system of internal control is sound in design and has been effectively implemented; and
- There are no significant doubts concerning the bank’s ability to continue as a going concern.
AUDITORS

The Extraordinary General Assembly meeting held on April 1, 2014 appointed PricewaterhouseCoopers
and Deloitte & Touche as the Bank's auditors for the financial year 2014.

CORPORATE GOVERNANCE IN THE KINGDOM OF SAUDI ARABIA
The Bank substantially complies with all the corporate governance guidelines issued by SAMA in March
2014

The Bank also complies with the guidelines included in the Rules Governing the Companies in the
Kingdom of Saudi Arabia issued by the Capital Market Authority on 21/10/1427H corresponding to
12/11/2006G, except for the following:

Rule No. Rule Requirements Reason for non-application
Investors who are judicial persons
and who act on behalf of others - e.g. | The Bank has no authority over those
investment funds- shall disclose in their | shareholders with corporate capacity
Article 6 (d) annual reports their voting policies, | obliging them to disclose their voting

actual voting, and ways of dealing with | and investment policies. Also those
any material conflict of interests that may | investments are immaterial relative to the
affect the practice of the fundamental | Bank's total equity.

rights in relation to their investments.

ACCOUNTING STANDARDS

The Bank follows the Accounting Standards for Financial Institutions promulgated by the Saudi
Arabian Monetary Agency (SAMA) and International Financial Reporting Standards (IFRS). The Bank
also prepares its consolidated financial statements in compliance with the Banking Control Law, the
Regulations for Companies in the Kingdom of Saudi Arabia, and the Bank's Articles of Association.
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ANNUAL REVIEW OF THE EFFECTIVENESS OF INTERNAL CONTROL

The Bank's internal control system includes the Bank's Internal Audit, Compliance, and Risk Management
Departments. These departments cover all aspects of the internal controls followed by the Bank. This is
accomplished through proper mechanisms available to assist in achieving the desired goals of the Bank,
while not affecting the objectivity and independence of these departments. These departments operate
in accordance with the requirements and supervisory controls provided through the regular annual
work plan approved by the relevant committees, which are all under the framework of compliance
requirements issued by SAMA.

The Bank's management supports these departments and ensures the effectiveness and integrity of
internal control procedures, taking into consideration all internal and external regulations without
conflict.

As a result of this control framework, no material issues were reported.

COMMUNITY SERVICE AND SUSTAINABILITY

As Saudi Arabia continues to develop and grow as a regional and global leader, our role as a major
financial institution in the Kingdom is paramount. The needs of our shareholders, customers and the
communities we serve are changing, and we must continue to adapt and improve our services and
products in order to ensure our sustainable development.

Sustainability enables us to consider our impact from many perspectives. Sustainability management
draws on our economic, social, and environmental management. The Bank's annual sustainability
report presents our performance and commitments in these areas to all of our stakeholders. Our
sustainability framework is defined by five key pillars that guide our operations across the business.
These pillars include Takleef, Nummow, Rea'ya, Hifth and Awn.

Over the last few years we have made great progress as a leader in the financial sector in the Kingdom of
Saudi Arabia. Today, we provide greater access to finance, with dedicated branches and more customers
than ever before. We have equally demonstrated an increased capacity in contributing to our social and
natural environments. We consider it our social responsibility to contribute to our local communities,
and to furthering the development of the Kingdom of Saudi Arabia. We have continued to support
social ventures in environmental awareness-raising and financial literacy capacity development.

From an environmental perspective, we have also successfully reduced water and electricity costs
per full-time employee in the Bank. Furthermore, we have invested in paper saving mechanisms and
endeavored to reduce our fuel consumption to help preserve limited natural resources.

Some of our Corporate Social Responsibilities (CSR) initiatives in 2014 are summarized below.

Launching of the FlexxBike bike sharing project in Dammam, Jeddah and AlAhsa. The Bank introduced
the bike sharing concept in the Kingdom as part of its continued efforts to contribute to the community
and build sustainable projects. The bike sharing project involved distributing bikes in several cities in
the Kingdom allowing the users to rent bicycles free of charge as a means of exercise or transportation.

Sponsoring the International Diabetes day event for staff and customers. For the second year, the
Bank built awareness and educated its staff and customers about diabetes in a fun and interactive way.

Supplying wheelchairs for King Faisal Specialist Hospital and Research Centre, awarding 30 Scholarships
to students enrolled in Prince Sultan University, and Sponsoring the International Orphans Day along
with the Ministry of Social Affairs.

Sponsoring the Itaam Ramadan campaign for leftover food. During the month of Ramadan, the Bank
partnered with Itaam to educate housewives about the packing and distribution of leftover food to
needy families and charitable organizations.
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Sponsoring the municipality Eid activities in Jeddah, Khobar, and Dammam. The Bank is committed to
supporting municipalities year long and especially during the Eid activities to bring joy and happiness
to the visitors of the main cities.

Sponsoring the International Civil Defence Day for the second year as part of the International Civil
Defence Day. As part of this project, the Bank distributed Fireman hats to children allowing them to
pretend to be a Fireman for a day.

Sponsoring the Ramadan activities for the Deaf. Several initiatives have taken place during the year
but this one is very special due to the talent and determination of the participants in the different
contests who have overcome their challenges and disabilities and delivered amazing achievements.

CONCLUSION

It is a pleasure, once again, for the Board of Directors to express its gratitude to the Government of
the Custodian of the Two Holy Mosques, and in particular to the Ministry of Finance and National
Economy, as well as to the Saudi Arabian Monetary Agency and the Capital Market Authority, for their
continued and constructive support. The Board of Directors would also like to thank its shareholders
for their cooperation. The Board of Directors acknowledges with appreciation the confidence of the
Bank's clients and shareholders, and finally the dedication and loyalty of the Bank's officers and staff.
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TEN-YEAR FINANCIAL HIGHLIGHTS

2014 2013 2012 2011 2010 2009 2008 2007 2006 2005

Summary of Statement of Income (SAR Millions).

Total income 2610 2,178 1868 1,709 1844 1633 1938 1635 2556 1,516
Total expense 943 762 632 628 570 556 428 484 454 852
Operating profit 1,667 1,416, 1,236 1,081 1,2745.1,077 2,510 11151 2,103 1,164
Impairment Charges 231 129 324 38 845 6565 997 329 97 100
Net income 1,436 1,287 912 708 429 522 5iL3 822 2,006 1,064
Loans and advances, net 57,473 47,567 34,051 27,114 31,002 29,785 29,556 23,129 20,691 19,794
Investments, net 22,397 1i7;6965410:911 2 SSISRS R8O 6 OO0 8ZS12:73 1" 15,8116 11,777 11,276
Investments in Associates 846 1,071 966 895 865 817 7118 562 - -
Total assets 93,626 80,495 59,067 51,946 51,491 50,148 53,596 46,542 40,845 39,581
Customers' deposits 70,733 57,044 40,414 36,770 37,215 38,247 40,702 32,768 27,931 27,858
Total shareholders’ equity 11,852 10,253 9,379 8557 8,141 7,428 6609 6,770 6,001 5307

RATIOS (%)

Return on shareholders’ equity (IB:00NNN8:1 1= JONV".8.48, =5 5] 743 7.67 1288 3548 24.14
Return on assets 1.65 1.84 1.64 [ES /AN 0!8 AN N15() 1 1.03 (ESEREAOORE 3 12

Capital adequacy 117:081 155128 - EGIE19.12F 17.291 14485 13.71% 21:91 ~24.71 22.56

shareholders’ Equity to total
assets

12.66 12.74 1588 16.47 1581 1481 1233 1455 1469 13.41
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Consolidated Statement of Financial Position
As of December 31,2014 and 2013

ASSETS

Cash and balances wilh SAMA

Due from banks and other financial institutions
Investments, net

Loans and advances, net

Investments in associates

Property and equipment, net

Other assets

Total assets

LIABILITIES AND EQUITY
Liabilities

Due to banks and other financial institutions
Customer depasits

Term loans

Subordinated debt

Qther liabilities

Total liabilities
Equity

Share capital

Statutary reserve

Other reserves

Retained earnings

Proposed dividends
Employee stock option shares

Total equity
Total liabilities and equity

2014 2013
Notes SAR’000 SAR'000
4 9,127,694 6,307,029
5 879,496 5573 529
6 22,396,949 17,696,495
7 57,472,514 47,566,871
8 846,351 1,070,648
9 909,622 872,534
10 1,993,814 1,408,307
93,626,440 80,495.413

12 5,002,088 0,828,232
13 70,733,411 57,043,847
14 2,000,000 2,000,000
15 2,000,000 -
16 2,038,809 1,370,559
81,774,308 70,242,638

17 6,000,000 5,500,000
18 3,613,000 3,253,000
608,891 (33,664)

1,139,792 1,085,313

26 522,000 477,500
37 (31,551) (29.374)
11,852,132 10,252 775
93,626,440 80,495,413

The accompanying notes 1 to 41 fonm an integral part of these consolidated financial statements.
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Consolidated Income Statement
for the years ended December 31,2014 and 2013

2014 2013

Notes SAR'000 SARDOO

Special commission income 20 2,165,786 1,884 161
Special commission expense 20 626,231 519,179
Net special commission income 1,539,555 1,364,662
Fee income from banking services, net 21 486,529 384 205
Exchange income, net 52,530 58,415
Dividend income 22 35,366 21,863
Gains on non-trading investrments, net 23 412,858 158,175
Olher income 4,338 18,925
Total operating income 2531176 2,016,665
Salaries and employee-related expenses 24 531,405 439,020
Rent and premises-related expenses 105,256 98,017
Depreciation and amortization g 68,895 71,697
Other general and administrative expenses 237,356 162,022
Impairment charge for credit losses, net 7(b) 221,300 105,000
Impairment charge for non-trading investments, net 6(f) 10,000 24,000
Total operating expenses 1,174,212 890,656
Income from operating activities 1,356,964 1,126,009
Share in earnings of associates 8(b) 79,515 160,825
Net income for the year 1,436,479 _1 286 B34
Basic and diluted earnings per share (expressed in SAR per share) 25 2.39 2.14

The accompanying notes 1 to 41 form an integral part of these consolidated financial statements.
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Consolidated Statement of Comprehensive Income
for the years ended December 31,2014 and 2013

Net income for the year

Other comprehensive income - items that may subsequently
be reclassified to the consolidated income statement:

Available for sale investments:
- Net change in fair value

- Fair value gain transferred to consclidated income statement on
dispasal

Share of olher comprehensive income of associates
Total other cornprehensive income for the year

Total comprehensive income for the year

2014 2013
SAR’000 SAR'000
1,436,479 1,286,834
830,864 162,958
(188,807} (158,175}
598 5345
642,555 5,328
2,079,034 1,292,162

The accompanying notes 1 ta 41 form an integral part of these consolidated financial statements

ANNUAL REPORT 2014 | FINANCIAL STATEMENTS & AUDITORS’ REPORT



Consolidated Statement of Changes in Equity
for the years ended December 31,2014 and 2013

2014 (SAR'000)

Employee
stock
Share Statutory Other Retained Proposed optian Total
Notes capital reserve reserves earnings dividends shares equity
Balance at the seginring
of the year 5,500.000 3,283,000 (33,664) 1,085,313 477,500 {29,3574) 10,252,775
Total comprehensive income
for the year - - A42,555 1,436 479 - - 2,076,034
Dividends paic 26 - - - - {477,500} - (477,500}
Baonas shares issued 26 500,000 - - (500,000) . - -
Procosad dividends 26 - - - (522,000) 522,000 s ~
Crmrployee stack cprior
shares sllocated = - - = - {29.614) (29,614}
Emrployse stack cptior
shares vesec - - - - . 27,437 27437
Iranstor to statutory roscrve 18 - 380,000 - (380,000}
Balare al the ene of te
yoar 5,000,000 3,613,000 608,891 1,134,792 522,000 {31,551) 11,852,132
2013 (SAR'000)
Employes
stonk
Share Statatary Otrer R=tained Proposec aclion Total
Nules capilal i) SR e HHITYY dividerids shaiey eguily
Ealance at tne neginring
of the yaar 9,600,000 293,000 (36 §92) 597 979 45,600 12178 9.3768.828
Tolal conpiehensive inuome
fo- the vear 5,520 e R 1262762
Dividends paic Jeas] - - - - 1416350} - (4166200
Pranosad draiends 76 - - - (477 B0 47T S0 - *
Ermployae stack  cptior
sharuy allocaled - - - - - o5, 366 (35,358,
Frployse stack  ophiar
shates vestes - - - - - 33.756 33,755
Transfer [ statuloy reserve 13 - 322.000 - (322,000 - - -
Balanaa al tha ann of the
year 5,800,020 3.283.000 (33 €641} 1,085,3°3 AT7.50C 129.374) 10,252,775

The accompanying notes 1 to 41 form an integral part of these consolidated financial statements
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Consolidated Statement of Cash Flows

for the years ended December 31,2014 and 2013

OPERATING ACTIVITIES
Net income for the year

Adjustments to reconcile net income to net cash from/ (used

in) operating activities
Accretion of net discounts on non-trading investments, net
Gains on nen-trading investments, net
{Gain) loss on sale of property and equipment
Depreciation and amortization
Impairment charge for credit losses, net
Impairment charge for non-trading investments, net
Share in earnings of associates

Net (increase) decrease in operating assets:

Statutory deposit with SAMA

Due from banks and other financial institutions maturing
after ninety days from acquisition date

Loans and advances

Other assets

Net increase (decrease) in operating liabilities:
Due to banks and other financial institutions
Customer deposits

Other liabilities

Net cash from operating activities

INVESTING ACTIVITIES

Proceeds from sale of and matured non-trading investments
Purchases ol non-lrading investments

Investments in associates

Dividends received from associates

Purchases of property and equipment

Procecds from salc of property and cquipment

Net cash used in investing activities

FINANCING ACTIVITIES

Proceeds from subordinated debt

Dividends paid

Net cash from (used in) financing activities

Decrease in cash and cash equivalents

2014 2013
Notes SAR'000 SAR'0OD
1,436,479 1,286,834
(59.382) {35,279)
23 (412,858) (158,175)
148 (E5E)
9 68,895 71.697
7{b) 221,300 105,000
6(f) 10,000 24,000
8(h) {79.515) (160,825)
1,185,067 1,132,495
(915.093) (646.936)
1,600,000 (700,000)
(10,126,943) {13,621.179)
(615,121) (339,893)
(4,826,144) 3,659,187
13,689,564 16,630,276
695,687 399,106
687,017 6,413,056
10,233,905 2,405,318
(13,560,426) (4,015,615)
8(h) (53,999) -
B(b) 88,673 56,624
9 (106,377) {77,382)
246 804
(3,397,978) (6,630,251)
15 2,000,000 =
26 (477,500) (416.600)
1,522,500 (416,600
(1,188,461) (633,795)

Cortinued

The accompanying noles 1 1o 41 form an inlegral parl of lhese consolidaled inancial slalemenls.
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Consolidated Statement of Cash Flows
for the years ended December 31,2014 and 2013

Cash and cash equivalents

Cash and cash equivalents at the beginning of the year
Decrease in cash and cash equivalents
Cash and cash equivalents at the end of the year

Supplemental special commission information

Special commission received during the year

Special commission paid during the year
Supplemental non-cash information

Total other comprehensive income for the year
Employee stock option shares, net of allocation and vesting

Proposed dividends

Notes 2014 2013
SAR'000 SAR'000

7,866,584 8,500,379

(1,188,461) (633,795)

27 6,678,123 7,866,584
2,256,912_ 1.9_1 9,506_

591,404 543.818

642,555 5,328
(2,177) (1.613)

26 522,000 477 500

The accompanying notes 1 to 41 form an integral part of these consolidated financial statements,
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Notes to the Consolidated Financial Statements
for the years ended December 31,2014 and 2013

General

The Saudi Investment Bank (the Bank), a Saudi Joint Stock Company, was formed pursuant to Royal
Decree No. M/31 dated 25 Jumada Il 1396H, corresponding to June 23, 1976 in the Kingdom of Saudi
Arabia. The Bank operales under Commercial Registration No. 1010011570 dated 25 Rabie Awwal 1397H.
corresponding to March 18, 1977 through its 48 branches (2013: 48 branches) in the Kingdom of Saudi
Arabia. The address of the Bank's Head Office is as follows:

The Saudi Investment Bank

Head Office

P. O Box 3533

Riyadh 11481, Kingdom of Saudi Arabia

The objective of the Bank is to provide a full range of banking services. The Bank also provides to its
customers Shariah compliant {(non-intcrest based} banking products and scrvices, which arc approved and
supervised by an independent Shariah Board established by the Bank.

These consolidated financial statements include the financial statements of the Bank and the financial
statements of the following subsidiaries (collectively referred to as the “Group”):

a) CAlistithmar for Financial Securnties and Brokerage Company” (Alislithmar Capilal), a limiled liabilily
company, registered in the Kingdom of Saudi Arabia under Commercial Registration No. 1010235995
issued on 8 Rajab 1428H (corresponding to July 22, 2007), and is 100% owned by the Bank:

b) “Saud Investment Real Estate Company’ a limited liability company, registered in the Kingdom of
Saudi Arabia under commercial registration No.1010268297 issued on 29 Jumada Awal 1430H
(corresponding lo May 25, 2009} and is owned 100% by lhe Bank. The company has not commenced
any significant operations; and

¢ "Saudi Invesiment First Company’, a limited liability company, registered in the Kingdom of Saudi
Arabia under commercial registration No. 1010427836 issued on 16 Muharram 1436H (corresponding
to Novernber 9, 2014} and is owned 100% by the Bank. The company has not commenced any
significant operations

In December 2011, a business transfer agreement was completed between Alistithmar Capital and SAIB
BNF Paribas Assel Management Company Limited (AMCO), a former subsidiary of the Bank, whereby
Alistithmar Capital acquired the business and net assets of AMCO. All required regulatory actions to legally
close AMCO were completed during 2014,

Basis of preparation
a) Statement of compliance

These consolidated financial statements are prepared in accordance with the Accounting Standards for
Financial Institutions promulgated by the Saudi Arabian Monetary Agency (SAMA). and International
Financial Reporting Standards (IFRS) issued by the International Accounting Standards Board {IASB).
The Bank also preparcs its consolidated financial statements to comply with the requircments of the
Banking Control Law, the provisions of the Regulations for Companies in the Kingdom of Saudi Arabia.
and the Bank's Articles of Association.

b) Basis of measurement

These consolidated financial statements are prepared under the historical cost basis except for the
following items in the consolidated statement of financial position:

a) Assets and liabilities held for trading are measured at fair value:
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Notes to the Consolidated Financial Statements
for the years ended December 31,2014 and 2013

2. Basis of preparation — continued

c)

d)

b) Financial instruments designated as fair value through the consolidated income statement are
measured at fair value;

c} Available for sale investments are measured at fair value;

d) Recognized financial assets and financial liabilities designated as hedged items in qualifying fair
value hedge relationships are adjusted for changes in fair value attributable to the risk being
hedged; and

e) Liabilities for cash-settled share-based payment arrangements are measured at fair value.

During the years ended December 31, 2014 and 2013. the Group had no assets or liabilities which wera
held as trading, excepl for cerlain derivalive linancial inslruments.

Functional and presentation currency

The consolidated financial statements are presented in Saudi Arabian Riyals (SAR) which is the Group's
functicnal currency. Except as indicated, financial information presented in SAR has been rounded off to
the nearest thousand.

Critical accounting judgements, estimates and assumptions

The preparation of the consolidated financial statements in confarmity with IFRS requires the use of
certain critical accounting judgements, estimates and assumptions that affect the reporled amounts of
assets and liabilities. It alsc requires management to exercise its judgement in the process of applying
the Group's accounting policics. Such judgements, estimates and assumptions arc continually
evaluated and are based on historical experience and other factors, including obtaining professional
advice and expectations of future events that are believed to be reasonable under the circumstances.
Significant areas where management has used estimates, assumptions or exercised judgements are as
follows:

(i} Impairment for credit losses on loans and advances

The Bank reviews its loan portfolios to assess specific and collective impairment at each reporting
date. In determining whether an impairment loss should be recorded, the Bank makes judgements
as to whether there is any observable data indicating an impairment trigger and followed by a
mecasurable decrease in the estimated future cash flows. This evidenee may include observable data
indicating that there has been an adverse change in the payment status of borrowers in a group.
Management uses estimates based on historical loss experience for loans with credit risk
characteristics and objective evidence of impairment similar to those in the portfalio whan estimating
its future cash flows. The methodology and assumptions used for eslimating both the ameunt and
the timing of future cash flows are reviewed reqularly to reduce any differences between loss
estimates and actual loss experience.

{ii} Fair values of financial instruments

The Group measures financial instruments. such as derivatives, at fair value at each consolidated
statement of financial position date. Fair values of financial instruments measured at amortized cost
arc disclosed in Note 6.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. The farr value measurement is
based on the presumption that the transaction to sell the assel or transfer the liability takes place
eilher:

= Inthe principal market for the asset or liability, or
« In the absence of a principal market, in the most advantageous market for the asset or
liability.
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Notes to the Consolidated Financial Statements
for the years ended December 31,2014 and 2013

2. Basis of preparation — continued

The principal or the most advantageous market must be accessible to by the Group. The fair value of
an asset or a liability is measured using the assumptions that market participants would use when
pricing the assel or liability, assuming that market participants act in their economic best interest. A
fair value measurement of a non-financial asset takes into account a market participant's ability to
generate cconomic benefits by using the asset in its highest and best use cr by selling it to another
market participant that would use the asset in its highest and best use.

The Group uses valualion lechniques thal are appropriale in the circumslances and for which
sufficient data is available to measure fair value, while maximizing the use of relevant observable
inpuls and minimizing the use of unabservable inputs.

All assets and liabilities for which fair value is measured or disclosed in the consolidated financial
statements are categorized within a fair value hierarchy, described as follows, based on the lowest
level input that is significant to the fair value measurement as a whole:

Level 1. Quoted prices in active markets for the same instrument that an entity can access at the
measurement date (i.e , withoul modification or proxy);

Level 2. Quoled prices in actve markets for similar assets and liabilties or other valuation
techniques for which all significant inpuls are based on observable market data; and

Level 3. Valuation technigues for which any significant input is not based on observable markel data.

For assets and liabilities that are recognised in the consolidated financial statements on a recurring
basis, the Group determines whether transfers have occurred between Levels in the hierarchy by re-
asscssing catcgorization (based on the lowest level input that is significant to the fair valuc
measurement as a whole) at the end of each financial repaorting period.

The Group determines the policies and procedures for both recurring fair value measurement. such
as unguated available for sale financial assets, and for any non-recurring measurement. such as
assets held for distribution in discontinued operations.

External valuers are involved from time to time for valuation of certain assets. Involvement of external
valuers is decided upon annually. Seleclion crileria include markel knowledge, repulation,
independence, and whether professional standards are maintained.

Al each financial reporting date, the Group analyzes the movements in the values of assets and
liabilities which are required to be re-measured or re-assessed as per the Group's accounting
policies. For this analysis. the Group verifies the major inputs applied in the latest valuation by
agrceing the information in the valuation computation to contracts and other relevant documents. The
Group also compares the changes in the fair value of each asset and liability with relevant external
sources to determine whether the change is reasonable.

For the purpase of fair value disclosures, the Group has determined classes of assets and liabilities
on the basis of the nature, characteristics, and the related risks of the asset or liability, and the leval
of the lair value hierarchy as explained above.

(iii} Impairment of available-for-sale equity and debt investments

The Bank exercises judgement in considering impairment on the available-for-sale equity and debt
investments. This includes determination of a significant or prolonged decline in the fair value below
its cost. In assessing whether it is significant, the decline in fair value is evaluated against the ariginal
cost of the asset at initial recognition. In assessing whether it is prolonged, the decline in fair value is
evaluated against the period in which the fair value of the asset has been below its original cost at
initial recognition. In making this judgement, the Bank evaluates among other factors, the normal
volatilily in share/debl price. In addilion, the Bank considers impairmenl lo be appropriale when [here
is objective evidence of deterioration in the financial health of the investee, industry and seclor
performance, changes in technelogy, and operational and financing cash flows.
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Notes to the Consolidated Financial Statements
for the years ended December 31,2014 and 2013

2. Basis of preparation — continued
{iw) Claz=ification of held to maturity investments

The Bank classifies non-derivative financial assets with tixed or determinable paymenis and fixed
maturities as held to maturity.  In making this judgemant, the Bank ovaluates its intention and ability
to hold such investments to maturity.

(v} Determination of cantrol over investees

Thix contrel indicators set oot in note 3 (h) are subject to management's judgemant. The Group also
arts as Fund Managar to a numbear of investment funds. Datarmining whathar the Group controls
such an investment fund usually focuses on the assessment of the agyregate econamic interests of
the Groug in the Fung {comprsing any carried interests and expected managemant fees) and the
inuesiors’ rights 1o remove the Fund Manager. & a resull, the Group has conaluded that it acts as an
agenl for the nveslors in gl cases, and herelons has nol consclidaled the Tnancial slalements of
these funds,

e] Going concern

The Group's management has made an asscssmont of o Bank's ability to continue as a going
cancarn and is satisfied that the Bank has the rezources to caontinue in business for the foreseaable
future. Furthamors, managemant is not awane of any matarial uncartainties that may cast significant
doubt on the Bank’s ability to continue as a going congern. Therefors, fhe conselidated financial
slatements conlinue to be preparad an the going concern basis.

f) Provisions for liahilities and charges

The Bank receives legal claims againsyil in the normal courgs of buginess, Managemenl has made
Judgements as to the likelihood of any claim succeeding in making provisions, The time of concluding
legel claims is uncertain, as is the amount of passible outflow of econemic bensfits. Timing and cost
ultimately depends on the due process being followsd as per law.

3. Summary of significant accounting policies

The significant accouning policies adopled in the preparation of hese conselidaled Mnansial slalements are
st out below, Except for the change in accounting policies as detailed in nole 3 (@) belew, the accounting
policias adopted in the preparation of thase consolidaled Minancial slalameanis arg consislent wilh 1hose used
in Lhe previcus vesr,

a) Change in accounting policies

The accounting policies adopted are consistent with those of the annual consolidated financial
stalements for the year ended December 31, 2013, as descricad in the annual consolidated financial
stalements for the year ended Dacember 31, 2013, except for the adeption of the following naw
standards and cther amendments to existing standards mentionad below:

« Amendments to IFRS 10, IFRS 12, and IAS 27 that provide consolidation relief for investment
funds applicable from January 1, 2014. This mandatory consolidation relief provides that a
qualifying investment entity is required to account for investments in contralled entities as well as
investmenls in associales and joinl venlures al fair value through income slalement provided il
fulfils certain conditions with an exception being for subsidiaries that are considered an extension of
lhe invesiment entity's invesling aclivilies.

« |AS 32 amendment applicable from January 1, 2014 clarifies lhal a) an entily currently has a legally
enforceable right to off-set if that right is not contingent un a future event and enforceable both in
the normal course of business and in the event of default, insolvency or bankruptcy of the entity
and all counterparties; and b) gross settlement is equivalent to net settlement if and only if the
gross settlement mechanism has features that eliminate or result in insignificant credit and liguidity
risk and processes receivables and payables in a single settlement process or cycle
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Notes to the Consolidated Financial Statements
for the years ended December 31,2014 and 2013

3. Summary of significant accounting policies — continued

* |AS 36 amendment applicable retrospectively from January 1, 2014, addresses the disclosure of
information about the recoverable amaunt of impaired assets. Under the amendments, recoverable
amounts of every cash generating unit to which goodwill or indefinite — lived intangible assets have
been allocated is requirec to be disclosed only when an impairment loss has been recognized or
reversed.

* |AS 39 amendment applicable from January 1. 2014 added a limited exception to IAS 3%, to provide
relief from discontinuing an existing hedging relationship when a novation that was not
contemplated in the original hedging documentation meeats specified criteria.

b) Basis of consolidation

c

Those consoiidated financial statements arc comprised of the financial statements of the Bank and is
subsidiaries. The financial stalements of {he subsidiaries are prepared for the same reporting year as
that of the Bank, using consistent accaunting palicics. Changes arc madc to the accounting policics of
the subsidiarias whan nacassary to align with the accounting policies of the Graup.

Subsidianes are invesiees controlled by the Group. The Group contrels an investee when it is exposed,
or has rights to, varable returns from its involvement with the investea and has the ability to affact thase
rctums through its power aver the investee. The financial statemaents of the subsidiarics arc included in
the consolidated financial stalements fram the date the Group abtaing contrel of the investas and
ceasas when the Graup loses control of tha investas.

A structurad enfity is an antity designad so that its activities ara nol govemead by way of voting rights. In
assessing whelher lhe Group has powear over such invaslegs in which il has an inlgresl, the Group
considers factors such as purpose and design of the investes, its practical ability to direct the relevant
aclivities of the invesles, the nalure of ils relalionship wilh the investes, and the size of ils exposure 1O
lhe variability of relurns of the invesles, The linancial slalements of any such suclursd enlilies are
consolidated from the date the Group gains caentrol and until the date when the Group ceazes to control
the investee.

These consclidated flinancial slalements have baen prepared using uniform accounting poliies and
valuation melhods lor like lransactions and alher evenls insimilar ciroumslances,

The Group manages assels held in investment enlilies on behall of invesiors. The linancial slalements
ol lhese enllies are nol included in lhese consolidaled Dinancial slalements excepl when Lthe Group
conirols the enlity.

Material intergroup balances and any material income and expenses arising from  inter-group
transactions, are eliminated in preparing these consolidated financial statemeants.

Investments in associates

[nvesimenls in associales are inilially recognised al cosl and subsequently accounled for under the
equity method of accounting. Associates are enterprises in which the Bank generally holds
approximately 20% to 50% of the voting power or over which it has significant influence and which is
neither a subsidiary nor a joint venture.

Investments in associates are carried in the consolidated statement of financial position at cost, plus
post-acquisition changes in the Bank's share of the net assets of the associates, less any impairment,
Share in earnings of associates include the changes in the Bank's share of the net assets of the
associates. The Bank's share of its associates post-acquisition profit or losses is recognized in the
consalidated income statement.
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Notes to the Consolidated Financial Statements
for the years ended December 31,2014 and 2013

3. Summary of significant accounting policies — continued

d) Settlement date accounting

e

All ragular-vway purchases and sales of financial assels are recognized and deracagnizad on the
selllement date, ie. the date the asset is delivered to the countemarty. When settlement date
accounting is applied, the Bank accaunts for any change in fair value betiween the trade date and he
selllement dale in the same way 85 il accounts for the acguired assel, Regular-way purchases or sgles.
are purchasss ar salss of linancial assels thal reguire delivery of assels wilthin the Ume rame generally
established by regulation or convention in the market place.,

Derivative financial instruments and hedge accounting

Cervalive linancial instruments, including loreign exchange conlbracls, commission rale fulures. lonyard
rate agreements, currency and commission rate swaps, and currency and commission rale aptions
(both wrillen and purchased) are inibdally recognized gt f=ir value on the dale on which the dervalives
contract is entered into and are subsequently re-measured at fair value in the consolidated statemsnt of
financial position with Wansactions costs recognized in lhe consolidated income stalement. All
derivatives are carried at their fair value as assets whera the fair value is positive and as liabilitisz where
the fair value is negative. Fair values are abtained by reference to quoted market prices. discounted
cash flow models, and pricing models as approphate.

Tha treatment of changes in their fair valua depends an their classification into the following cateqories:
(i) Derivatives held for trading

Any changes in the fair value of denvatives that are held for trading purposes are taken directly io
the consolidated income statement and disclosed in trading income. Derivatives held for trading
alzo include ihose dedvatives which do not qualify for hedge acccounting including embedded
derivatives.

(i} Embedded derivatives

Dierivatives embaddad in other financial instrumente are treated as =eparate derivatives and are
rccorded at fair value if their coconamic characteristics and risks anc not closcly rolated to those of
tha host contract, and the host contract is not itself hald for trading or designatad at fair value
through income statemant. The embedded darnvativas ssparated from the host are carried at
estimated net fair walue with changes in fair value recagnised in the consolidated income statement.

(i} Hedge accounting

The Group designates cerain derivatives as hadging instruments in qualifying hedaing relationships
a5 desaribed balow,

For the purpose of hedge accounting, hedgss are classified into two calegories: (a) fair value
hedges which hedge the axposure 1o changes in the Tair value of @ recognised assel or Bability. (or
agsels or lakbililisg in he case of porlfolio hedging), or an unrecognised frm commilment or an
identifisd portion of such an asset, liabiity or firm commitment, that is atributable o a parlicular nisk
and could affect the reported net gain or Inss; and (b cash flow hedges which hedge exposure 1o
wanability in cash flows that are either attributakle to g particalar sk associaled with a recognised
asset or liability or 1o a highly grebakle forecasted transaction that will affect the regorted net gain or
loss.

In arder to qualify for hedge accounting, the hedge should be expected to be highly effective. i.e. the
changes in fair value or cash flows of the hedaing instrument =hould sffectively offset comesponding
changes in the hedged item, and should ke reliably measurable. At inception of the hedoe, the risk
managemant abjective and strategy ane documented including the identfication of the hedging
instrument. the related hedged item, the nature of the risk being hedged, and how the Bank will
assess the effectiveness of the hadging relaticnzhip. Subsequantly, the hedge is reguired to be
assossnd and determinad to be an effective hedge on an ongoing bazis.
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Notes to the Consolidated Financial Statements
for the years ended December 31,2014 and 2013

3. Summary of significant accounting policies — cantinued

i (@) Fair Value Hedges

When a derivative is designated az the hedoing instrument in a hedge of the change in fair
value of a recognized assel or liability or a firm commitmeant that could affect the consalidated
ncome slalemenl, any gain on less rom re-measunng e hedaing insiimesnls o fEr value s
recognmsed immedialely in he consolidaled income slalement, logelher with the changes in the
fair value of the hedged item attributable to the hadgad sk,

For hedged llems measured at amodised cost, where the Tair value hedge of a commissicn
pearing Minancial instlumenl ceases o meel lhe oileria for hedge acoounling or is sold,
exerviged or lermingled, lhe diference belwesn the carming value of the hedyed lem on
termination and the face value is amertised vver the remaining term of the criginal hedge using
the effective interest rate method. If the hedged item is derscognised, the unamortised fair
value adjustment is recognised immediately in the consolidated incoms statemeant.

il (b) Cash fluw hedges

When a derivalive is designaled as the hedyging insirumenl in g hedge of g variahilily of cash
flows alinbutable to a particular risk associaled with a recognized assel or a liabilily or a highly
vrobable forecasted transaction that could affect the consolidated incoms statement, the
vortion of the gain or logs on the hedging instrument that iz determinad o be an effective
cortion is recognised direcily in other comprehensive income and the ineffective portion, iF any,
8 recognised in the consolidated income =statement. For cash flow hedges affecting future
tranzactions, the gains or loszes recogrized in oiher reserves, are transferred to the
congolidated income statement in the same period in which the hedged transaction affects the
consolidated income statcment. Howewer, if the Bank cxpects that all or a pertion of a loss
racagnizad in ather comprehensive incorme will not be recovarad in ane or more future pericds,
t reclassifics into the statemeont of incoma as a roclassification adjustment the amaunt tat is
not 1o he racognized.

Where the hoedged transaction results in the recognition of a nan-financial assct or a non-
financial liability, then at the tima such aszat ar liability is recoghised. the associatad gaing or
iozges that had previously besn racognised directly in other comprehensive income are
includad in the initial measuremant of the acquisition cost or ather camying amount of such
assat or liahility.

When the hedging instrument is expired or sald, terminated or exercized, or no longar qualifies
for hedge accounting, or the transaction is no longer sxpactad ta occnr or the Bank ravokas
the designation, then hedge accounting is discentinued prospectively. Al that paint of time, any
cumulative gain or lass on the cash flow hadging instrument that was recognized in other
comprehensive income from the period when [he hedge was elfachve s ransfemed rom
equily o lhe slalement of income when he [orecasled ransaclion ocours, Where Lhe hedged
lransaction is na longer expected to occur and affects the statement of income, the net
cumulalive gain or loss recognised in other comprehensive inocome is ranslerred immedialely
{o the consolidated income statement,

f) Foreign currencies

Transactions in foreign currencies are lranslated into Saudi Arabian Riyals atl the exchange rates
prevailing at transaction dates. Monetary assets and liabilities at year-end, denominated in foreign
currencies, are translated into Saudi Arabian Riyals at the exchange rates prevailing at the consolidated
statement of financial position date. The fareign currency gain ar loss on monetary items is the
difference between amortised cosl in the lunclional currency al lhe beginning of Ihe year adjusled [or
effective interest and payments during the year, and the amortised cost in foreign currency translated at
the exchange rate at the end of the year, All differences arising on non-trading activities are taken 1o
other non uperaling income in the consolidated income slatement, with the exceplion of differences of
foreign currency borrowings that provide an effective hedge against a net investment in foreign entity.
Foreign exchange gains or losses on translation of monetary assets and liabilities denominated in
foreign currencies are recognised in the consolidated income statement except for differences arising
on the retranslation of available for sale equily instruments. Translation gains or losses on non-
monetary items carried at fair value are included as part of the fair value adjustment either in the
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Notes to the Consolidated Financial Statements
for the years ended December 31,2014 and 2013

3. Summary of significant accounting policies - continued

a)

h)

vonsolidated income staternent or in other comprehensive income depending on the underlying financial
asset,

Non-monetary items that are measured in terms of historical cost in a foreign currency are translated
using the exchange rates as of the dates of the initial transactions. Non-monetary items measured at
fair value in a foreign currency are translaled using the exchange rales at the date when the fair value I3
determined.

Offsetting financial instruments

Financial assels and liahilities are offset and are reported nel in the consolidated slatement of financial
position when there is a legally enforceable right to set off the recognized amounts and when the Group
intends to settle on a net basis, or to realize the asset and settle the liability simultaneously.

Income and expenscs are not offset in the consolidated income statement unless required or permitted
by any accounting standard or interpretation, and as specifically disclosed in the accounting policies of
the Group.

Revenue / expense recognition

Special commission income and expense - Special commission income and expense for all special
commission carning/pearing financial instruments. are recognised in the consclidated income statement
an the effective yield basis. The effective yield is the rate that discounts the estimated future cash
payments and rcceipts through the expected life of the financial assct or liability (or, where appropriate,
a shorter period) to the carrying amount of the financial asset or liability. \When calculating the effective
special commission rate, the Group estimates future cash flows considering all contractual terms of the
financial instrument but not future credit losses.

The carrying amcunt of a financial assct ar financial liability is adjusted if tho Group rcvises its cstimates
of payments or receipts. The adjusted carmrying amount is calculated based on the original effective
special commission rate and the change in carrying amount is recorded as special commission income
or expense.

If the recorded value of a financial asset or a group of similar financial assets has been reduced due to
an impairment 1oss, special commission income continues to be recognised using the original effective
yield rate applied to the new carrying amount,

The calculalion of the ellfective yield lakes inlo accounl all contraclual lerms of lhe financial inslruments
(prepayment, options etc.) and includes all fees and points paid or transaction costs, and discounts or
premiurmns that are an integral part of the effective special commission rale. Transaction cosls are
incremental costs that are directly attributable to the acquisition, issue or disposal of a financial asset or
liability.

Exchange incame / Loss - Exchange income/loss is recognized when earned [ incurred.

Fee incame from banking services that are not an integral component of the effective yield calculation
on a financial asset or liability are generally recognized on an accrual basis when the related service is
provided. Portfolio and other management advisory and service fees are recognized based on the
applicable service contracts. usually on a time-propartionate basis. Fees received an asset
management, custody services and other similar services that are provided over an extended period of
lime, are recognized over lhe period when the service is being provided. When a loan commilmenl is
not expected to result in the draw-down of a loan, loan commitment fees are recognized on a straight-
line basis over the commitment period. Other fees and commission expense relate mainly to
lransaction and service fees, and are recognized as expenses as he services are received.

ANNUAL REPORT 2014 | FINANCIAL STATEMENTS & AUDITORS’ REPORT

11



42

Notes to the Consolidated Financial Statements
for the years ended December 31,2014 and 2013

3. Summary of significant accounting policies — cantinued

Dividend income - Dividend income is recegnised when the right to receive payment is established.

Net trading income - Results arising from trading activities include all gains and losses from changes in
fair value and related special commission income or expense and dividends for financial assets and
financial liabilities held for trading and foreign exchange differences. This includes any ineffectiveness
recorded in hedging transactions.

Repurchase agreements and reverse repurchase agreements

Underlying assets sold with a simultaneous commitment to repurchase at a specified future date
(repurchase agreements) continue to be recognized in the consolidated statement of financial position
and are measured in accordance with related accounting policies for investments held as available for
sale. The counter-party liability for amounts received under these agreements is included in “Due to
banks and other financial institutions” or “Customer deposits”, as appropriate. The difference between
the sale and repurchase price is treated as special commission expense and accrued over the life of the
repurchasc agreement on an cffective yicld basis,

Underlying assets purchased with a corresponding commitment to resell at a specified future date
(reverse repurchase agreements) are not recognised in the consolidated statement of financial position,
as the Bank does not abtain contral over the underlying assets. Amounts paid under these agreements
are included in "Cash and balances with SAMA”, The difference between the purchase and resale price
is treated as special commission income and accrued over the life of the reverse repo agreement on an
effective yield basis.

Investments

All investment securities are initially recorded at fair value, including any incremental direct transaction
cosl. Premiums are amorlized and discounts are accreled using lhe efleclive yield basis and are laken
to special commission income

For securilies traded in organized financial markels, fair value is delermined by reference lo exchange
quoted market bid prices at the close of business an the consolidated statement of financial position
date. Fair value of managed assets and investments in mutual funds are delermined by reference to
declared net asset values.

For securities where there is no guoled market price. a reasonable estimate of the fair value is
determined by reference to the current market value of another instrument which is substantially the
same. or is based on the expected cash flows of the security. Where the fair values cannot be derived
from active markets or reference prices, they are determined using a variety of valuation techniques that
include the use of mathematical models. The input to these models is taken from observable markets
where possible, but where this is not feasible, a degrec of judgement is required in establishing fair
values.

Following initial recognition, subscquent transfors between the various classes of investments arc
permissible only if certain conditions are met. The subsequent period-end reporting values for each
class of investment are determined on the basis as set out in the following paragraphs.

(i} Available for sale

Available for sale investments are those non-derivative equily and debl securities intended to be held for
an unspecified period of time, which are neither classified as a held to maturily investment, lcans and
receivables, nor designated as FVIS, and which may be sold in response to needs for liquidity or
changes in special commission rates, exchange rales, or equity prices.
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3. Summary of significant accounting policies = continued

K)

Investments which are classified as available for sale are subsequently measured at fair value. For an
available for sale investment where the fair value has not been hedged, any gain or loss arising from a
change in its fair value is recognized in other comprehensive income. On de-recognition, any cumulative
gain or loss previously recognized in other comprehensive income is included in the consalidated
income statement,

Special commission income is recognized in the consolidated income statement on an effective yield
basis. Dividend income is recagnized in the consclidated income statement when the right to receive
payment is established. Foreign exchange gains or losses on available for sale debt security
investments are recognized in the consclidated income statement.

A security held as available for sale may be reclassified to “other investments held at amortized cost" if
it otherwise would have met the definition of “other investments held at amortized cost” and if the
Group has the intention and ability to hold that financial assct for the foresceable future or until
maturity,

{ii) Held to maturity

[nvestments having fixed or determinable payments and a fixed maturity and for which the Bank has a
positive intention and ability to hold to maturity are classified as held to maturity, Held to maturity
investments are initially recognized at farr value including direct and incremental transaction costs and
are subseguently measured at amortized cosl, less provision for impairment in value. Amortized cost is
calculated by taking into account any discount or prermium on acquisition using an effective yield basis.
Any gain or loss on such investments is recognized in the consolidated income statement when the
investment is derecognized or impaired.

Investments classified as held to maturity cannot ardinarily be sold or reclassified without impacting the
Bank's ability to use this classification and cannot be designated as a hedged item with respect to
commission ratc or prepayment risk, reflecting the longer-term nature of these investments. However,
sales or reclassifications would not impact the Group's ability to use thiz classification in any of the
following circumstances:

» Salcs or reclassifications that arc so closc to maturity that the changes in the market rate of the
commission would not have a significant effect on the fair value;

= Sales or reclassifications after the Group has collected substantially all of the assets original
principal; and

» Sales or reclassifications attributable to non-recurring isolated events beyond the Group's
control that could not have been reasonably anticipated.

Loans and advances

Loans and advances are non-derivative financial assets originated or acquired by the Bank with fixed or
determinable payments. Loans and advances are recognized when cash is advanced to borrowers.
They are derecognized when eilher borrowers repay Lheir obligalions, or the loans are sold or wrillen olf,
or substantially all the risks and rewards of ownership are transferred.

All loans and advances are initially measured at fair value, including acquisition charges associated with
the loans and advances.

Loans and advances originated or acquired by the Bank that are not quoted in an active market and for
which fair value has not been hedged, are staled al amortized cost less any amount writlen off and
allowance for credit losses.
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for the years ended December 31,2014 and 2013

3. Summary of significant accounting policies — continued

1) Impairment of financial assets

An assessment is made at each reporting date te determine whether there is objective evidence that a
financial asset or group of financial assets may be impaired at the reporting date. If such evidence
exists, the estimated recaverable amount of that asset is determined and any impairment loss, based on
the net present value of future anticipated cash flows, is recognised for changes in its carrying amount.

The Bank considers evidence of impairment for loans and advances and held to maturity investments at
both a specific asset and collective level. When a financial asset is uncollectible, it is written off against
the related provision for impairment either directly by a charge to the consolidated income statement or
through a provision for impairment account. Financial assets are written off only in circumstances where
effectively all possible means of recovery have been exhausted, and the amount of the loss has been
determined.

Once a financial assel has been written down to its estimated recoverable amount, special commission
income is thereafter recognised bascd on the rate of special commission that was used to discount the
future cash flows for the purpose of measuring the recoverable amount.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be
related objectively to an event occurring after the impairment was recognized (such as an improvemnent
in the debtor's credit rating), the previously recognized impairment loss is reverscd by adjusting the
allowance account The amount of the reversal is recognized in the consolidated income statement and
included in the relevant impairment charges.

Loans and advances whose terms have been renegotiated are no longer considered to be past due and
arc treated as now loans. Restructuring policics and practices arc bascd on indicators or criteria which
indicate that payment will most likely continue. The loans and advances continue to be subject to an
individual or eollective impairment assessment, calculated using the loan's original effective yield rate.

{i} Impairment of financial assets held at amortized cost

A financial assel or group of linancial assels are classified as impaired when there is objective evidence
of impairment as a result of one or more events that occurred after the initial recognition of the financial
asset or group of financial assets and where a loss event has an impact on the estimated future cash
flows of the financial asset or group of financial assets that can be reliably estimated.

A specific provision for credit losses due to impairment of a loan or any other financial asset held at
amortized cost is established if there is objective evidence that the Bank will not be able to collect all
amounts due. The amount of the specific provision is the difference between the carrying amount and
the estimated recoverahble amount. The estimated recoverable amaunt is the present value of expected
cash flows, including amounts estimated to be recoverable from guarantees and collateral, discounted
based an the original effective yield rate.

In addition to specific provisions for credit losses. provisions for collective impairment are made on a
portfolio basis. The collective impairment provisions are estimated based on various factors including
credit ratings allocated to a borrower or group of borrowers, the experience the Bank has had in dealing
with a borrower or group of borrowers and available historical default information.  Historical loss
expericnece is adjusted on the basis of current observable data to reflect the effects of current
conditions.

For financial assets at amortised cost, the carrying amount of the asset is adjusted either directly or
through the use of an allowance account and the amount of the adjustment is included in the
consaolidated income statement.

(ii) Impairment of available for sale financial assets

For debt instruments classified as available for sale, the Bank assesses individually whether there is
objective evidence of impairment based on the same criteria as financial assets carried at amortized
cost. However, the amount recorded for impairment is the cumulative loss measured as the difference
between the amortized cost and the current fair value, less any impairment loss on that investment
previously recognized in the ¢onsolidaled income slalement.
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3. Summary of significant accounting policies - continued

m

—_—

n)

)

If, in a subsequent period, the fair value of a debt instrument increases and the increase can be
objectively related to a credit event occurring after the impairment loss was recognized in the
consolidated income statement, the impairment loss is reversed and recognized in the consolidated
income statement.

For equity investments held as available for sale, a significant or prolonged decline in fair value below its
cost represents objective evidence of impairment. The impairment loss cannot be reversed through the
consolidaled income slalerment as long as the assel conlinues o be recogniced i.e. any increase in fair
value after impairment has been recorded can enly be recognized in other comprehensive income. On
derecognition, any cumulative gain or loss previously recognized in other comprehensive income is
included in the consolidated income statement.

Impairment of non-financial assets

The Bank assesses at each reporting date whether there is an indication that an asset may be impaired.
If any indication exisls, or when annual impairment lesting for an assel is required, lhe Bank eslimales
the asset's recoverable amount. An assel's recoverable amount is the higher of an asset's or cash-
generating unit's (CGU) fair value less costs to sell and its value in use. Where the carrying amount of
an asset or CGU exceeds its recoverable amount, the asset is considered impaired and is written down
to its recoverable amount. In assessing value in use, the estimated fulure cash flows are discounted to
their present value using a discount rate that reflects current market assessments of the time value of
money and the risks specific to the asset. In determining an assel's fair value less costs to sell, an
appropriate valuation mcdel is used. These model calculations are corroboraled by valuation multiples,
or other available fair value indicators.

For assets excluding goodwill, an assessment is rmade at each reporting date as to whether there is any
indication that previously recognized impairment losses may no longer exist or may have decreased. If
such indications exist, the Bank estimates the asset's or CGU's recoverable amount. A previously
recognized impairment loss is reversed only if there has been a change in the assumptions used to
determine the asset’s recoverable amaunt since the last impairment loss was recognised. The reversal
is limited so that the carrying amount of the asset does not exceed its recoverable amount, nor exceeds
lhe carrying amounl thal would have been determined, nel of deprecialion, had no impairmenl loss been
recognized for the asset in prior years. Such reversals are recognised in the consolidated income
slatement.

Impairment losses relating to goodwill are not reversed in future periods.

Other real estate

The Bank, in the ordinary course of business, acquires certain real eslate against settlement of loans
and advances. Such real estate is considered as held for sale and is initially stated at the lower of net
realizable value of the loans and advances and the current fair value of the related properties. less any
costs to sell, if material. No depreciation |s charged on such real estate. Rental income from cther real
estate is recognized in the consolidated income statement.

Subsequent to initial recognilion, any subsequent write down lo fair value, less cosls o sell, are charged
to the consolidated income statement. Any subsequent gain in the fair value less costs to sell of these
assets to the extent this does nol exceed the cumulative write down is recognized together with any
gain/ loss on disposal in the consolidated income statement.

Property and equipment

Property and equipment is slated at cost and presented nel of accumulated depreciation. Freehold land
is not depreciated. The cost of other property and equipment is depreciated using the straight-line
method over the estimated useful lives of the assets as follows:
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3. Summary of significant accounting policies — continued

P)

q)

r

s

—

t)

Buildings 20 to 30 years
Leasehold improverments Over the lease period ar 5 years, whichever is shorter
Furniture, equipment and vehicles 410 5 vears

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each reporting
date. Gains and losses on disposals are determined by comparing proceeds with carrying amounts.
These are included in the consolidated income statement.

Financial liabilities

All money market deposits, customer deposits, term loans, and other debt securities in issue are initially
recognized at fair value less transaction costs.

Subsequently all commission-bearing financial liabilities other than those where fair values have been
hedged are measured at amortized cost. Amortized cost is calculated by taking into account any
discount or premium. Premiums are amortized and discounts accreted an an effective yield basis o
maturity and taken to special commission expense.

Financial liabilities in an effective fair value hedge relationship are adjusted for fair value changes to the
extent of the risk being hedged. The resulting gain or loss is recognized in the consolidated income
statement. For financial liabilities carried at amortized cost, any gain or loss is recognized in the
consolidated income statemant when derecognized.

Financial guarantees

In the ordinary course of business. the Bank gives financial guarantees, consisting of letters of credit,
guaranices and acceptances. Financial guarantecs arc initially recognized in the consolidated financial
statements al fair value in other liabilities, being the value of the premium received. Subsequent to initial
recognition, the Bank's liability under cach guarantec is mcasured at the higher of the amortized
premium and the best estimate of the expenditure required to settle any financial obligations arising as a
result of such guarantees. Any increase in the liability relating to a financial guarantee is recognized in
the consolidated income statement in impairment charges for credit losses, net. The premium received
is recognized in the consolidated income statement in "Fee income from banking services, net” on a
straight line basis over the life of the guarantee.

Provisions

Provisions are recognized when a reliable estimate can be made by the Bank for a present legal aor
constructive obligation as a resull of past events and it is more likely than not that an oulflow of
resources will be required to settle the obligation.

Accounting for leases

Leases entered into by the Bank as a lessee, are all operating leases. Payments made under
operating leases are charged to the consolidated income statement on a straight-line basis over the
period of the lease.

When an operating lease is terminated before the lease period has expired. any payment required to
be made to the lessor by way of penalty is recognized as an expense in the period in which terminatian
takes place.

Cash and cash equivalents

For the purpose of the statement of cash flows, “cash and cash equivalents” are defined as those
amounts included in cash and balances with SAMA excluding statutory deposits, and due from banks
and other financial institutions with a maturity of ninety days or less from the date of acquisition.
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Notes to the Consolidated Financial Statements
for the years ended December 31,2014 and 2013

3. Summary of significant accounting policies - continued

u)

w)

x)

y)

De-recognition of financial instruments

A financial asset (or a parl of a financial assel, or a part of a group of similar financial assels) is
derecognized, when the contractual rights to receive the cash flows from the financial asset expires or
the asset is transferred and the transfer qualities for de-recognition.

In instances where the Bank is assessed to have transferred a financial assel, the asset is
derecognized if the Bank has transferred substantially all the risks and rewards of ownership. Where
the Bank has neither transferred nor retained substantially all the risks and rewards of ownership, the
financial asset is derecognized anly if the Bank has not retained contral of the financial asset. The
Bank recognizes separately as assets or liabilities any rights and obligations created or retainad in the
process.

A financial liability (or part of a financial liability) can only be derecognized when it is extinguished, that
is when the obligation specified in the contract is either discharged. cancelled or expired.

Zakat and income taxes

Zakat and income taxes are considered as liabilities of the Saudi and foreign shareholders,
respectively. Zakat is computed on the Saudi sharchelders' share of equity or net income using the
basis defined under the Zakat regulations. Income taxes are computed on the foreign shareholders
sharc of adjusted nct income for the year under the income tax regulations.

Zakat and income tax are not charged 1o the Bank's consolidated income statement and are deducted
from dividends paid to the shareholders, or reimbursed by the shareholders.

Employees’ incentive plans

The Bank offers to its eligible employees ("Employees”) equity shares in the Bank under an Employee
Stock Grant Plan (“thc Plan”). This Plan has bcen approved by SAMA. Under the tcrms of the Plan,
employees are granted shares which vest over a four-year period. The cost of the Plan is measured by
the value of the shares on the date purchased and recognized over the period in which the service
condition is fulfiled using an appropriate valuation mode!, and ending on the vesting date, Employee
share option shares are recorded by the Bank at cost and are presented as a deduction from the equity
as adjusted far any transaction costs, dividends and gains or losses an sales of such sharas. The Bank
has entered into a custody agreement with an independent third party to administer the Plan on behalf
of its employees. Under the provisions of the agreement, the Bank, at no point, becomes the legal
owner of the underlying shares.

In addition, the Bank grants to its eligible employees other types of security and savings plans that are
based on mutual contributions by the Bank and the employees. These contributions are paid to the
participating employees at the respective maturity date of each plan.

Short term employee benefits

Shorl lerm employee benelils are measured on an undiscounted basis and are expensed as the related
service is provided. A liability is recognized for the amount expected to be paid under shorl term cash
bonus or profit sharing plans if the Group has a present legal or constructive obligation to pay this
amount as a result of pasl service provided by the employee and the obligation can be estimated
reliably

Asset management services

The Bank offers asset management services to its customers, through a subsidiary, which include
managemenl of certain investmenl lunds in consullalion with professional invesimenl advisors. The
Bank's share of these funds is included in available for sale investments and fees earned are included
in fees lrom banking services, net.

Assels held in trust or in a fiduciary capacity are not treated as assets of the Group and accordingly are
not included in the consolidated financial statements.

ANNUAL REPORT 2014 | FINANCIAL STATEMENTS & AUDITORS’ REPORT

47



48

Notes to the Consolidated Financial Statements
for the years ended December 31,2014 and 2013

3. Summary of significant accounting policies — continued

z) Non-interest based banking products
In addition to conventional banking, the Bank offers to its customers certain non-interest based banking
products, which are approved by its Shariah Board.
High level definibons of nan-inlerest based producls include:

Murabaha - an agreemenl whereby lhe Bank sells lo a cuslomer a commodily or an assel,
which the Bank has purchased and acquired based on a promise received from the customer to
buy. The selling price comprises the cost plus an agreed profit margin.

ii. Istisna'a — an agreement between the Bank and a customer whereby the Bank sells to the
customer a developed asset according to agreed upon specifications. for an agreed upon price

li. llarah an agreement whereby the Bank, acting as a lessor, purchases or canstructs an asset
for lcase according to the customer request {lessee), basad on his promise to lzase the asset
for an agreed rent and specific period that could end by transferring the ownership of the leased
assct to the lesscc.

All non-special interast based banking products are accounted for in conformity with the accounting
policies described in these consolidated financial statements.

4., Cash and balances with SAMA

Cash and balances with SAMA are summarized as follows:

2014 2013

SAR’000 SAR'000

Cash in hand 771,835 643,511
Reverse repurchase agreements and olher balances wilh SAMA 5,026,792 3,249,544
Subtotal (note 27) 5,798,627 3,893,055
Stalulory deposil 3,329,067 2,413,974
Total 9,127,694 6,307,029

In accordance with the Banking Control Law and regulations issued by SAMA, the Bank is required to
maintain a stalutory deposit with SAMA at stipulated percentages of its demand, savings, time and other
deposits, calculated at the end of 2ach month. The statutory deposits with SAMA are not available to finance
the Bank's day to day operations and thercfore arc not part of cash and cash cquivalents.

5. Due from banks and other financial institutions

Due from panks and other financial institutions are summarized as follows:

2014 2013

SAR'000 SAR'000

Currenl accounls 85,922 909,325
Money market placements 793,574 4.664.204
Total 879,496 5,573,529
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Notes to the Consolidated Financial Statements
for the years ended December 31,2014 and 2013

6. Investments, net
a} Investment securities are classified as follows:

i) Available for sale

2014 (SAR'000) 2013 (SAR'000)
Domestic International Total Domestic _Infernational Total
Fixed rate securities 9,452,162 7,311,706 16,763,868 4660622 5825071 114886393
Floating rate securities 2,032,977 1,713,578 3,746,555 1,978,932 2,523 689 4,502 621
Equities 1,877,045 8,636 1,885,681 845,800 8,529 854 429
Mutual funds 30,845 - 30,845 356,495 - 36,495
Allowance for impairment - {30,000) (30,000) - (22 786) (22,788)
Avallable for sale. net 13,393,029 9,003,920 22,396,949 7.521.849 9,337,603 16,855,452
ii) Held to maturity
2014 (SAR'000) 2013 (SAR'00Q)
Domestic International Total Domestic International Total
Fixed rate securities S - - - 396,257 396.257
Floating rate securities - - u €50 000 - §50.000
Allowance for impairment - - - - (209.214) (209,214}
Held to maturity, net - - - 650 000 187,043 _83? 043
iii) Investments, net
2014 (SAR'000) 2013 (SAR000)
Domestic International Total Domestic International Total
Fixed rate securities 9,452,162 7,311,706 16,763,368 4860622 7,224 328 11,884.950
Floating rate securities 2,032,977 1,713,578 3,746,555 2628932 2,523,689 5,152,621
Equities 1,877,045 8,636 1,885,681 845800 8,629 854,429
Mutual funds 30,845 - 30,845 36.495 - 36,4495
Allowance for impairment - (30,000} (30,000) - (232,000)  ¢232,000)
Investments, net 13,393,029 9,003,920 22,396,949 8.171.843 9,624,646 17.695.495

Investments include SAR 2,896 million (2013: SAR 5,781 million), which have been pledged under
repurchase agreements with ather banks. The market value of these investments is
SAR 2,968 million {2013: SAR 5,841 million).
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Notes to the Consolidated Financial Statements
for the years ended December 31,2014 and 2013

6. Investments, net - continued

b) The analysis of lhe composition of invesiments is as follows:

i) Available for sale

2014 (SAR’000)

2013 (SAR'000)

Quoted Unquoted Total Guoted Unquoted Tolal
Fixed rate securities 8,576,911 8,186,957 16,763,868 7,879,925 3,608,768 11.488 693
Floating rate securities 1,580,322 2,166,233 3,746,555 2,695,538 1,607,023 4502 621
Equities 1,875,545 10,136 1,885,681 544,300 10,129 B854 424
Mutual funds 30,845 - 30,845 36,435 - 36.495
Allowance for impairment - (30,000) (30,000) - (22.786) (22.786)
Available for sale, net 12,063,623 10,333,326 22,396,949 11,656,318 5,203,134 16,859 452
il) Held to maturity

2014 (SAR’000) 2013 (SAR'Q00)

Quoted Unquoted Total Quoted Unquoted Total
Fixed rate securities - - - 190,053 206,204 396.257
Floating rate securities - - - 650,000 - £50,000
Allowance for impairment - - - (3,046) (206,168) (208.214)
Held to maturity, net - - - 637,007 36 837,043
1) Investments, net

2014 (SAR’000) 2013 (SAR'000)

Quoted Unquoted Total Guoted Unquoted Total
Fixed rate secunties 8,576,911 8,186,957 16,763,868 8,065,978 3,814,972 11,684 950
Flaating rate securities 1,580,322 2,166,233 3,746,555 3,545,598 1,607,023 5152 621
Equities 1,875,545 10,136 1.885,681 844 300 10,129 B854 429
Mutual funds 30,845 - 30,845 36,485 & 36.495
Allowance for impairment S (30,000) (30,000) (3.046)  (228,954) 1232.000)
Investments, net 12,063,623 10,333,326 22,396.949 12 493 325 5203170 17 696 495

The unquoted securities above are principally comprised of Saudi Government Development Bonds,
Saudi Treasury Bills. and cerain Saudi Corporale Bonds. Equities reporled under available for sale
investments include unquoted shares of SAR 10.1 million (2013 SAR 10.1 million) that are carried at
cost, as their fair value cannol be reliably measured.
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Notes to the Consolidated Financial Statements
for the years ended December 31,2014 and 2013

Investments, net — continued

¢) The analysis of unrealized gains and logses and fair values of held to maturity investments is as follows:

2014 (SAR'000)

2013 (SAR'000)

Gross Gross Grass Gross
Carrying Unrcalized Unrealized Fair Carrying Unrealized Unrealized Fair
Value gains losses Value Value gains losses Valua
Fixed rate securities - - - 187,042 18 80« (8 018) 157 231
[Moatirg rate securities - - - 550,002 3250 853 250
Tata FETACE P (8 U18) H51 T8l
d) The analysis of investments, net by counterparty is as follows:
2014 2013
SAR'000 SAR'000
Government and quasi-Government 10,718,035 4 538,275
Corporate 2,331,403 3,825,332
Banks and other financial institutions 9,347,511 9,334,788
Total 22,396,949 17.696.495
e} The credit risk exposure of investrents is as follows:
2014 2013
SAR'000 SARN00
Investment grade 18,418,747 14,509,938
Non investment grade 457,796 3n8.238
Unrated 3,520,406 2,798,319
Total 22,396,949 17,696,495

Investment grade sceuritics generally have external ratings. Unrated investment sccuntics include cortain
Saudi corporate securities, Saudi equities and mutual funds, and other private equity invesiments.

f} The movement of the allowance for impairment on investments is as follows:

Balance at the beginning of the year
Provided during the year
Reversals for realized losses (Note 23)

Balance at the end of the year
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Notes to the Consolidated Financial Statements
for the years ended December 31,2014 and 2013

7. Loans and advances, net

a) Leans and advances, net held at amortized cost are comprised of the following:

Performing loans and advances
Non performing loans and advances

Total loans and advances

Allowance for credit losses

Loans and advances, net

Perferming loans and advances
Non performing loans and advances
Total leans and advances

Allowance for credit losses

Loans and advances, net

Loans and advances above include non-interest based banking products in

2014 {SAR'000)

Overdraft Consumer Commercial Others Total
5,442,780 11,604,600 40,587,490 223,841 57,858,711
303,869 132,526 - - 436,395
5,746,642 11,737,126 40,587,490 223,841 58,295,106
(205,952) (248,572) (367.839) (229) (822,592)
5,540,697 11,488,554 40,219,651 223612 57,472,514
2013 {5AR'000)
Owverdraft Consumer  Commercial Othears lotal
4,260,481 9,368,077 34 168,744 78,625 47,875,931
298,732 96,283 - - 385015
4 558215 0 464 360 34 168,744 73629 48 270,946
(185,969) (182.978) [335,033) (95) (704,075
4,373,244 9.281,382 33,833,711 78,534 47 566,871

respect of Murabaha

agrcements, Istisna’a and ljarah which arc stated at an amortized cost of SAR 30,5683 million (2013: SAR

23,255 million}.

b) The movement in the allowance for credit losses is as follows:

Balanca at the beginning of the year

Provided / (reversed) during the year

Bad debis written off nat

Recoveries of amounts previously written off -

Balanca at the end of the year

Balance at the beginning of the year

Provided / {reversed) during the year

Bad debis written off. nat

Recovernes of amaounts previously written off -

Balance at the end of the year

2014 (SAR000)

Overdraft Consumer Commercial Total

185,969 182,978 335,128 704,075
23,896 164,464 32,940 221,200
(3,913) (130,078) - (133,991)

31,208 - 31,208
205,952 248,572 368,068 822,592
2013 (SAR'000)

Overdraft Consumer Cammercial Tatal
352 288 72,562 291638 B16,488
(67.602) 150.161 22.491 105,000
(98.717) (50,941) (78.990) (228,648)

11.196 38 11.235

185,969 162,978 335128 704,075
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Notes to the Consolidated Financial Statements
for the years ended December 31,2014 and 2013

7. Loans and advances, net - continued

¢y The credit quality of loans and advances is summarized as follows:

(i) Neither past due nor impaired loans and advances. net arz as follows:

2014 2013

SAR'000 SARTO0

Excellent 50,104 39,327
Strong 22,696,639 15,688,603
Average 14,881.701 14,151,192
Acceptable 7.368.613 7,697 214
Marginal 652,242 641,072
Watch 2,189 35,987
Unrated 11,478,991 9,094 BES
Total 57,130.479 47 348,281

The loans and advances that are neither past due nor impaired are described as follows:

Excellent - leader in a stable industry. Better than peers’ financials and cash flow. Has access to
financial markets under nermal markct conditions.

Strong - strong market and financial position with a history of successful performance but certain
exceptions exist. Financial fundamentals are still better than industry benchmarks. The entily would
have access to financial markets under normal conditions.

Average - moaderale degree of stabilily wilh induslry ar company specific risk laclors. Financial
fundamentals are sound within industry benchmarks. Access to financial markets is limited and the
enlity is susceplible o cyclical changes.

Acceptable - minor weaknesses in ndustry or company specific nsk factors. Some financial
fundamentals are inferior to industry benchmarks. Alternative financing could be available but this might
be limited to private and institutional sources only.

Marginal - unfavorable industry or company specific nsk factors exist. Operating performance and
financials are marginal. Alternative sources of finance arc unlikely. No new business can be
contemplated with this category.

Walch - unfavorable induslry or company specific risk faclors exisl. Risk ol non-paymenl is high,
Financial fundamentals are well below industry benchmarks and alternative sources of finance are
extremely limiled.

Unraled — unrated loans and advances consisl of consumer [vans with no past due balances,

(i} Past duc but not impaircd loans and advances, nct arc as follows:

2014 (SAR’000)
Overdraft and
commercial Consumer Total
From 1 day to 30 days 63,144 65,222 128,366
From 31 days to 90 days 6,761 60,317 67,078
From 91 days to 180 days 5,591 - 5,591
More than 180 days 527,197 - 527,197
Total 602,693 125,539 728,232
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Notes to the Consolidated Financial Statements
for the years ended December 31,2014 and 2013

7. Loans and advances, net — continued

2013 (SAR'000)

Overdraft and

From 1 day to 30 cays
From 31 days to 90 cays
From 91 days to 180 days
Mare than 180 days

Total

commercial Consumer Total
29,136 11,204 40,340
101,817 46,217 148,034
88,221 87,130 175,361
163,915 - 163,918
383,099 144,551 527.650

(i} The ecanomic sector risk concentrations for loans and advances and allowance for credit losses are as

follows:
2014 (SAR000)
Allowance Loans and
Non for advances,
Performing performing credit losses net
Government and quasi-Government 380,590 - (1,653) 378,937
Banks and other financial services 7,242,559 - (58,956) 7,183,603
Agriculture and fishing 26,386 - (175) 26,211
Manufacturing 6,471,749 21,024 (71,107) 6,421,666
Mining and quarrying 488,840 - (3,939) 484,901
Building and construction 4,022,268 - (39,945) 3,982,323
Commerce 14,020,695 165,677 (203,102) 13,983,270
Transporation and communication 1,775,033 - (12,531) 1,762,502
Services 1,627,659 14,071 (33,802) 1,607,928
Consumer loans 11,604,600 132,526 (248,572) 11,488,554
Other 10,198,332 103,097 (148,810) 10,152,619
Total 57,858,711 436,395 (822,592) 57,472,514
2013 (SAR'0DD)

Allowance Loans and
Non for advances,
Performing performing credit losses net
Government and quasi-Government 388.200 - (3.882) 384 318
Banks and other financial services 2,530.785 - {25,308) 2,505 477
Agriculture and fishing 750.683 3,813 (10.929) 743 BE7
Manutacturing 6.895.716 21,024 (B6.780) 6,828,950
Mining and quarrying 413 885 - (4.199) 415 686
Building and construction 4712 652 - (47 127) 4 685,525
Commerce 10,390.307 184,273 (170.199) 10 404 381
Transporation ancg communication 215 849 - (2.158) 213.681
Services 2 896237 14 051 (44.345) 2,865,942
Consumer loans 9,368 077 96,283 {182 978) 9281382
Other 9,307 540 75471 £126.159) 9.256,852
Total 47 875931 395,015 (704.075) 47 566 871
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Notes to the Consolidated Financial Statements
for the years ended December 31,2014 and 2013

8. Investments in associates

Investments in associates reprasent the Bank's share of investmants in entilies where the Bank has
significant influence. These investments are accounted for using the equity method of accounting.

{(a)Investments in associates include the Bank's ownership interest in associated companies in the
Kingdom of Saudi Arabia. as follows:

2014 2013
Amex (Saudi Arabia) Limited {"AMEX") 50% 50%
Saudi Orix Leasing Company (“ORIX") 38% 38%
Amlak International for Finance and Real Estate Develapment Ca.
(“AMLAK") 32% 32%
Mediterranean and Gulf Coaperative Insurance and Reinsurance Cao.
(MedGulf) - 19%,

The Bank also has a 20% interest in Nagem Investment Campany which has no operations.

(b) The movement of investments in associales s summarized as follows:

2014 2013

SAR'000 SARI00

Balance at beginning of the year 1,070,648 965,902

Investments 53,999 -
Transfor to availablc for sale investments (269,736)

Share of earnings 79,515 160,825

Dividends (88,673) (56,624)

Share of ather comprehensive income 598 545

Balance at end of the year 846,351 1,070,648

During the first quarter of 2014, the Bank transferred its investment in MedGulf from investments in
associates to available for sale investments, because this investment no longer qualifies to be accounted
for as an investment in an associate. This investment was recorded in available for sale investments at its
estimated fair value at the time of transfer, with a corresponding gain equal to the difference between the
estimated fair value and the carrying amount of the recorded investment in MedGuif. The resulting gain
totaling SAR 223.2 million is included in gains on non-trading investments. net (see note 23).

(c) The Bank's share of the associates’ financial statements is summarized below:

2014 (SAR'000)

AMEX ORIX AMLAK
Total asscts 370,929 842,814 824,497
Total liabilities 244,008 500,392 491,455
Total eguity 126,921 342,423 333,042
Total income 185,048 94,881 50,093
Total expenses 108,128 50,441 22170

ANNUAL REPORT 2014 | FINANCIAL STATEMENTS & AUDITORS’ REPORT 55



Notes to the Consolidated Financial Statements
for the years ended December 31,2014 and 2013

8. Investment in associates - continued

2013 (SAR'000})

AMEX. ORIX AMLAK Med Gulf
Total assets 186,761 701,818 609,622 242,852
Tolal liabililies 94,129 493,361 281,506 53,624
Total equity 92 632 208,423 328,116 189225
Total income 161,353 82,241 40711 (34 389)
Total expenses 96,2006 44 164 17,428 2,178
9. Property and equipment, net
Property and equipment, net is summarized as follows:
2014 and 2013 (SAR’'000)
Furniture,
Land and Leasehold equipment Total Total
buildings _improvements and vehicles 2014 2013
Cost
Balance al the beginning of tha year 948,604 60,950 406.412 1,415,966 1,345,303
Additions 5,750 21,909 78.718 106.377 77,382
Disposals - - (2,638) (2,638) 6,718}
Balance at the end of the year 954,354 82,859 482,492 1,519,705 1,415,966
Accumulated depreciation
Ealance al the beginning of the year 176,146 46,726 320.560 543.432 478,407
Charge for the year 23,761 9.370 35,764 68,895 71,697
Disposals - - (2,244) (2,244) (6,672}
Balance al the end of the year 199,907 56,096 354,080 610,083 543,432
Net Book value
As of December 31. 2014 754,447 26,763 128.412 909.622
As of December 31, 2013 772,458 14,224 §5,852 872,534
10. Other assets
Other assets are summarized as follows:
2014 2013
SAR'000 SAR000
Accrued special commission receivable:
- Loans and advances 197.631 272,610
- Investments 116,283 117,433
- Banks and other financial institutions B72 2,350
Total accrued special commission receivable 314,786 408,393
Paositive fair value of derivatives (note 11) 820,865 276,751
Zakat and income tax due from shareholders (note 26) 112,622 111624
Other real estate 152,836 152,836
Customer receivables 160,047 202,341
Property and equipment pending completion 97,744 83,723
All other assets 334,914 174,639
Total 1,993,814 1,408,307
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Notes to the Consolidated Financial Statements
for the years ended December 31,2014 and 2013

11. Derivatives

In the ordinary course of business, the Bank utilizes the following derivative financial instruments for trading
and hedging purposes:

a) Swaps

Swaps are commitments to exchange one set of cash flows for another. For commission rate swaps,
counterparties generally exchange fixed and floating rate commission payments in a single currency
without exchanging notional amounts. For cross-cumency commission rate swaps, notional amounts, and
fixed and floating commission payments are exchanged in different currencies. The notional amounts can
also vary based upon the agreed terms in the case of variable nctional swaps.

bj Forwards and futures

Forwards and futures are contractual agreemenits to either buy or sel a specified currency, commodity or
financial instrument at a specified price and dale in lhe fulure, Forwards are cuslomized conlracls
transacted in the over-the-counter market. Foreign currency and commission rate futures are transacted
in standardized amounts on regulated exchanges and changes in futures contract values are settled
daily.

c) Forward rate agreements

Forward rate agreements are individually negotiated commission rate contracts that call for a cash
settlement for the difference between a contracted commission rate and the market rate on a specified
future date, on a notional principal for an agreed period of time.

d) Options

Options are contractual agreements under which the seller (writer) grants the purchaser (holder) the
right, but not lhe obligation, Lo either buy or sell al a lixed fulure dale or al any lime during a specified
period, a specified amount of a currency, commaodity or financial instrument at a pre-determined price.

The derivative financial instruments utilized are either held for trading or held for hedging purposes as
described below:

a) Held for trading purposes

Most of the Bank’s derivative trading activities relate to sales, positioning and arbitrage. Sales activities
involve offering products to customers and banks in order, inter alia. lo enable them to transfer, modify or
reduce current and future rigsks. Positioning invalves managing market risk pasitions with the expectation
of profiting from favorable movements in prices, rates or indices. Arbitrage invalves identifying, with the
expactation of profiting from price differentials, between markets or products.

b) Held for hedging purposes

The Bank has adopted a comprehensive systemn for the measurement and management of risk. The risk
management process involves managing the Bank's exposure to fluctuations in currency and
commission rate risks to acceptable levels as determined by the Board of Directors and within the
guidelines issued by SAMA.

The Board of Directors has established levels of currency risk by setting limits on counterparty and
currency position exposures. Positions are routinely monitored and hedging sirategies are used to
ensure positions are maintained within the established limits. The Board of Directors has established the
level of commission rate risk by setting limits on commission rate gaps for stipulated periods. Asset and
liability commission rate gaps are reviewed on a periodic basis and hedging strategies are periodically
used to reduce commission rate gap within the established limits.
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for the years ended December 31,2014 and 2013

11. Derivatives - continued

As part of its asset and liability management, the Bank uses derivatives for hedging purposes in order to
aptimize its own expasure to currency and commission rate risks. This is generally achizved by hedging
specific transactions.

The Bank uses forward foreign exchange contracts to also apply various hedging strategies against
specifically identified currency risks. In addition. the Bank uses commission rate swaps to hedge against
the cormmission rate risk arising from specifically identified fixed commission-rate exposures.

The lables below summarize the positive and negative fair values of derivative financial instruments,
together with the notional amounts, analyzed by the term to maturity and monthly average. The notional
amounts, which provide an indication of the volumes of the transactions outstanding at the year-end, do not
necessarily reflect the amounts of future cash flows involved. The national amounts are not indicative of the
Bank's exposure to credit risk nor market risk.

The Bank has a put option arising from an existing master agreement entered inte by the Bank relating to an
associated company. The terms of the agreement give the Bank a put option that is exercisable from 2013
onwards for the remaining term of the agreement. The put option grants the Bank the right to receive a
paymenl in exchange for its shares one year after the option, based on pre-determined formulas included in
the agreement. As of December 31, 2014, the estimated fair value of this option is approximately SAR 215.1
million (2013: SAR 108.2 million), and has not been included in the table below.

¢} Derivative financial instruments are summarized as follows:

Notional amounts by term to maturity

2014 (SAR'000)
Positive  Negative Notional Within 3 3-12 1-5 Over 5 Manthly
fair value  fair value amaunt months manths years years _ average
Huld for Lrading.
Forward foreign exchange
centracts 2,640 2600 4,790,212 655,161 4.135,051 - . 6,674,310
Foreign exchange cptions 112,981 112,104 1,867,642 519,943 1,170,736 176,963 - 2777812
Commigsion rates swaps 356,028 30,102 3,752,291 - 150,000 600,000 3,002,291 3,505,412
Held as fair value hedges:
Commission rate swaps 134,080 161.847 2,000,829 93,848 450,468 855,889 600.624 1869186
Total 605,729 636,653 12,410,974 1,268,952 5906,255 1,632,852 3,602,915 14,826,720

Notional amounts by term to maturity

2013 (SAR'000)

Hositive MNegative MNotiona Within 3 312 18 Cver § Manthly
fair value _far value amount months menths years years average
Held for trading
Fonvard foreign exchange
centracts 9,736 8,645 6465351 5152397 1312954 - - 1973530
Foreign exchange cplions 82,970 B2 589 1,921,891 66 446 168 000 1,687,145 - 424 424
Commission rates swaps 39 642 28 858 2,520,000 - 500,000 37%,B7C 1840130 2,171,685
Held as fair value hedges,
Commission rate swaps 3E.2C8 B4 817 2548282 220,000 5271320 1,399,122 - 2133583
Total 168,556 215.020 15453154 5435843 2,008,084 35466137 1,640,130 6,643,122
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Notes to the Consolidated Financial Statements
for the years ended December 31,2014 and 2013

Derivatives - continued

The gains during the year on hedging instruments for fair value hedges were SAR 4.4 million (2013: gains
of SAR 27.5 million). The losses on hedged items attributable to hedged risk were SAR 2.2 million (2013:
losses of SAR 24.7 million).

The net negative fair value of all derivatives is approximately SAR 30.9 million {2013: SAR negative 46.5
millicn).

Approximately 97% (2013: 67%) of the positive fair value of the Bank's derivatives are entered into with
financial institutions, and less than 38% (2013 30%) of the positive fair value contracts are with any single
counterparty at the consolidated statement of financial position date. Denvalive aclivities are mainly carried
out under the Bank's treasury segment.

Due to banks and other financial institutions

Due to banks and other financial institutions is summarized as follows:

2014 2013
SAR'000 SAR'D00
Current accounts 80,810 81,313
Repurchase agreements 2,513,672 4 387,664
Money market deposils 2,407,606 5,359,255
Tolal 5,002,088 9.828.232
Customer deposits
Customer deposits arc summarized as follows:
2014 2013
SAR'000 SAR'DOO
Demand 19,649,245 13,332,031
Savings 648,766 641,354
Time 49,392,429 42111729
Other 1,042,971 958,733
Total 70,733,411 57 043 847

Time deposits include deposits against sale of securities of SAR 1,130 million (2013: SAR 1.541) with
agreements to repurchasc the same at fixed future dates.  Other customer deposits include SAR 428
million {2013: SAR 411 million) of margins held for irrevocable commitments.

The above amounts include foreign currency deposits (equivalent 1o Saudi Riyals) as follows:

2014 2013

SAR'000 SARDOO

Demand 494,201 398,770
Savings 225,753 40.921
Time 9,564,383 16,505,126
Other 50,109 98,285
Tatal 10,334,446 17,043,202
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14.

15.

16.

17.

Term loans

On May 30, 2011, the Bank entered into a five-year medium term loan facility agreement for an amount of
SAR 1 billion for general corporate purposes. The facility has been fully utilized and is repayable in May
2016, On June 24, 2012, the Bank entered into another five-year medium term loan facility agreement for
an amount of SAR 1 billion for general corporate purposes. The facility has been fully utilized and is
repayable in September 2017,

The term loans bear commission at variable rates. The Bank has an aption to effect early repayment of the
term Ioans subject to the terms and conditions of the related agreements. The agreements above include
covenants which require maintenance of certain financial ratios and other requirements, with which the
Bank is in compliance as of December 31, 2014,

Subordinated debt

On June 5, 2014, the Bank concluded the issuance of a SAR 2 billion subordinated debt issue through a
private placement of a Shariah compliant Tier Il Sukuk in the Kingdom of Saudi Arabia. The Sukuk has a
tenar of ten years with the Bank retaining the right to call the Sukuk at the end of the first five year period,
subject to certain regulalary approvals. The Sukuk carries a half yearly profit equal to six month SIBOR pius
1.45%.

Other liabilities

Other liabilities are summarized as follows:

2014 2013
SAR’'000 SAR'DOC

Accrued special commission payable
Banks and other financial institutions 9,826 15.253
— Custamer deposits 199,830 141,050
Total accrued special commission payable 209,656 156.303
Negative fair value of derivatives (note 11) 636,653 215,020
End of service and other employee - related benefits 324,196 352.748
Accrued expenses and other reserves 238,599 317,953
Deferred special commission and fee income 331,761 204,826
All other liabilities 297,944 123,709
Total 2,038,809 1,370,559

Share capital

As of December 31 2014, the authorized, issued and fully paid share capital of the Bank consists of 600
million shares of SAR 10 each. The ownership of the Bank's share capital is as follows:

2014 2013
SAR'000 Ya SAR'DOD Yo
Saudi shareholders 5,400,000 90.0 4.950.000 90.0
Foreign shareholders:
J.P. Morgan International Finance Limited 450,000 7.5 412.500 15
Mizuho Corporate Bank Limited 150,000 2.5 137,500 2:5
6,000,000 100 5.500,000 100.0

During 2014, 50 million bonus shares were issued by the Bank increasing the issued number of shares
outstanding from 550 million to 600 million shares {see note 26)
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Statutory reserve

In accordance with Saudi Arabian Banking Control Law and the Articles of Association of the Bank, a
minimum of 25% of the annual net income is required to be transferred to a statutory reserve until this
reserve equals the paid up capital of the Bank. Accordingly, SAR 360 million has been transferred from
2014 net income (2013: SAR 322 million). The statutory reserve is not available for distribution.

Commitments and contingencies

a} Legal proceedings

b)

c)

As of December 31, 2014, lhere were recurring legal proceedings oulslanding against the Bank. No
provision has been made in cases where professional legal advice indicates that it is not probable that
any significant loss will arise. However, provisions are made for legal cases where management
furesees the probability of an adverse vutcome. As of December 31, 2014, the Bank's allowance for
such cases totaled SAR 4.6 million.

Capital commitments

As of December 31, 2014, the Bank had capital commitments of SAR 35.3 million (2013: SAR §7.9
million) in respect of construction for new branches and expansion of its head office.

Credit related commitments and contingencies

The primary purpose of these instruments is to ensure that funds are available to a customer as
required

Guarantee and standby letters of credit, which represent irrevacable assurances that the Bank will
make payments in the event that a customer cannot meet its obligations e third parties, carry the same
credil risk as loans and advances. Cash requiremenls under guaranlees and slandby lellers of credil
are considerably less than the amount of the cormmitment hecause the Bank does not generally expect
the third party to draw funds under the agreement.

Documentary letters of credit which are wntten undertakings by the Bank on behalf of a customer
authorizing a third party to draw drafts on the Bank up to a stipulated amount under specific terms and
conditions, are generally collateralized by the underlying shipments ol goods 1o which they relale and
therefore have significantly less risk.

Acceptances comprise undertakings by the Bank to pay bills of exchange drawn on customers. The
Bank expects most acceptances to be presented before being reimbursed by the customers.

Commitments to extend credit represent the unused portion of authorizations to extend credit
principally in the form of loans and advances, guarantees and letters of credit. With respect lo credit
risk on commitments to extend credit, the Bank is potentially exposed to a loss in an amount cqual to
the total unused commitments. However, lhe likely amount of loss, which cannot readily be quantified,
1s expected to be considerably less than the total unused commitment as most commitments to extend
credit are contingent upon customers maintaining specific credit standards. The total cutstanding
commitments lo extend credil do not necessarily represent future cash requirements, as many of
these commitments could expire or terminate without being funded.,

i} The contractual maturity structure for the Bank's commitments and contingencies are as follows:

2014 (SAR'000)

Within 3 312 1-5 Over 5

months months years years Total
Letters of credit 1,239,336 1,129,443 5171 - 2,373,950
Letters of guarantee 1,806,437 3,854,201 3,085.103 13,714 8,759,455
Acceptances 505,893 273,466 536 - 779,895
Irrevocable commitments to extend credit - - 84,606 243,647 328,253
Total 3,551,666 5,257,110 3,175,416 257,361 12,241.553
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19. Commitments and contingencies - continued

2013 (SAR000)

Within 3 312 1-5 Over 5

months months years years Tatal
Letters of credit 1,495 897 884,077  327.488 - 2,707,442
Letters of guarantee 1,518,107 3,114,863 2,560.291 58,341 7,362,302
Acceptances 454 502 643,667 5843 - 1,104,012
Irrevocable commitments to extend credit - - 277606 241,723 519.329
Total 3.468,506 4642607 3271508 310,064 11,693,085

The outstanding unused portion of commitments as of December 31, 2014 which can be revoked
unilaterally at any time by the Bank, amounts to SAR 24,698 million (2013: AR 17,675 millian).

i} The analysis of commitments and contingencias by counterparty is as follows:

2014 2013

SAR'000 SAR'000

Government and quasi-Government 6,842,955 5,827.479
Corporate 4,791,232 5,273,684
Banks and other financial institutions 298,964 325,750
Other 308,402 266,172
Total 12,241,553 11.693,085

d} Assets pledged

Securities pledged under repurchase agreements with other banks include corporate, bank and non-
government bonds. Assets pledged as collateral with other financial institutions as security are as

follows:
2014 (SAR'000) 2013 (SAR’000)
Related Related
Assets Liabilities Assets Liabilities
Available for sale investments 2,895,543 2,513,672 5,575,047 4,191,640
Held to maturity investments - - 206,220 196,024
Tolal 2,895,543 2,513,672 5,781,267 4,387,664

The pledged assets presented in the above table are those financial assets that may be repledged or
resald by counter parties to whom they have been transferred. These transactions are conducted
under terms that are usual and customary to standard securities borrowing and lending activities, as
well as requirements delerminad by exchanges on which lhe Bank acls as an inlermediary,
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19. Commitments and contingencies - continued
e} Operating lease commitments

The future minimum lease payments under non-cancelable cperating leases where the Bank is the
lessee are as follows:

2014 2013
SAR'000 SAR'000
Less than 1 year 30,343 27 535
1to 5 years 82,326 75,282
Qver 5 years 59,326 78.238
Total 171,995 181,155
20. Special commission income and expense
Special commission income and expense is summarized as follows:
2014 2013
SAR'000 SAR'000
Special commission income:
Available Tor sale inveslments 425,192 352,925
Held to maturity investments 11,570 30,478
Total investments 436,762 383,403
Loans and advances 1,662,355 1420317
Due from banks and other financial institutions 66,669 80,441
Total 2,165,786 1,884,161
Special commission expense:
Customer deposits 434,544 380,195
Duec to banks and other financial institutions 126,086 101,890
Term loans 36,492 36.994
Subordinated debt 29,108 -
Total 626,231 519,179
21. Fee income from banking services, net
Fee income from banking services. net is summarized as follows:
2014 2013
SAR'000 SAR'000
Fee income:
- Share trading and fund management 134,347 85437
- Trade finance 105,458 99,561
- Corpurale and retail finance 257,033 197,246
- Other banking services 43,520 38,186
Total fee income 540,358 420430
Fee sxpense:
- Custodial services 41,613 20,148
- Other banking services 12,216 6,079
Total fee expense 53,829 26.225
Fee income from banking services, net 486,529 394,205
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22. Dividend income

Dividend income is summarized as follows:

2014 2013

SAR’000 SAR'000

Dividends received from available far sale investments 35,366 21,963

23. Gains on non-trading investments, net

Gains on non-trading investments, net are summarized as follows:

2014 2013

SAR’000 SAR'000

Realized non-trading investment and other gains 178,239 157,604

Gain on transfer of Medgulf investment to available

for sale investments (note 8) 223,951 =

Impairment reserve reversals (note 6f) 212,000 Q0,000

Realized non-trading investment losses (201,332) (89,429)

Gains on non-trading investments, net 412,858 158,175

24, Compensation and related governance and practices

As required by SAMA. lhe following table summarizes the Bank's employee categories defined in
accordance with SAMA's rules on compensation practices. It includes the total amounts of fixed and
variable compensation paid lo employees, and the forms of such payments, and also includes the variable
and other compensation accrued, and other employee benefits and related expenses incurred during the
years ended December 31, 2014 and 2013.

2014 (SAR'000)
Category Number of Fixed Variable Compensation
Employees Compensation Cash Shares Total

Senior executives requirng

SAMA no objection 19 33,559 16,500 4,492 20,992
Employees engaged in risk

taking activities 134 61,125 14,683 4,090 18,773
Employees engaged in cantrol

functions 190 45,705 9,535 3,766 13,301
Other employees 1,135 196,435 35,921 9,839 45,760
Outsourced employees 85 9,660 1,898 99 1,997
Totals 1,563 346,484 78,537 22 286 100,823
Variable and other compensation zcoruad 108,276
Other employee benefits and

related expenses 76,645
Total salaries and employee

related expenses 531,405
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24. Compensation and related governance and practices - continued

2013 (SAR'000)

Category Number of Fixed ~ Vanable Compensation .
Employees Compensation Cash Shares Total

Senior executives requiring

SANMA no objection 15 29,892 12178 3,263 15438
Employees engaged in risk

taking activities 17 51213 10.594 2,778 13.372
Employees engaged in contral

functicns 168 39,763 T:512 1,736 9248
Other employees 1029 168,716 26,268 5431 31729
Outscurced employees 83 10,631 2174 182 2,357
Totals 1418 301,315 58,753 13,391 72144
Variable and other compensation accrued 81,000

Other employee benefits and
related expenses 56,705

Total salaries and employee
related expenses 439,020

The Board of Directors of the Bank has established a Nomination and Remuneration Committee (lhe
Commitlee) which is comprised of four board members. The Commitlee is primarily respongible for
recommending appointments ta membership of the Beard of Directors and key executives of the Bank in
compliance with the Bank's Corporate Governance Guidelines. completing annual reviews for the
requirements of suitable skills and independence for membership of the Bank's Board of Directors,
reviewing the structure of the Board of Direclors, establishing policies for the compensation and
remuneration of members of the Board of Director's, and overseeing the Bank’s employee compensation
system's design.

The Committee is also responsible to recommend to the Board of Directors the approval of the Bank's
Compensalion Policy and any amendments lherelo, lo ensure the Bank's remuneralion policies are in
campliance with SAMA guidelines an compensation, to periadically review the Bank's remuneration and
compensation policy, to evaluate practices by which compensation is paid, and o delermine the
performance bonuses for the Bank's employees based on the risk adjusted profit of the Bank.

The Bank's Remuneration and Compensation Policy 15 designed to attract, retain and motivate high
potential employees. Employees participate in various varable pay arrangements. Discretionary variable
pay as well as fixed pay reviews are dependent on the achievement of objectives. The Balanced Scorecard
concept is uscd and objectives have typically been categorized into four segments including financial,
customer, process, and people.

Financial and non-financial metrics are then used to measure performance against the objectives, which
include profitability, expense control, customer satisfaction. employee development, lending guidelines,
internal controls, and business systems and processes. Effective risk management is also emphasized to
maintain a strong and secure operating platform. A Risk Appetite Framework Policy has been established
and compliance lherelo is key lo all remuneration decisions including vanable pay arrangements.

In addition te the above. the Bank's employees are encouraged to participate in employee share savings
and incentive schemes. Certain employees are also covered under 2 Key Employse Stock Option Grant
Plan.

The Bank's subsidiaries have adopted a similar approach to remuneration and campensation praclices as
described above, including policies within a framework of prudent risk management.

The total amount of compensation paid to key management for the year ended December 31, 2014 was

SAR 54.6 million (2013: SAR 454 million). The post employment benefits accrued or paid to key
management for the year ended December 31, 2014 was SAR 1.8 million (2013: SAR 3.0 million)
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25. Basic and diluted earnings per share

Basic and diluted earnings per share for the year ended December 31, 2014 and 2013 are calculated by
dividing the net income for the year by 600 million shares, after giving effect to the bonus shares issued in
2014 (see note 26). As a result, basic and diluted eamings per share fer the year ended December 31,
2013 have been retroactively adjusted to reflect the issuance of the bonus shares.

26, Dividends, zakat and income tax

In 2014, the Board of Directors proposed a cash dividend of SAR 480 million equal to SAR 0.80 per sharg,
net of Zakat to be withheld from the Saudi shareholders totalling SAR 42 million. The Board of Directors
has also proposed a bonus share issue of 50 million shares with a par value of SAR 10 per share, or one
bonus share for each twelve shares outstanding. The proposed cash dividend and bonus share issue will
be presented for approval in an extraordinary general assembly meeting expected to convene in 2015,

In 2013, the Board of Directors proposed a cash dividend of SAR 440 million equal to SAR 0.80 per share.
net of Zakat to be withheld from the Saudi shareholders totalling SAR 37.5 million. The Board of Directors
also proposed a bonus share issuc of 50 million sharcs with a par valuc of SAR 10 per sharc, or one bonus
share for each eleven shares outstanding. The proposed cash dividend and bonus share issue were
approved by the Bank's sharehalders in an extracrdinary general assembly meeting held on 1 Jumada' ||
(corresponding to April 1, 2014). The net dividends were paid and the bonus shares issued to the Bank's
shareholders thereafter.

In 2012, The Board of Directors proposed a cash dividend of SAR 385 million equal ta SAR 0.70 per share,
net of Zakat to be withheld from the Saudi shareholders totalling SAR 31.6 million. The proposed dividend
was approved by lhe Bank's sharehalders in an ordinary general assembly meeling held on Rabi’ 1l 28,
1434 (corresponding to March 11, 2013). The net dividends were paid to the Bank's shareholders
thereafler.

Any future cash dividends to the Saudi and non-Saudi sharsholders will be paid after deducting zakal and
any unreimbursed income tax, as follows:

a) Saudi sharcholders:

Zakat aftributable to the Saudi shareholders for the years 2010 through 2013 amounts to approximately
SAR 92 9 milion. Estimated Zakal attributable to Saudi shareholders for 2014 is approximately SAR
32.7 million. The lotal Zakat attributable to Saudi shareholders through 2014 totaling approximately
SAR 1256 million will be deducted from their share of future dividends. The cumulative Zakat from
2010 through 2014 amounts to approximately SAR 0.23 per share.

b} Foreign sharcholders:

Estimated Income Tax attributable to the non-Saudi shareholders for 2014 is approximately SAR 21.9
million. There is no unreimbursed income tax for the years prior to 2014,

I'he Bank has filed the reguired Income Tax and Zakat returns with the Department of Zakat and Income
Tax which are due on April 30 each year, through the year ended December 31, 2013.

The Bank has received assessments for additional Zakat, Income lax, and withholding tax totalling
approximately SAR 16.7 million relating to the Bank's 2003 through 2008 Zakat, Income lax. and
withholding tax filings. The Bank has liled an appeal for lhese assessmenis. The Bank has also received
assessments for additional Zakat totalling approximately SAR 383 million relating to the Bank's 2013, 2011
and 2010 Zakat filings. The assessments are primarily due to the disallowance of certain long-term
investments from the Zakal base of the Bank. The Bank. in consultation with its Zakal advisors, has filed
an appeal with the Department of Zakat and Income Tax, and is awaiting a response. The Bark, along
with other Saudi Banks, has formally raised this issue with the Bank's regulator for a satisfactory resolution
to this Saudi Banking Industry issue At the current time, a reasonable estimalion of the ultimate additional
Zakat liability. if any, cannot be reliably determined.
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Cash and cash equivalents

Cash and cash equivalents included in the statement of cash flows is comprised of the fallowing:

2014 2013

SAR'000 SAR'N00

Cash and balances with SAMA excluding statutory deposit (note 4) 5,798,627 3,693,055
Due from hanks and other financial institutions maturing within ninety

days lrom |he dale ol acquisilion 879,496 3,973,529

Total 6,678,123 7,866,684

Business segments

Operaling segmenls are idenlified on the baszis of inlernal reporls aboul components of [he Bank [hal are
regularly reviewed by the Bank’s Board of Direclors in ils function as the Chiefl Decision Maker in order to
allorate resources to the segments and to assess ther performance,

Transactions between the operating segments are on normal commercial terms and conditions. The
revenue from external parties reported to the Board is measured in a manner consistent with that in the
consolidated income statement. There are no matenal items of income or expense between the operating
segments. Segment assets and liabilities are comprised of operating assets and labilities.

The Bank's primary business is conducled in lhe Kingdom of Saudi Arabia, The Bank's reportable
segments are as follows:

Retail banking
Loans, deposits. and other credit products for individuals and small to mediumn-sized businesses.

Corporate banking
Loans, deposits and other credit products for corporate and institutional customers.

Treasury

Money market, investments, and other treasury services.

Asset management and brokerage
Dealing, managing, advising and custedy of secur ties services,

Commission is charged to operating segments based on funds transfer price (FTP) rates. The net FTP
contribution included in the scgment information below includes the scgmental net special commission
income after FTP asset charges and liability credits. All other segment income is from external customers.

a) The segment information provided to the Bank's Board of Direclors which includes the reporiable
segments for the Bank’s total assets and liabilities of December 31, 2014 and 2013, its total operating
income, total operating expenses, and net income for the years then ended, are as follows:
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28. Business segments - continued

2014 (SAR’000)

Asset
Manage-
Retail Corporate ment and
Banking Banking Treasury Brokerage Total
Total assets 23,193,047 38,278,086 31,796,739 358,568 93,626,440
Total liabilities 16,980,001 12,107,762 52,664,308 22,237 81,774,308
Net FTP contribution 711,643 568,088 229,037 30,787 1,639,555
Fee income from banking
services, net 147,490 229,703 15,144 94,192 486,529
Other operating income ) 63,753 29,951 404,635 6,753 505,092
Total operating income 922,886 827,742 648.816 131,732 2531176
Operating expenses before
impairment charges 528,261 243,725 92.461 78,465 942,912
Impairment charges, net 77,087 144,213 10,000 = 231,300
Tolal vperating expenses 605,348 387,938 102,461 78,465 1,174,212
Income from operating
aclivilies 317,538 439,804 546,355 53,267 1,356,964
Share in earnings lrom
associales - - 79,515 S 79,515
Net income for the year 317,538 439,804 625870 53,267 1,436,479
2013 (SAR'00Q)
Asset
Manage-
Retail Corporate ment and
Banking Banking Treasury Brekerage Total
Total assets 19,760,596 30,357,079 29,600,375 777,363 80495413
Total liahilities 19,283,662 5,184,039 45,738,965 35,972 70,242 638
Net FTP contribution 531,627 369,244 445120 19,001 1,364 982
Fee income from banking
services, net 113,936 208,071 6,621 65,577 394,205
Other operating income 32,725 28,039 182,169 14,545 257 478
Total operating income 678,188 605,354 633,910 99.213 2.016 665
Operating expenses hefore
impairmenl charges 361,259 178,756 135,586 6,085 761,656
Impairment charges, net 28,392 76,608 24,000 - 128.000
Total operating expenses 409,651 255,364 159,536 66.0565 890 6566
Income fram operating
activities 268 537 349,980 474 324 33,158 1,126 003
Share in eamings from
associates - - 160,825 - 160.825
Nel income for lhe year 268,537 349,590 635,149 33.158 1,286,834
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28. Business segments — continued

b) The Bank's credit exposure by business segment is as follows,

29,

2014 (SAR'000)

Asset
Retail Corporate Management
Banking Banking Treasury and Brokerage Total
Statement of consolidated
financial pusition assets 21,102,669 35,936,997 24,243,383 312,261 81,595,310
Commitments and contingencies 5,240,957 3,511,311 219,099 - 8,971,367
Derivatives - - 1,009,576 - 1,009,576
2013 (SAR'00D)
Asset
Retail Corparate Management
Banking Banking Treasury and Brokerage Total
Staterment of consolidated
financial position assets 16,469,537 29,882 427 24 6818.286 737313 71,8907 543
Commitments and contingancies 4 461,768 3,861,389 238,514 - B,561.671
Derivatives §00.561 600.561

Credit exposure comprises the carrying value of consolidated statement of financial position assets
excluding cash and balances with SAMA, property and equipment, and other assels. The credil equivalent
value of commitments, contingencies and derivatives are included in credit exposure,

Credit risk

The Bank manages cxposure to credit risk, which is the risk that onc 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 that lead to loans and advances, and investment activities. There is also
credit rigk in off-statement of consolidated financial position financial instruments. such as loan
commitments. The Bank assesses the prohability of default of counterparties using internal rating tools.
The Bank also uses the external ratings of major rating agencies. where available.

The Bank has a comprehensive framework for managing credit risk which includes an independent credit
risk review funclion and credil risk moniloring process. Tha Bank seeks Lo conlrol credil risk by moniloring
credit exposures, limiting transactions with specific counterparties, and continually assessing the
creditworlhiness ol counterparlies. The Bank’s risk managemenl policies are designed lo idenlify and lo
set appropriate risk limits and to monitor the risks and adherence to limits. Actual exposures against limits
are routinely monitored. In certain cases, the Bank may also close out transactions or assign them to other
counterparties to mitigate credit risk. The Bank's credit risk for derivatives represents the potential cost to
replace the derivative contracts if counterparties fail to fulfill their obligation, and to control the level of
credit risk taken. The Bank assesses counterparties using the same techniques as for its lending
activities.

Concentrations of credit risk arise when a number of counterparties 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. Concentrations of credit risk indicate the relative sensitivity of the Bank's performance to
developments affecting a particular industry or gesgraphical location.

ANNUAL REPORT 2014 | FINANCIAL STATEMENTS & AUDITORS’ REPORT

69



70

Notes to the Consolidated Financial Statements
for the years ended December 31,2014 and 2013

29,

Credit risk — continued

The Bank seeks to manage its credit risk exposure through diversification of lending activilies to ensure
that there is no undue concentration of risks with individuals or groups of customers in specific locations or
businesses. It also takes collateral wherever appropriate. The Bank also seeks additional collateral from
the counterparty as soon as impairment indicatars are noticed for the relevant individual loans and
advances.

Management monitors the market value of collateral, requests additional collateral in accordance with the
underlying agreement and monitors the market value of collateral obtained during its review of the
adequacy of the allowance for impairment losses.

The debt securities included in the investment portfolio are mainly corporate and sovereign risk. An
analysis of investments by counter-parly is provided in Note 6. The delails of the composition of loans and
advances are provided in Note 7. The information an credit risk relating to derivative instruments is
provided in Nole 11 and lor commilments and contingencies in Nole 19. The information on lhe Bank's
credil exposure by business segment is provided in Note 28. The infermation on credit risk exposure and
their relative risk weights is provided in Note 35.

The Bank uses a credit classification system as a tool to assist in managing the quality of credit risk within
the lending portiolio. It maintains classification grades that differentiate between performing and impaired
portfolios and allocates portfolio provisions and specific provisions, respectively. The Bank determines
each individual borrower's grade based on specific objective and subjective financial and business
assessments criteria covenng debt service, profitability, liquidity, capital structure, industry, management
quality. and company standing. The Bank conducts a quality classification exercise over all of its existing
borrowers and the results of this cxercise arc validated by the independent Risk Managemient Unit
established within the Bank for that purpose.

The Bank regularly reviews its risk management paolicies and systems to reflect changes in markets,
products, external economic environment, emerging best practices, and regulatory guidance.

30. Geographical concentration

at The distribution by geographical region for significant assels, commilments and conlingencies and
credit exposures is as follows:

2014 (SAR'000}
Kingdom Other
of GCC and South
Saudi Middle North East Other
Arabia East Europe America Asia  Countries Total
ASSELS
Cash and halances with SAMA 9,108,043 283 T7.433 5,425 - - 9.127.694
Cue ‘rom sanks and other 500,000 261,359 73,200 43,375 711 761 879,496
“inancial mshliuhons
Investments, net 13,176,242 6,407,319 047,138 1,679,179 - 188,070 22,396,943
Loats and aevances, nol 57,472,514 - - - - - 57,472,514
Investments in associates 848,351 - - - - - 846,351
Total B1,104,050 6,669,571 1,027,862 1,731,979 71 188,831 90,723,004
Commitmants and contingencies 10,447,320 380,249 350,969 694,766 - 368,249 12,241,553
Maximum credit exposure (stated
at credit equiva ent amounts)
Commitments and coningencies T.380,247 311,568 291,914 684,084 - 303,554 8,971,367
Cerivatives 218,726 64,953 725,897 - - - 1,008,576
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Geographical concentration — continued

2013 (SAR'000)

Kirgdom Other
of GCC and Soutn
Saud Middle North Easl Olher
Arabia East Eurape America Asia Countries Total
ASSETS
Cash and balances with SAMA 3,£50.61/ i3l 10.378 15,245 - - §307 029
Due ‘rom banks and other
‘inancial institutions 2900088 108 % F28, 355 53,451 2042 " 5.,573.529
Investments, net T.982 035 EESG 112 | 423 285 258 803 - 233257 17 BUE 485
Loans and aovances, net 47 457 595 1C8 A7 47 566 BT1
Investiments in assouiates 1,070 248 - - - - - 1,070,548
Tatal 55695126 7214744 2159727 2,508 593 2,042 233334 T8N 872
Commitmants and coningencies 9,802,766 425 B5E 568 184 563 267 - 313,212 11693085
Maximum credit exposure (stated at
credil cquivaler L amounts)
Commitments and comingencies 7,066,393 272,213 4h5 4b4 528 911 - 23rs,70C 2.581.601
Cerivalives 152,364 48 914 401,263 - - - 600,561

Credit equivalent amounts reflect the amounts that result from translating the Bank’s off-statement of
consolidated financial position liabilities into the risk equivalent of loans, using credit conversion factors
prescribed by SAMA. The credit conversion faclor is intended lo caplure the polenlial credil risk relaled
to the exercise of that commitment.

b) The distribution by geographical concentration of non-performing loans and advances and allowance for
credit losses as of December 31, 2014 and 2013 are entirely in the Kingdom of Saudi Arabia.

Market risk

Market risk is the risk that the fair value or future cash flows of the financial instruments will fluctuate due to
changes in market variables such as commission rates, foreign exchange rates, and equity prices. The
Bank classifies exposures to market risk into either trading or banking-book.

a) Market risk-trading book

The Board of Directors has set limits for the acceptable level of risks in managing the trading book. The
Bank currently has trading book exposures in foreign exchange contracts and commission rate swaps.

b} Market risk-banking book

Market risk on the banking book mainly arises from commission rate risk. liquidity risk, currency risk, and
equity price risk.

(i} Commission rate risk

Commission rate risk arises from the possibility that changes in commission rates will affect either the fair
values or the future cash flows of the financial instruments and obligations. The Board of Directors has
established commission rate gap limits for stipulated periods. The Bank moniters positions and uses
hedging strategies to ensure maintenance of positions within the established gap limits.
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31.

Market risk - continued

The following table depicts the sensitivity to a reasonably plausible change in commission rates, with other
varables held constant, on lhe Bank's consolidaled income stalemenl or equily. The reasonably plausible
change is estimated based on the relevant commission rate movemenits during the last five years {2010-
2014). A posilive elfecl shows a polential nel increase in lhe consolidaled income or equily, whereas a
negative effect shows a potential net reduction in consolidated income or equity.

The sensitivity of net special commission income is the effect of the assumed changes in commission rates
on the net commission income for one year, based on the floating rate non-trading financial assets and
financial liabilities held as of December 31, 2014 and 2013, including the effect of hedging instruments.

The sensitivity of equity is calculated by revaluing the fixed rate available for sale financial assets, including
the effect of any associated hedges as of December 31, 2014 and 2013 for the effect of assumed changes
in commission rates. The sensitivity of equity is analyzed by maturity of the asset or swap. The entire
banking book exposures are menilored and analyzed by currency and relevanl sensilivilies and are
disclosed in SAR thousands.

2014 SAR'000 2014 Sensitivity of Equity (SAR'000)

Sensitivity of
Increase net special
(decredse) commission 6 months 6to 12 1to 5 Qver
Currency _ in basis income or less manths years 5 years Total
SAR +6/-34 -499/+2 329 -1,032/+5,843 -475 [+2,693 - -3.058/+17,329  -4,565/+25,865
uso +35/-1 -17.397(+497 -119/+3 -1,084/+30 -50,271/+1,433  -65,629/+1,876 -117,103/+3,341
EUR +1411-13 +471)43 - - - -
2013 SAR'00C 2013 Sensitivity of Equity (SAR'000}
Seneitivity of
Incroase net spocial
[decraase) carmmigsion 6 nronths Gto 12 Ttod Civer
Currancy in basis ncema or less nmonths years 5 years Tolal
SAR 157124 -1.824{+279 -5,005/+765 -3,988 +610 = =B0,508412,307 -89 K01/+13,682
LS 10018 =G0, L08416 273 -214/+3% -5a8+119 -31,466/+ 5,664 -02.354/+9,431 -84 715/+15.249
Ui V200055 v 2655/-1,404 = o = - -

The Bank manages expnsure to the effects of various risks associated with fluctuations in prevailing levels
of markel commission rates on its financial position and cash flows.

The Board of Directors sets limits on the level of mismatch of commission rate re-pricing that may be
undertaken. which is menitored by the Treasury Unit.

The Bank is exposed to commission rate risk as a result of mismatches or gaps in the amounts of assets
and liabilities and off-balance sheet instruments that mature or re-price in a given period. The Bank
manages this risk by maltching the re-pricing of assets and liabilities through commission rate risk
management strategies.

The tables below summarize the Bank's exposure to commission rate risks. Included in the tlables are the
Bank's assels and liabililies al carrying amounls, calegoriced by the earlier of conlraclual re-pricing or
maturity dates.
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Market risk - continued

Assets

Cash ard balances with SAMA

MNue frorm banks and ot financial
institutions

Investments net

Loans and advances, net
Investments in assoc ates
Property and ecuipment, net
Other assets

Tatal

Liabilities and equity

Due tc banke and other financial
institutions

Cuslurner deposils
Term loans
Subordinated aebt
Other liahilities
Egquity

Total

Commissian rate sensit wity-0n
balance sheel

Camrmission rate sensitivity-CHt
balance shast

| otal commission rate sensitivity gap

Curnulative commission rate
sensilivily gan

Notes to the Consolidated Financial Statements
for the years ended December 31,2014 and 2013

2014 (SAR'000)

Narn

Within 3 342 1-5 Over5 commission
months maonths yaars years bearing Total
4,986,000 - . . 4,141,804 9,127,694
870,496 - - - 870,496
5094,873 6,581,560 4,737,576 4,006,506 1,976,434 22,396,949
0119073 18,961,757 8,096,828 394,856 - 57472514
- - - - 846.351 846,351
- - - - 909,622 909.622
316,654 1,677,160 - - - 1,993,814
41,396,096 27,120,477 12,834,404 4,401,362 7,874,101 93,626,440
5002,088 - - 5,002,088
25,017,386 24,803,399 - - 20,912,628 70,733,411
2,000,000 - - - 2,000,000
2,000,000 - - - 2,000,000
- 2,038,809 - - 2,038,808
- - - - 11,852.132 11,852.132
019,474 26,042 208 - - 32,764,768 93,626,440
7,378,622 278,269 12,824,404 4,401,362 (24,820,657} -
2922,762 (415,469) {(1.155.389)  (1,281,404) o
10,290,384  {137,200) 11,678,515 3040958  [24.890 657} =
10,299,384 10,162,184 21,840,699 24 850,657 .
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31. Market risk - continued

2013 [SAR'00C}

Non
Within 3 312 15 Over 5 CONIMISS 0
months months years years bearing Total

Assets
Cash ard balances with SAMA 3,235,000 - - - 2.071,029 2.3CT 029
Due from banks and oler finaneial

institutions. 3973529 1.500,000 - - - 5.573.529
Investments, net G8434132 1,755,618 4, ). 555 £.287.452 HEEH. 448 17 HEH dU3
Loans and advances, net 26,158,823 14422570 G.545.278 119,963 - 47 ,360.671
Investments in assoc ates 1,U70.548 1070 e
Properly and ecuipment. net - B - - 72 634 72534
Other assets 400 552 958.715 1.408 307
Total 40626467 18,775,003 10,805,845 & ADT 441 5,880,557 80,455 413
Liabiliies and equily
Due to banks and other financial

institutions 0519 -y -] - - - oy 28
Custcmer deposits 27,658.549 14,454 840 208,770 - 14,521.488 57,043 847
Term loans 2000 000 F.NCo non
Other liabilities 184,247 “185,712 - - - 13706862
Equity 10252 775 10,252 776
Total liabilities and equity 39,084,715 16,427 865 208.773 - 24.77¢.263 20,485 413
Cammission rale sensil vily - un

balance shest 1847 282 2347358 10.587.075 £A07.441  [1B.583.805) -

Comrussion rate sensitivity - on
balance sheet 2826,122 11427 1432; +1 392 980)

Total commission rate sensilivity gap 4267074 20,206 9,130,085 < 407 441 [10.525,50%)

Cumulative commission rate
sensilivily gao 4,367.374 5,288,080 14 486,165 18.803.605 B =

The off-balance sheel gap position represents the nel nolional amounls of derivalive flinancial instrumentls,
which are used to manage commission rate risk.

{ii) 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 has set limits on currency positions, which are monitored daily,
Hedging slralegies are also used Lo ensure thal posilions and markel risks are maintained wilhin Lhe limils.

The lable below shows lhe currencies o which the Bank has a significanl exposure as of December 31,
2014 and 2013, on its banking bouk assets and liabilities and furecasted cash flows. The table depicts the
effect of a reasonably plausible movement of the currency rates against the SAR based on historical
currency rate movements, with other variables held constant. on the consclidated income (due to the
change in the fair value of the currency sensitive banking book assets and liabilities) and equily (due to
change in fair value of currency swaps and forward foreign exchange contracts used as cash flow hedges).
The reasonably plausible change is estimated based on the relevant foreign exchange rate movements
during the last five years (2010 — 2014). A positive effect shows a potential net increase in the consolidated
income or equity, whereas a negalive effect shows a potential net reduction in consclidated income or
equity.
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Currency Exposures
as of December 31,

Notes to the Consolidated Financial Statements
for the years ended December 31,2014 and 2013

Change in Currency

Effect on Net Income

Effect on Equity

2014 rate in % (SAR’000) (SAR000)

usD +0.13/-0.09 -3.089/+2,300 +12,953/-8,645
EUR +11.60/-10.25 +50/-44 +13,2261-11,690
GBP +4.22-13.01 +19/-58 -

Currency Exposures

Change in Currency

Effect on Net Income

Effect on Equity

as of December 31, 2013 rate in % (SARQOD) (SAR'00D)
uso +0.07-0.08 -119/+128 +7.761/-8.3°2
EUR +12 7411 20 +37/-32 +22 B57/-20 103
GBP +7.89/-12.65 -4.878+7,316

(iii} Currency position

The Bank manages exposure to the effects of fluctuations in prevailing foreign currency exchange rates on
its financial position and cash flows. The Board of Directors sets limits on the level of exposure by currency
and in total for both overnight and intra-day positions, which arc monitored daily. At the end of the year, the
Bank had the following significant net exposures denominated in foreign currencies:

2014 2013

SAR 000 SAR 000

Long/(short) Long/{short)

US Dollar (2,464,988) (159,877}
Euro 433 290

Pound sterling 446 (61,797)
Japanese yen 13 337
U.A.E Dirhamn 38,502 5,240

Others 17,926 (19,165)

(1v) Equity price risk

Equity price risk refers to the risk of a decrease in fair values of equities and mutual funds in the Bank's
investment portfolio as a result of reasonably plausible changes in levels of equity indices and the value of
individual investments.

The following table depicts the effact on the Banks investments in equities and mutual funds from a
reasonably plausible change in relevant indices, with other variables held constant, and the related effect on
the Bank's equity. The reasonably plausible changes in relevant indices are estimated based on the
relevant indices movements during the last five years (2010 - 2014), A positive effect shows a potential
increase in consolidated equity, whereas a negative effect shows a potential decrease in consolidated
equlity.

as of December 31, 2014 as of December 31, 2013

Change Effectin Change
in equity price % SAR'000 in equity price %

Market Indices Effect in SAR DOG

TADAWUL +15.95%/44.64% +299,456/-837,872 25.88'%.)-37.30% 1253 B75i-315,.442

Unquoted +5.00%/-5.00% +507/-507 +5.00%/-5.00% +506/-506
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32.

Liquidity risk

Liquidity risk is the risk that the Bank will encounter difficulty in meeting obligations associated with its
financial liabilities that are settled by delivering cash or other financial assets. Liquidity risk can be caused
by market disruptions or credit downgrades, which may cause certain sources of funding to dry up
immediately. To miligate this risk, management has diversified funding sources, and assets are managed
with liquidily in perspeclive, Management therefare maintains a heallhy balance of cash, cash equivalents,
and readily marketable securities as of part of its high liquid assets. Management also monitors the asset
and liability malurity profile lo ensure [hat adequale liquidily is maintained. The daily liguidily posilion is
monitored and regular liquidity stress testing is conducted under a variety of scenarios covering both
normal and more severe market conditions. All liquidity policies and procedures are subject to review and
approval by lhe Assel Liability Committee. A summary report, including any exceptions and remedial
actions taken. is submitted regularly to The Asset Liability Committee. In addition, the Bank's liguidity
coverage ratio and net stable funding ratio are each monitored regularly to be in line with SAMA guidelines.
The Bank also conducts regular liguidity stress testing under a variety of scenarios covering both normal
and more severely strassed market conditions.

In accordance with Banking Control Law and the regulations issued by SAMA. the Bank maintains a
statutory deposit with SAMA equal to 7% (2013; 7%) of total demand deposits and 4% (2013: 4%) of
saving and time deposits. In addition to the statutory deposit. the Bank also maintains liquid reserves of no
less than 20% of its deposit liabilities, in the form of cash and balances with SAMA, Saudi Government
Development Bonds, or other assets which can be converted into cash within a period not exceeding 30
days. The Bank has the ability to raise additional funds through repo facilities with SAMA against Saudi
Government Development Bonds up to 70% of the nominal value of bands held.

a) Expected contractual maturity profile of assets and liabilities.

The tables below summarize the contractual maturity profile of the Bank's assets and liabilities as of
December 31, 2014 and 2013, The conlractual maturities of assets and liahilities have been determined on
the basis of the remaining period at the consolidated statement of financial position date to the contractual
malurily dale, and do nol lake inlo account the elfeclive malurilies as indicaled by lhe Bank's deposil
retention history. The amounts disclosed in the tables are the contractual undiscounted cash flows.
whereas the bank manages he inherenl liquidily risk based on expecled undiscounled cash infllows for
both contractual and non-contractual pasitions

2014 (SAR'000)
Within 3 312 15 Ovar 5 No fixad
manths months years years maturity Total
Assets
Cash ard balancas with SAMA 4,986,000 - - - 4,141,694 9,127,654
M freerm banks and ot finaneial
Institutions 793,574 - - - 85,922 879,406
|nvestments, net 2623313 5717 403 7.278, 7490 4. B01,007 1,976,436 22.396,040
Loans and advancas, net 21,711,445 18,217,968 14,601,820 2,941,201 - G7.472,514
Investmants in asson ates - - - - B46.361 B4B,361
Froperty and ecuipmeant, net - - - - 800,622 bua.ez2
Other assets 316,654 1,677,160 - - - 1,993 814
Tatal 30,430,886 25612531 21,880.610 7,742.288 7,960,025 93,626,440
Liabihiles and equily
Due {c banks and other financial
instilutians 4,921,278 - . - 50,810 5,002,086
Custamer deposits 25,017,386 21,026,255 3,777 144 - 20,912,626 70,733.411
Term loans - - 2.000.000 - - 2.000,000
Subardinated cebt - - - 2,000,000 - 2,000,000
Other latlities - 2,038,809 . - - 2.03B.BDS
Equity - - - - 11.852 132 11.852.132
Total liabilities and equity 0,938,664 23,065,064 5,777 144 2.000,000 32,845,568 03.626.440
Derivalives, commitments and
conlingencies 4,820,618 11,163,365 4,608.268 3,860,276 . 24,652,527
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Liguidity risk — continued

2013 (SARQ00)

Within 2 312 1-5 Over 5 No fixed
rmanths months years years matu- 1y Total

Assets
Cash ard balances with SAMA 3,236,000 5,071,022 & 507,028
DOue frem banks and otaer financial
instituticns 3064 204 1,600,000 . . 808,325 5572528
|Investments. net 2,965,178 2,256,¢M 5.085.009 5.021.5684 E55.443 17 G0G.405
Leans and advances. ne: 18,288 250 13,720,703 12.047.205 2.530.107 - &7 566.571
Investments in assoc ates - - - - 1000645 1 0V0548
Proparly and ecuipmant, nat - - - - 57283 BY2.03¢
Other assets 400,552 898, /18 - - - 140850/
Total assets 28,044,824 15675915 18,933 204 8.051 49 6.780.97% 80 495413
Liabilties and equity
Cue tc banks and ather financial
instituticns A04051% 7370312 - - - § 020,252
Cuslomar deposits 27,858 G4% 14 454 G40 208.770 - 14 521,485 57 043 847
Term |loans - - 2.000.000 - - 2 000,200
Other liabilities 184,247 188712 - - - 1 370.550
Equity - - - - 10,252,775 10 353,770
Total liabilities and equity IT0B4715 16427063 2.208.770 - 24,774,263 B0 <956.413
Darivalives, commitmanls and

contingencies B,607.350 7,650,691 6.7308.045 1.950.193 - 25 146,279

Assets available to meet all of the liabilities and to cover outstanding loan commitments include cash,
balances with SAMA items in the course of collection, loans and advances to banks, and loans and
advances to customers. The cumulative maturities of commitments and contingencies s disclosed in note
19¢ (i) of the consolidated financial slalements.

Bb) Analysis of financial liabiliies by rermaining conlraclual malurities

The tables below summarize the maturity profile of the Bank's financial habilities as of December 31, 2014
and 2013 based on contractual undiscounted repayment obligations. As special commission payments up
to contractual maturity are included in the table, the totals do not match with the consolidated statement of
financial position. The contractual maturities of liabilities have been determined based on the remaining
period at the consolidated statement of financial position date to the contractual maturity date and do not
take into account the effective expected maturities. The Bank expects that many customers will not
reguest repayment on the earliest date that the Bank could be required o pay and the {ables do not reflect
the expected cash flows indicated by the Bank's deposit retention history.
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32. Liquidity risk — continued

The undiscounted maturity profile of financial liabilities is as follows

Nan derivalives liabilies

Derivatives

Total

MNan derivatives liabilities

Denvatives

Total

2014 (SAR'000)
Within 3 3-12 1-5 Over § No fixed
months maonths years years maturity Total
20,938,664 21,026,255 5777144 2.000.000 20,993 436 79725450
1,268,952 5,906,255 1,632,852 3,602,915 - 12,410,974
31,207,616 26,932,510 7,409,996 5,602,915 20,993,436 52,146,473
2013 (SAR'000)
Within 2 312 1-5 Over 5 Nao fixed
months months years years matu- ty Total
35892862 75,241,953 2 208.770 14,521,485 62 §72.078
5,435,843 2,508,084 3,466,137 1,640.130 - 13453194
42,338,711 18,150,037 5,674,907 1,640.130 14,521,188 B2 325.273

33. Fair values of financial assets and liabilities

Fair value is the amount for which an asset could be exchanged or a liability settled between
knowledgeable, willing parties in an arm’s length transaction. The Bank uses the hierarchy disclosed in

notz 2 (d) (i) for determining and disclosing the fair value of financial instruments.

The following table shows an analysis of financial assets and liabilities recorded at fair valug as of
December 21, 2014 and 2013 by level of the fair valuz hierarchy.

Financial assets:
Derivative financial instruments

Financial iInvestments avallaole for sale

Total
Financial liabilities:
Derivative financial instruments

Total

Minancial assets’

Derivative linancial inslrumenmts

Financial investments availasie for sale

Tolal

Financial liabilities:

Dearvalive linancial mslrumer!s
Tatal

2014 (SAR “000)

Level 1 Level 2 Level 3 Total
- 605,729 215,136 B20.B65
12,063,623 10,246,506 86,820 22,396,040
12,063,623 10,852,235 301,956 23,217.814
= 636,653 - 636,652
636,653 - 636,653

2C13 (SAR 000)
Level 1 Level 2 Level 3 Total
168 556 108,195 276,751
11,656,318 5,191,551 11,543 16 859, 452
11,656,318 5,360 147 119,738 17 136 205
- 215.020 215,020
215,020 215,020
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Fair values of financial assets and liabilities - continued

The fair values of financial instruments that are not included in the consclidated statement of financial
position are not significantly different from the carrying values included in the consolidated financial
statements. The fair values of loans and advances. held to maturity investments, commission bearing
customers’ deposits, term loans, and due from and due to banks which are carried at amortized cost, are
not significantly different fram the carrying values included in the consolidated financial statements, since
the current market commission rates far similar financial instruments are not significantly different from the
contracted rates, and for the short duration of due frorm and due to banks.

The estimated fair values of held-to-maturily investments are based on quoted markel prices when
available or pricing models in the case of certain fixed rate bonds. The fair values of these investments are
disclosed in Note 6 (c).

The fair values of derivatives and other off-balance sheel financial instruments are based on quoted
market prices when available or by using appropriate valuation models. The total amount of the changes
in fair value recognized in the 2014 consolidated income statement, which was estimated using valuation
modcls, is a gain of SAR 106.9 million (2013: SAR 128.3 million).

The value obtained from the relevant valuation model may differ with the transaction price of a financial
instrument. The difference between the transaction price and the model value is commaonly referred to as
‘day one profit and loss”. Itis either amortized over the life of the transaction. deferred until the instrument’s
fair value can be determined using market observable data, or realized through disposal. Subsequent
changes in fair value are recognized immediately in the consolidated income statement without reversal of
deferred day one profits and losses.

24. Related party transactions

In the ardinary course of its activities, the Bank transacts business with related parties. Relaled parties,
balances, and transactions are governed by the Banking Control Law and other regulations issued by
SAMA.  During 2014, SAMA issued an update to its Principles of Corporate Governance for Banks
operating in Saudi Arabia which specifies the definitions of related parties, the need to pracess the related
transactions fairly and without preference, addresses the potential conflicts of interests involved in such
lransactions. and mandales transaclion disclosure requirements perlaining lo Lhe relaled parlies.

During 2014, the Bank updaled ils Relaled Parly Identificalion and Disclosure of Transaclions Policy lo
comply with the new Guidelines issued by SAMA, which has been approved by the Bank's Board of
Directors. These Guidelines include the following definitions of Related Parties:

« Management of the Bank and/or members of heir immediale [amily

¢ Principal shareholders of the Bank and/or members of their imnmediate family;

« Affiliates of the Bank and entities for which the investment is accounted for by the Equity method of
accounting:;

+ Trusts for the benefit of the Bank's employees such as pension ar other benefit plans that are
managed by the Bank; and

« Any other parties whose management and operating policies can be directly or indirectly
significantly influenced by the Bank.

Management of the Bank includes those persons who are responsible for achieving the objectives of the
Bank and who have the authority to establish policies and make decisions by which those objectives are
pursued. Management therefore includes the members of the Bank’s Board of Directors, and members of
the Bank management that require a no objection approval from SAMA.
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34. Related party transactions - continued

Immediate family members includes parents, spouses, and offspring and wham either a principal
shareholder or a member of management might control or influence or by whom they might be controlled
or influenced because of the family relationship.

Principal shareholders include those owners of record of more than five percent of the Bank's voting
ownership andfor voting interest of the Bank.

a)The balances as of Decernber 31, 2014 and 2013, resulting from such transactions included in lhe
consolidated financial statements are as follows:

2014 2013
SAR'000 SAR'00D
i, Principal shareholders of the Bank andfor members of their
immediate family:
Due from banks and other financial institutions 111,038 1,182,715
Duc to banks and other financial institutions - 94,319
Loans and advances 611,467 1,111,334
Customer deposits 12,841,895 6,863,145
Term loan 1,000,000 1,000,000
Subordinaled debl 704,000 -
Commitments and contingencies 2,725,819 4,526,169
i Affiliates of the Bank and entities for which the investment is
accounted for by the Equity method of accounting:
Loans and advances 771,007 222,000
Customer deposils 91,484 331,118
Commitments and contingencies 712,077 606,801
ji. Management of the Bank and/or members of their immediate
family:
Loans and advances 98,161 61,037
Customer deposits 209,557 63,499
jv. Trusts for the benefit of the Bank's employees such as pension
or other benefits plans that are managed by the Bank:
Customer deposils and olher liabilities 137,273 150,258
b)Inceme and expense pertaining to transactions with related parties
included in the consolidated financial slatements are as follows:
i Principal shareholders of the Bank and/or members of their
immediate family:
Special commission income 40,093 55.777
Special commission expense 68,363 76,327
Fees from banking services income 5,577 23,379
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34. Related party transactions - continued

2014 2013
SAR’000 SAR'000D
ii. Affiliates of the Bank and entities for which the investment is
accounted for by the Equity method of accounting:
Special commissian income 882 330
Fees from banking services income 5,368 288
iii. Management of the Bank and/or members of their immediate
family:
Special commission income 2,728 1.004
Special commission expense 11 C
Fees from banking services income 173 s
iv. Trusts far the benefit of the Bank's employees such as pension
or other benefit plans that are managed by the Bank;
Special commission expense 511 327
v. Board of Directors and other Board Committee member
remuneration 4,149 3,708

The total ameunt of compensation charged or paid to managerncnt persannel during the year is included in

Note 24.
35. Capital adequacy and capital structure disclosures

a) Capital adequacy

The Bank's objeclives when managing capilal are lo comply with the capilal requirements sel by SAMA to
safeguard the Bank’s ability to continue as a going concern, and to maintain a strong capital base.

Capital adequacy and the use of regulatory capital are monitored by the Bank's management. SAMA
requires the Bank to hald a minimum level of regulatory capital and maintain a ratio of total regulatory

capital to risk-weighted assets (RWA) at or above the requirement of 8%.

The Bank monitors the adequacy of its capital using ratios established by SAMA. These ratios measure
capital adequacy by comparing the Bank's eligible regulatory capital with its consolidated statement of
financial position assets, commitments, and nctional amounts of derivatives, al a weighted amount to

reflect their relative risk.

ANNUAL REPORT 2014 | FINANCIAL STATEMENTS & AUDITORS’ REPORT

81



82

Notes to the Consolidated Financial Statements
for the years ended December 31,2014 and 2013

35. Capital adequacy and capital structure disclosures - continued

The following table summarizes the Bank’s Pillar | RWA, Tier | and Tier Il capital, and Capital Adequacy

Ralio percenlages:

2014 2013
SAR’000 SAR'000
Credit Risk RWA 78,193,597 67,282,100
Operational Risk RWA 3,477,661 3,146,249
Market Risk RWWA 2,475,089 287,438
Total Pillar- | RWA 84,146,347 70,715,787
Tier | Capilal 11,833,837 10,233,954
Tier Il Capital 2,536,985 461,023
Total Tier | & 11 Capital 14,370,822 10,694,977
Capital Adequacy Ratio %
Tier | Ratio 14.06% 14.47%
Tier | + Tier Il Ratio 17.08% 15.12%

As of December 31, 2014 and 2013, the RWA, Tier | and Tier Il capital, and capital adeguacy ratios are
calculaled in accardance with SAMA's ramework and guidelines regarding implementation of the capilal

reforms under Basel lll which were effective from January 1, 2013.

b) Capital structure disclosures

Certain additional disclosures related to the Bank's capital structure are required under Basel lll. These
disclosures will be made available 1o the public on the Banks websile (www.saib.com.sa) as required by
SAMA. Such disclosures are not subject to review or audit by the external auditors of the Bank.

36. Asset management and brokerage services

The Group offers investmenl services o ils cuslomers, through a subsidiary, which include management of
investment funds in consultalion with professional investment advisors, with assets under management
lotaling approximaltely SAR 4.599 millon (2013: SAR 4.342 million). This includes funds managed under
Shariah approved portfolios amounting to approximately SAR 1.710 million (2013: SAR 1,069 million).

37. Employee stock options

The Group has share-based payment plans outstanding at the end of the year. Significant features of the

existing Plans are as follows:

Grant dates: January 1, 2011, 2012, 2013 and 2014

Maturity dates: Between 2012 and 2018

Vesting period: 4 years per plan

Vesting condilions: participating employees to remain in service
Method of settlement: Shares

Coslt to participating employees; SAR 4.58 to SAR 5.00 per share,
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37. Employee stock options - continued

The stock options outstanding as of December 31, 2014 and 2013 have a weighted average contractual life
of between one and four years.

The stock options are granted only under a service condition with no market condition.

In 2014, the Bank vested 25% of lhe shares granled in January 2010, 25% of lhe shares granled in January
2011, and 25% of the shares granted in January 2012, equivalent to 1.047,695 shares, for a total estimated
cost of SR 22.3 million.

In 2013, the Bank vested 50% of the shares granted in January 2011, 25% of the shares granted in January
2010, and 25% of the shares granted in January 2008, equivalent to 927,326 shares, for a total estimated
cost of SR 13.4 million.

38. Issued IFRS but not yet effective

The Group has chosen not to early adopt the following standards, which are effective for the Bank's 2015 to
2018 financial reporting year.
Effective for annual periods
beginning on or after:

« |FRSS Financial instruments January 1, 2018
= [FRS 15 Revenue from contracts with customers January 1, 2017
e  Amendments of Accounting for acquisitions of interest in

IFRS 11 joint operations January 1, 2016
s  Amendments to IAS Clarification of acceptable mathods of

16 And IAS 38 Depreciation and amortization January 1, 2016
* Amendments to IAS Defined bengfit plans: employee

19 Contributions July 1. 2014
*  Amendments to Annual improvements to IFRSs 2010-2012

IFRSs cycle July 1, 2014
*  Amendments to Annual improvements to IFRSs 2011-2013

IFRSs cycle July 1. 2014

The Group is currently assessing the implication of the above standards and amendments on the Group
and the timing of the adoption of those that are effective for the financial reporting years 2016 to 2018,

39. Comparative figures

Certain prior year figures have been reclassifizd to conform to the current year prasentation.

40. Board of Director’'s approval

The consolidated financial slatements were approved by the Board of Directors an 8" Rabi Il 1436H.
corresponding to January 28, 2015.

41. Basel lll Pillar 3 disclosures (unaudited)

Under Basel Ill pillar 3, certain disclosures are required, and these disclosures will be made available on the
Bank's website www,saib.com.sa as required by SAMA. Such disclosures are not subject to review or
audit by the external auditors.
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Qualitative Disclosures Under Pillar Il Basel Ill
for the year ended December 31,2014 and 2013

INTRODUCTION

The complexity of today's financial services sector, business operations, and diversity of geographical
locations requires the identification, measurement, aggregation, and effective management of risks
including an efficient allocation of capital to derive an optimal risk and return ratio. In addition, the
stakeholders of the Bank, including the regulators and rating agencies also expect the Bank to have
a clear and well documented framework in place that addresses several dimensions of the Bank's
business.

RISK APPETITE FRAMEWORK

The Saudi Investment Bank (the Bank) manages its risks in a structured, systematic, and transparent
manner through a broad-based Risk Appetite Framework (RAF) approved by the Board of Directors
that incorporates comprehensive risk management into the Bank's organizational structure, risk
measurement, and monitoring processes. The Bank's RAF is carefully aligned with the Bank's strategy,
business planning, capital planning, and the policies and documents approved by the Bank's Board
of Directors. The Bank's RAF is in compliance with the Financial Stability Board's "Principles for an
effective Risk Appetite Framework” dated November 18, 2013, as adopted by the Saudi Arabian
Monetary Agency (SAMA).

The Bank’s RAF includes the following key characteristics:

e The nature of risks to be assumed as a result of the Bank's strategy;

e The maximum level of risk at which the Bank can operate (Risk Capacity) and the maximum level of
risk it should take (Risk Appetite);

e The maximum level of other quantifiable risks that should be taken (Other Risk Limits);

e The desired balance of risk versus returns by Business Line (Business Unit Line Risk Appetite
measurements); and

e The desired risk culture, compensation programs, information technology risk and security, and the
overall compliance environment of the Bank (Qualitative Reporting).

An annual Risk Appetite Statement (RAS) is developed at the beginning of each year and approved by
the Bank's Board of Directors. The RAS establishes the Risk Capacity, Risk Appetite, Other Risk Limits,
Business Unit Line Risk Appetite, and Qualitative measurements. These risk measurements are then
reported to and monitored by the Asset Liability Committee (ALCO) and the Board Risk Committee on
a quarterly basis, and reported to the Board of Directors on an annual basis.

The Board Risk Committee endorses the Bank's RAF and RAS for the Board of Directors approval.
Additionally, the Board Risk Committee:

e Ensures that the RAF remains consistent with that of the Bank's short-term and long-term strategy,
business and capital plans, as well as the Bank's compensation programs and other Board approved
policies;

e Ensures timely monitoring and appropriate action is being taken by management regarding any
breaches of Risk Capacity, Risk Appetite, or Other Risk Limits;

o Satisfies itself that there are mechanisms in place to ensure senior management can act in a timely
manner to effectively manage, and where necessary mitigate, material adverse risk exposures in
particular those that are close to or exceed the approved Risk Capacity, Risk Appetite or Other Risk
Limits;

Finally, it ensures that the Bank's risk management is supported by adequate and robust IT and MIS to

enable the identification, measurement, assessment and reporting of risk information in a timely and

accurate manner.
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RISK EXPOSURE AND ASSESSMENT

Risk management is an intrinsic process embedded in all the activities of the Bank and is a core
competency for its employees. The Bank manages its credit, market, operational, and liquidity risks
using a structured approach integrated with the Bank's RAS and the laid down policies and procedures
including the Credit Policy Guide and Treasury Policy Guide. The Bank's risk management function is
independent of the Bank's business units.

In addition to the above, the Bank's internal audit function reports to the Board Audit Committee and
provides an independent validation of the business and support unit's compliance with risk policies and
procedures and the adequacy and effectiveness of the Bank's risk management function.

Through the Bank's comprehensive risk management function, transactions and outstanding risk
exposures are quantified and compared against authorized limits, whereas non-quantifiable risks are
monitored against policy guidelines and key risk and control indicators. Any discrepancies, excesses,
or deviations are escalated for appropriate action. The Bank's risk management function ensures that:

o The Bank's overall business strategy is consistent with its risk policies approved by The Board.
o Appropriate risk management architecture and systems are developed and implemented.

o The portfolio of risks and limits including the Board approved Risk Appetite Framework are routinely
monitored, including at appropriate Board Committees and management levels.

The risk management function therefore assists the Board and senior management in controlling and
actively managing the Bank's overall risk.

Risk Culture

The Bank's Risk Culture encompasses the accepted norms of behavior for individuals and groups within
the Bank that determine the collective ability to identify and understand, openly discuss, and act on the
Bank's current and future risks. The Bank's RAF underlines the importance of the Bank's risk culture,
which must be grounded in shared values and common understanding, clear communication, and
controlling how each employee's activities contribute to the Bank's Risk Profile and Other Risk Limits
in line with the successful implementation of its business and risk strategies. The Bank's risk culture
affects its risk taking behavior and is an important element of the RAF and RAS by ensuring the Bank's
risk taking behavior is translated into measurable metrics through the RAS.

Scope and Nature of Risk Reporting and monitoring Tools

The Bank's comprehensive risk management processes enable the Bank to identify, assess, limit, and
monitor risks using a wide range of quantitative and qualitative tools. Some of these tools are common
to a number of risk categories, while others are tailored to the particular features of specific risk
categories and enable generation of information such as:

o Credit risk in commercial and consumer lending and other asset exposures such as collateral
coverage ratios, limit utilization, past due and alerts, among others;

o Quantification of the susceptibility of the market value of single positions or portfolios to changes
in market parameters (commonly referred to as sensitivity analysis);

e Quantification of exposure to losses due to extreme movements in market prices or commission
rates.

The Bank continuously assesses the adequacy and effectiveness of its reporting and monitoring tools
and metrics in light of the changing risk environment.

The Bank's risk management infrastructure (including data aggregation and reporting of risk data,
systems and processes, and employee skill sets) responds to and supports its business and risk strategy
as well as its current and future risk profile. The Bank therefore has a robust and well developed risk
infrastructure in place as it is an essential pre-requisite for the effective measurement, monitoring,
reporting, and control of its Risk Capacity, Risk Appetite, Risk Profile and Other Risk Limits. The reporting
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has been designed in such a way to support customized measurement, monitoring, and control of the
Bank's evolving risks.

SCOPE OF APPLICATION
The name of the top corporate entity in the Group to which this framework applies is The Saudi
Investment Bank.

The results of subsidiaries acquired or disposed of during the year are fully included in the consolidated
statement of financial position and consolidated statement of income from the date of the acquisition
or up to the date of disposal, as appropriate. The Bank has the following three subsidiaries:

e Al-Istithmar Capital for Financial Securities and Brokerage Company, a limited liability company,
and is 100% owned by the Bank;

e Saudi Investment Real Estate Company, a limited liability company, and is 100% owned by the
Bank. The company has not yet commenced any significant operations; and

e Saudi Investment First Company, a limited liability company, registered in the Kingdom of Saudi
Arabia on November 9, 2014 and is owned 100% by the Bank. The company has not commenced
any significant operations.

In December 2011, a business transfer agreement was completed between Alistithmar Capital and SAIB
BNP Paribas Asset Management Company Limited (AMCO), a former subsidiary of the Bank, whereby
Alistithmar Capital acquired the business and net assets of AMCO. All required regulatory actions to
legally close AMCO were completed during 2014

Investments in associates are initially recognized at cost and subsequently accounted for under the
equity method of accounting. The Bank has investments in the following four associates:

e Amex Saudi Arabia Ltd. (ASAL). ASAL is a limited liability company with Amex (Middle East),
Bahrain. ASAL is incorporated in Saudi Arabia and the Bank holds a 50% interest. The principal
activities of ASAL include the issuance of credit cards and the offer of other American Express
products in Saudi Arabia.

e Saudi Orix Leasing Company (Orix). Orix is a Saudi Arabian closed joint stock company in Saudi
Arabia and the Bank holds a 38% interest. The principal activities of Orix include lease-financing
services in Saudi Arabia.

e Amlak International for Finance and Real Estate Development Co. (Amlak). Amlak is a Saudi Arabian
closed joint stock company in Saudi Arabia and the Bank holds a 32% interest. The principal
activities of Amlak include real estate finance products and services.

During the first quarter of 2014, the Bank transferred its investment in MedGulf from investments
in associates to available for sale investments, because this investment no longer qualified to be
accounted for as an investment in an associate.

The Bank also has a 20% interest in Naeem Investment Company, which has no operations.

The Bank has no other subsidiaries nor operates any other business activities outside of Saudi Arabia.
The Bank is subject to all laws and regulations of Saudi Arabia and is regulated by the Saudi Arabian
Monetary Agency (SAMA). The Bank also follows regulations issued by the Ministry of Commerce and
the Capital Market Authority (CMA).

There are no restrictions, or other major impediments, on the transfer of funds or regulatory capital
within the group.

CAPITAL STRUCTURE

The authorized, issued and fully paid up capital of the Bank consists of 600 million ordinary shares of
SAR 10 each as of December 31, 2014. The Bank's total equity as of December 31,2014 was SAR 11,852
million (2013: SAR 10,253 million).
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Tier | Capital as of December 31, 2014 was SAR 11,834 million, which is considered the core measure
of the Bank's financial strength and includes share capital, reserves, retained earnings and minority
interests.

Tier Il Capital as of December 31, 2014 was SAR 2,537 million, which consists of the allowed portions of
general provisions, and qualifying subordinated debt. During 2014, the Bank issued a tier |l subordinated
debt, Sukuk of SAR 2 Billion.

Tier | and Tier Il Capital as of December 31, 2014 was SAR 14,371 million (2013: 10,695 million).

Eligible Reserves are created by appropriations of profit and are maintained for future growth and
to meet statutory requirements. The eligible reserves are mainly comprised of statutory reserves, and
retained earnings.

CAPITAL ADEQUACY
While managing capital, the Bank's objectives are to comply with the capital requirements set by SAMA
to safeguard the Bank's ability to continue as a going concern and to maintain a strong capital base.

Capital adequacy and the use of regulatory capital are routinely monitored by the Bank's management.
SAMA requires the Bank to hold a minimum level of reqgulatory capital and maintain a ratio of total
requlatory capital to risk-weighted assets (RWA) at or above the requirement of 8%.

The Bank monitors the adequacy of its capital using ratios established by SAMA. These ratios measure
capital adequacy by comparing its eligible capital with its balance sheet assets, commitments, and
notional amount of derivatives at a weighted amount to reflect their relative risk.

As of December 31, 2014 the Bank's Tier | (14.06%) and Tier I (17.08%) ratios were both in compliance
with the SAMA's minimum requirements.

Internal Capital Adequacy and Assessment Plan

A comprehensive analysis of capital assessment and adequacy, through the process of an Internal
Capital Adequacy Assessment Plan (ICAAP), is carried out by the Bank on an annual basis for which
robust models and commonly accepted methodologies are applied for the estimation of the minimum
required capital. This process is supported by the use of proprietary capital planning methodologies.
The analysis and results thereof are approved by the Board.

Based on the detailed ICAAP analysis, the Bank's balance sheet remains strong, and is adequately
capitalized for current and potential risks, which may be manifested during the next year.

Stress Testing Framework

In order to establish a firm and robust stress testing program, the Bank has a comprehensive stress
testing framework that allows the Bank to adopt stress testing practices and methodologies that make
stress testing an effective and integral part of the Bank's risk management function, as well as to meet
regulatory requirements of SAMA.

The Bank has also appointed a Stress Testing Committee (STC) headed by the Chief Risk Officer and has
implemented a Bank-wide Stress Testing Policy (STP) which has been approved by the Bank's Board
of Directors. The STC, in accordance with the STP, has furthermore appointed a cross-functional team
designated as the Stress Testing Team (STT) to conduct the detailed stress testing with the results
submitted to the STC for its review and feedback.

The Bank's Stress Testing framework specifies the frequency and schedule of stress tests and reporting
of the stress test results in accordance with SAMA's requirements. It also outlines the roles and
responsibilities of the Bank's Board of Directors, Asset Liability Committee (ALCO), STC, and STT. It
further includes the responsibilities of the Bank's Internal Audit and Compliance Department in the
stress-testing program.
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The semi-annual Stress Test results completed during 2014 which were approved by the Board of
Directors, show that the Bank is adequately capitalized to withstand liquidity stresses, with the Bank's
capital ratio still exceeding the Basel minimum capital ratio even under a severe stress scenario.

RISK MANAGEMENT
Credit Risk Management

The Bank manages exposures to credit risk, which 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 that lead to loans and advances, and investment activities. There is
also credit risk embedded in off-balance sheet accounts, such as loan commitments.

Credit Risk Management Strategy

The approach to credit risk management is based on a foundation which preserves the independence
and integrity of credit risk assessment.

The Bank has a comprehensive framework of managing credit risk which includes an independent
credit risk review function and credit risk monitoring process.

Management and reporting processes are therefore combined with clear policies, limits, and approval
structures which guide the day-to-day initiation and management of the Bank's credit risk exposure.
This approach includes credit limits that are established for all customers after a careful assessment of
their creditworthiness.

Standing procedures, outlined in the Bank's Credit Policy Guide approved by the Board of Directors,
require that all credit proposals must either be reviewed and approved by the Credit Committee, or the
Board's Executive Committee.

Whenever necessary, credit facilities are secured by acceptable forms of collateral to mitigate the
related credit risks.

The Board defines the Bank's credit risk management strategy and approves significant credit risk
policies to ensure alignment of the Bank's exposure with its overall risk policies.

The Bank also uses external ratings of the major rating agencies, where available.

The Bank also controls credit risk by monitoring credit exposures, limiting transactions with specific
counterparties, and by continually assessing the creditworthiness of counterparties.

The Bank's credit risk management policies are also designed to identify and set appropriate risk limits
and to monitor the risks and adherence to those limits. Actual exposures against limits are routinely
monitored.

The Bank's credit risk for derivatives represents the potential cost to replace the derivative contracts
if counterparties fail to fulfill their obligation, and to control the level of credit risk taken. The Bank
assesses counterparties using the same techniques as for its lending activities.

Concentrations of credit risk arise when a number of counterparties 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. Loan Portfolio Concentration risk is well managed and monitored under
the Bank's Risk Appetite Framework.

Concentrations of credit risk indicate the relative sensitivity of the Bank's performance to developments
affecting a particular industry or business or geographical location.

The Bank seeks to manage its credit risk exposure through diversification of lending activities to
ensure that there is no undue concentration of risks with individuals or groups of customers in specific
locations, businesses or industries.
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The Bank also takes security when appropriate. In addition, the Bank seeks additional collateral from
counterparties as soon as impairment indicators are noticed for the relevant individual loans or
advances.

Management also monitors the market value of collateral, requests additional collateral in accordance
with underlying agreements, and monitors the market value of collateral obtained during its review of
the adequacy of the allowance for impairment losses.

The Bank reqularly reviews its credit risk management policies and systems to reflect changes in market
products and emerging best practices.

Credit Risk Management Structure

Senior management and respective committees implement the Board's credit risk strategy and develop
policies and procedures for identifying, assessing, monitoring, and controlling credit risk.

The Bank's Executive Committee meets periodically to review loan portfolio quality and standards and
to approve credits above predetermined levels. The Bank's Audit Committee appointed by the Board
reviews the audit reports submitted by the Bank's Internal Auditor throughout the year.

Key Features of Credit Risk Management

Credit facilities are granted based on detailed credit risk assessments which consider the purpose of
the facility and source of repayment, prevailing and potential macro-economic factors, industry trends,
and the customer's positioning within its industry peer-group.

In compliance with SAMA regulations, lending to individual board members and related parties is fully
secured and monitored by the Credit Committee. Such transactions are made on substantially the same
terms, including special commission rates as those prevailing at the time for comparable transactions
with unrelated parties.

All new proposals and or material changes to existing credit facilities are reviewed and approved by
the Credit Committee and / or by the Executive Committee within the provisions of the Credit Policy
Guide approved by the Board.

The credit facility administration process is undertaken by a segregated function to ensure proper
execution of all credit approvals and maintenance of documentation, and proactive control over
maturities, expiry of limits, collateral valuation, and legal covenants.

Credit Risk Monitoring, Reporting and Measurement System

The Bank's exposures are continuously monitored through a system of triggers and early-warning
signals aimed at detecting adverse symptoms that could result in deterioration of credit risk quality.
The triggers and early-warning systems are supplemented by facility utilization and collateral valuation
monitoring together with a review of upcoming credit facility expiration and market intelligence to
enable timely corrective action by management. The results of the monitoring process are reflected in
the Bank's internal rating process.

Credit risk is monitored on an ongoing basis with formal monthly and quarterly reporting to the Credit
Committee, senior management, and the Board to ensure awareness of shifts in credit quality and
portfolio performance along with changing external factors such as economic and business cycles.

Consumer credit risk reporting also includes a daily dashboard for consumer and small business lending,
classification, and delinquency monitoring.

Specialized and focused Special Credit Unit teams handle the management and collection of problem
credit facilities and take any legal action if required.
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Credit Risk Mitigation Strategy

Portfolio diversification is the cornerstone of the Bank's credit risk mitigation strategy, which is
implemented through customer, industry, and geographical limit structures.

To ensure diversification at the portfolio level, interrelated companies with the same management or
ownership structure are classified and treated as one entity. The Bank limits its credit concentration per
entity to twenty five percent of the Bank's capital and reserves as per SAMA regulations.

Credit risk mitigants such as collateral and guarantees are effective mitigating factors within the
Bank's portfolio and collateral quality is continuously monitored and assessed.

Past-due and impairment

Credit facilities are classified as past due when a payment has not been received on its contractual
payment date, or if the facility is in excess of pre-approved limits.

A credit facility is considered impaired if the interest or a principal installment is past due for more
than 90 days and the exposure is downgraded to a non-performing category.

Approaches for Specific and General Impairment

Non-performing loans are managed and monitored as irregular facilities and are classified into Sub-
standard and Doubtful categories which are then used to guide the provisioning process of general as
well as specific impairment provisions.

The Bank uses a credit classification system as a tool to assist in managing the quality of credit risk
within the lending portfolio. The Bank maintains ten classification grades that differentiate between
performing, past due but not impaired, and impaired portfolios, and allocates portfolio provisions and
specific provisions accordingly.

The Credit Committee conducts quality classification exercises over all of its existing borrowers subject
to the guidelines provided in the Credit Policy Guide.

Consumer loan loss provisions are allocated on the basis of portfolio provisioning in compliance with
SAMA regulatory requirements.

The adequacy of provisions are regularly reviewed and adjusted according to a portfolio risk analysis
undertaken on a monthly basis.

The Bank uses external ratings (where available) from Fitch, S&tP and Moody's to supplement internal
ratings during the process of determining credit limits. Unrated public issue instruments are risk-
weighted at 100% for capital adequacy purposes.

Standardized Approach and Supervisory Risk Weights

The Bank currently uses the Standardized Approach for the credit risk capital calculation charge under
SAMA guidelines as amended from time to time. The Bank uses the ratings issued by Standard & Poor's
(S&P), Moody's, and Fitch, which are the ECAls approved by SAMA for the Standardized Approach.
There has been no change in the ECAIl used by the Bank during 2014. The Bank has not yet implemented
the internal ratings-based (IRB) Approach.

The Bank does not use any specific agency exclusively for any particular type of exposure. The available
ratings of any of the above three approved ECAIs on the obligors classified as Sovereign, Public Sector
Entities, Multilateral Development Banks, Banks and Security Firms, and Corporates are used for risk
weighting the exposures on them. The Bank's exposure to the obligors therefore reflects the correct
issue rating from an acceptable ECAI long-term issuer rating.

Distinction between long-term and short-term claims is made only in respect of claims on banks.
Generally, short-term ratings are deemed to be issue specific to be used only for the rated short-term
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facility. Short-term ratings are not used for any other short-term claims. If there are three or more
assessments with different risk weights, the assessments corresponding to the two lowest risk weights
are referred to and the higher of those risk weights is applied.

In general, the Bank follows the guidelines issued by SAMA with respect to the use of ECAI ratings.
The alignments of the ratings of each ECAl are made as per the standard mapping published by SAMA.

Exposure Related To Counterparty Credit Risk

The Bank manages and controls credit risk by monitoring credit exposures, limiting transactions with
specific counterparties, and continually assessing the creditworthiness of counterparties.

The Bank's risk management policies are designed to identify and to set appropriate risk limits and
to monitor the risks and adherence to limits. Actual exposures against limits are routinely monitored.

In addition to monitoring credit limits, the Bank manages the credit exposure relating to any trading
activities. The Bank may close out transactions or assign them to other counterparties to mitigate
credit risk.

The Bank's credit risk for 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, the Bank assesses
counterparties using the same techniques as for its lending activities.

Securitization
The Bank does not have any Securitization exposure or risk.

Market Risk Management

The Bank recognizes market risk as the risk due to potential losses in on-and off-balance sheet positions
arising from movements in market prices such as interest rates, foreign exchange rates, equity prices
and commodity prices.

Market-Risk Management Framework

The Bank has in place a market-risk management framework which governs the Bank's trading and non-
trading activities related to market risk. The Bank separates market risk related activities between its
banking book and its trading book. The relevant department heads within the Treasury and Investment
Group are responsible for managing market risk arising from any trading investment and asset liability
management (ALM) activities within the mandated limits of risk policy of the Bank.

The Bank's Asset Liability Committee (ALCO) is responsible for management and oversight of market
risk inherent within the Bank's trading and non-trading activities.

The Market Risk Department is responsible for monitoring and reporting the Bank's market risk
exposures.

For regulatory capital purposes, the Bank calculates its market risk capital requirements according to
the Standardized methodology.

All activities giving rise to market risk are conducted within a structure of approved credit and position
exposure limits.

Monitoring of Market Risk

The main objective of market risk management is to manage the risks resulting from changes in market
factors so that they are at acceptable levels and in line with the overall risk management policies
of the Bank. The Bank has established a market risk management policy and specified market risk
measurements and limits in accordance with the nature and complexities of its financial activities
included in the Bank’s Treasury Policy Guide approved by the Board of Directors. The ALCO, Treasury
and Investment Group and the Market Risk Departments are primarily responsible for managing,
monitoring and controlling this risk in accordance with approved policies.
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Liquidity Risk Management

Liquidity risk in the banking book is routinely monitored through liquidity risk limits based on short-
term and long-term maturities, loan-to-deposit ratios, and SAMA liquidity ratios such as the daily
liquidity ratio, liquidity coverage ratio and net stable funding ratio. The Bank manages it's liquidity
through domestic money markets including swaps and repo markets and through international money
markets such as US dollar and GCC markets.

Diversification of funding is an important component of the Bank's liquidity management strategy. The
two largest components of customer deposits include time deposits and commodity deposits. The Bank
conducts liquidity-risk stress tests whereby the stress scenarios incorporate both internal and external
liquidity risk factors. The Bank's stress tests in 2014 showed that the Bank has continued to maintain a
sufficient excess amount of liquidity in various stressed scenarios.

Interest Rate Risk in the Banking Book

Interest rate risk in the banking book (IRRBB) is the exposure of the Bank's financial position to adverse
movements in interest rates. Changes in interest rates affect earnings by changing its net special
commission income and also affect the underlying value of assets, liabilities and off-balance sheet
financial instruments. The main sources of interest rate risk are repricing risk, yield curve risk, basis risk,
and optionality risk.

The Bank's interest rate risk management process includes implementation of interest rate strategies
and policies, gap analysis of rate sensitive assets and liabilities in banking activities, as well as a system
of internal controls. In particular, they address the need for effective interest rate risk measurement
and monitoring and related control functions within the interest rate risk management process.

The Bank has introduced an Interest Rate Risk Management (IRMM) system to manage its interest
rate risk and includes a set of strategies, policies, operational procedures, and control practices. The
interest-rate risk in the banking book is managed through a gap limit structure and the risk on capital
by using economic value analysis which is supplemented by periodic analysis of various scenarios to
capture the extreme indicative measure of net special commission income to interest rate changes.

The Bank actively manages interest rate risk in the banking book based on interest rate maturity limits
approved by ALCO. All interest rate sensitive assets and liabilities are segregated according to their
appropriate interest re-pricing maturity dates, currency and gaps, and are managed accordingly.

The Bank also monitors the potential long-term effects of changes in the interest rates on the present
value of all future cash flows by using economic value of equity analysis to analyze and measure the
risk on capital.

To hedge and minimize interest risk due to interest rate movements, the Bank uses approved hedging
products and strategies to periodically rebalance assets and liabilities to bring interest rate sensitive
positions within desired tolerance levels.

Equity Price Risk in the Banking Book

Substantially all of the equities in the banking book are actively quoted on the Saudi stock exchange
on a daily basis and are liquid. The Bank follows prudent practices in managing its diversified portfolio
of equities and routinely monitors the portfolio for constantly changing market risks.

Investments in associates are strategic in nature and are accounted for using the equity method of
accounting.

Operational Risk Management
The Bank manages Operational Risk, which is defined in Basel Ill and also adopted by the Bank.
Operational Risk is defined as the risk of loss resulting from inadequate or failed internal processes,
people and systems or from external events. Operational Risk includes Legal Risk but also excludes
Strategic and Reputational Risks.
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Operational Risk Strategies and Processes

The Bank's Operational Risk Management Framework approved by the Board provides a structured
approach to identify, assess, monitor, and control operational risk through:

e Conducting Risk and Control Self-Assessment (RCSA) workshops;

e Monitoring of agreed Action Plans that have emerged as a result of RCSA workshops;

e Maintaining operational risk loss event databases for analysis and reporting;

e Implementing and monitoring of Key Risk Indicators; and

e Creating awareness about the operational risk management among the Bank employees through
e-learning;

An operational risk appetite matrix is also used for monitoring operational risk losses on an ongoing

basis.

The key components of this framework are comprehensively documented through policies and
procedures.

Structure and Organization of Operational Risk Management Function

ALCO has the overall responsibility of supervising the implementation of the operational risk
management framework across the Bank.

The Operational Risk Management Department (ORMD) functions as part of the Risk Management
Group. The Bank has adopted a structured and proactive approach for the management of operational
risks. The ORMD is subject to regular audit by the Bank's Internal Audit Department.

Scope and Nature of the Operational Risk Management Function

The ORMD collects data related to operational losses from day-to-day operations and feeds the same
into the Operational Risk Management system. This covers activities including:

o Feeding the results of RCSA workshops for risk and control assessment;

e Providing follow-up on actions;

e Maintaining an Operational Risk Loss Event Database; and

e Generating various standard reports for monitoring and control.

Any new products of the Bank are also assessed for inherent operational risks. The Bank's insurance
contracts are also subject to ORMD review on an annual basis. The outsourcing contracts of the Bank
are also reviewed by the ORMD from an operational risk perspective.

The Bank is currently using the Basic Indicator Approach of the Basel Il Accord to arrive at the
Operational Risk Capital Charge by taking 15% of the average gross income of the Bank for the last
three years as defined under section 650 of the Basel Ill included in the SAMA Basel lll guidelines.
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