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  Table OVA: Bank risk management approach 
 

(a) Business model determination and risk profile; 

The Saudi British Bank (SABB) or (the Bank), a Saudi Joint Stock Company, was established by Royal Decree No. M/4 dated 12 Safar 1398H 

(21 January 1978G). The Bank’s capital is Saudi Riyals (SAR) 15 billion divided into 1.5 billion shares with a nominal value of SAR 10. 

The main objectives of the Bank are to provide a complete range of integrated banking products and services to both retail and corporate sectors 

throughout its departments, business segments and its branch network across the Kingdom of Saudi Arabia (the Kingdom). The Bank has no 

subsidiaries established or operating outside the Kingdom. 

SABB maintains a valuable strategic partnership with the HSBC Group, one of the largest and most geographically diverse banking groups in the 

world. This strategic partnership provides SABB with a competitive advantage to provide its customers with access to the best local and international 

service offering in the market. HSBC owns 40% of SABB shares. 

SABB’s strategic goal is to remain a leading international player in the financial services industry in Saudi Arabia by offering a comprehensive 

suite of banking propositions and finance products services to its customers. In doing so, the Bank is continually evaluating new business 

opportunities that are complimented by its associate companies who offer Takaful, Investment Banking, Asset Management, Brokerage and 

Securities services. 

SABB's principal lines of business are Retail Banking & Wealth Management (RBWM), Commercial Banking (CMB) and Global Banking and 

Markets (GBM). These businesses utilise a comprehensive network of Branches and ATMs in conjunction with digital channels to offer 

conventional and Islamic Law (Shariah) compliant products under the “Islamic Financial Solutions” name. 

The Bank is organised into the following main business segments: 

 

Retail Banking and Wealth Management provides services and products to personal and private banking customers including time deposits, 

current and savings accounts, home finance, consumer loans, and credit cards where it maintains a market leading position in the Kingdom. 

Retail Banking provides a range of digital solutions so customers can access their finances anytime and anywhere, as well as access to a 

traditional branch network. 

 

Further information on Retail Banking and Wealth Management is shown in section “Business segment performance highlights” of the Annual 

Report and Accounts 2017. 

Corporate Banking in terms of both operating income and balance sheet SABB is one of the largest commercial banks in the Kingdom. SABB 

serves its corporate customers through teams of relationship managers based in the Kingdom’s main commercial hubs. Through long-term 

relationships the relationship managers build a detailed understanding of an individual client’s financial needs to deliver tailored solutions from 
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SABB’s full suite of corporate banking products and services, both conventional and Islamic. To serve their clients the relationship managers 

can draw on specialist teams in treasury, liquidity and cash management, trade and receivables finance, investment banking and insurance. In 

addition to this comprehensive range of local products and services, SABB is also in a unique position to provide access to global financial 

markets and services through SABB’s partnership with the HSBC Group, Corporate Banking is divided into two segments: Global Banking 

(GB) and Commercial Banking (CMB). 

 

Further information on Corporate Banking is shown in section “Business segment performance highlights” of the Annual Report and Accounts 

2017. 

 

Treasury undertakes two functions in SABB. Principally it provides corporate, institutional and private banking customers with access to 

capital markets, foreign currency and derivative solutions. In addition, it manages the liquidity and market risk of the Bank, including the 

deployment of the Bank’s commercial surplus through its investment portfolio. 

Others segment primarily includes activities of the Bank’s investment in its insurance subsidiary, SABB Takaful, and its investment banking joint 

venture, HSBC Saudi Arabia. HSBC Saudi Arabia (HSBC SA) is a leading investment bank in the Kingdom and consistently tops key league tables, 

leveraging upon the strength of the SABB franchise in the Kingdom and the international capability of HSBC globally. 

Given its business model, SABB is exposed to credit risk, market risk, liquidity risk, macroeconomic risk and interest rate risk in banking book as 

primary risks. In addition, the Bank is potentially exposed to legal, operational, strategic, reputational, and information security risks. The overall 

management and mitigation of risks are entrusted with the Risk Group, which consists of seven departments, viz. (i) Risk Strategy & Infrastructure, 

(ii) Wholesale Credit & Market Risk, (iii) Retail Risk, (iv) Operational Risk & Internal Control, (v) Credit Review and Risk Identification, (vi) Special 

Assets, and (vii) Security and Fraud Risk. The Risk Group operates closely with the business groups, Finance Control, the Compliance, the Legal, 

the Internal Audit, and the Shariah Group. Overall risk governance is ensured through a number of management level committees and the Board level 

committees to safeguard that SABB acquires assets with an acceptable risk-return profile in the interest of generating sustainable earnings, whilst 

maintaining healthy capital adequacy and liquidity to secure a strong credit rating. 

 

(b) The risk governance structure; 

Managing under a clear risk framework has always been a fundamental governance principle within SABB. 

 

The Board Risk Committee continues to act as the Board designated committee for the review and approval of risk matters. The Committee meets 

quarterly, with all 3 members, including the Chairman, being Non-Executive Directors. The committee is assigned to oversee and advise the Board on 

all high-level risk related matters, and to provide strategic direction for Risk across SABB, including setting the risk vision, deciding priorities and 

overseeing the execution of major transformational risk initiatives. 
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SABB has a robust risk governance framework in place with accountability embedded throughout the bank: 

 

SABB applies a three lines of defence model within which the business are responsible for the risks that form part of their area and must ensure that 

all key risks are identified, mitigated and monitored through appropriate controls. Risk and Finance form part of the second line of defence and 

have responsibility for providing assurance, challenge and oversight activities. Internal audit is the third line and provide an independent assurance 

to senior management and the Board. 

BOARD

Audit Committee (AUCOM)

Chair: Independent Director

Frequency: Quarterly

Compliance Committee

Chair: Head of Compliance    
Monthly

Fraud High Committee

Chair: CRO    As needed

Nomination & Remuneraiton Committee

Chair: Independent Director

Frequency: 3 times a year

SABB People Committe (SPC)

Chair: GM-HRD    Quarterly

Board Risk Committee (RMC)

Chair: Non Executive Director

Frequency: Quarterly

Risk Management Committee (RMC)

Chair: CRO    Monthly

Executive Committee (EXCOM)

Chair: Managing  Director

Frequency: 6 times a year

Asset & Liability Committee (ALCO)

Chair: CFO    Monthly

Management Committee (MANCO)

Chair: MGD    Monthly

Shariah Committee

Chair: Independent Party / Scholar

Frequency: Quarterly
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The Risk Management function, which manages the overall level of credit, market and operational risk within SABB, is under the direct control of 

the CRO. The Chief Risk Officer is appointed by, appraised by, and has a reporting line directly to the Board Risk Committee. 

The core SABB governance policy manuals covering Corporate Governance, SABB Standards, Risk Management and Credit Policy were reviewed 

and approved by the Board or its designated committees during 2017. An annual review of the risk governance framework was completed and 

approved by the Board Risk Committee which resulted in only minor changes to the members and frequency of various committees to align with 

the current risk control requirements and priorities. 

The risk reporting framework to the Board was maintained including the Risk Appetite Statements, Risk Heatmap and Top and Emerging Risks. 

 

(c) Channels to communicate, decline and enforce the risk culture; 

Risk Management is an independent function within SABB managed under the Chief Risk Officer with responsibility for the development, 

validation and oversight of SABB’s risk policies, reporting and models.  

Whilst business units have primary responsibility for managing specific risk exposures under the oversight of the Chief Risk Officer, the Board 

Risk Committee (BRC), the Audit Committee (AUCOM), the Risk Management Committee and ALCO have primary responsibility for setting 

SABB's overall risk appetite. 

The process of identifying and reporting the health of SABBs businesses and portfolios is undertaken through the use of risk appetite 

statements, risk heatmaps and top and emerging risk reports. These are compiled and submitted to the relevant risk governance committee 

where the reports are challenged and action plans agreed. 

Composition of the major committees as follows: 

The Board of Directors – Generally meets four times a year. It is made up of ten members (the “Directors”), including the Chairman and the 

Managing Director. The Chairman is required to be a non-executive director and the Managing Director is selected from among the Directors 

appointed by HSBC Holding BV. Six of the Directors represent SABB’s Saudi shareholders and are elected via accumulative voting every 

three years. SABB’s by-laws provide that the other four Directors are to be appointed by HSBC Holding BV. The Board of Directors maintains 

control over SABB and monitors the executive management of SABB. 

The Board Risk Committee – The committee is assigned to oversee and advise the Board on all high-level risk related matters, and to provide 

strategic direction for Risk across SABB, including setting the risk vision, deciding priorities and overseeing the execution of major 

transformational risk initiatives. It consists of three to five members, whom should be Non-Executive Directors. The Committee meets on a 
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quarterly basis, and is chaired by one of the non-executive directors whom will be appointed by SABB Board of Directors. The Board Risk 

Committee is a Board committee and reports directly to the Board. 

Executive Committee – Through delegated authority from the Board of Directors, the Executive Committee comprises of five members, and is 

chaired by the Bank’s Managing Director. It is assigned to exercise all of the powers, authorities and discretion of the Board in so far as they 

concern the management and day to day running of SABB in accordance with policies and directions as the Board may from time and time 

determine. This delegation includes to endorsement of strategic and operating plans, approval of project costs within expenditure limits 

assigned by the Board, approval of credit facilities and credit matters within credit limits assigned by the Board, review of Business 

performance reports, monitoring AOP progress, financial reports, competitor bank reports, along with other matters necessary to support the 

Managing Director, MANCOM and IT Steering Committee. 

Audit Committee – The Committee is appointed by the Annual General Meeting, meets on a quarterly basis and consists of three to five 

members appointed from SABB's non-executive or independent directors and of non-Board members who must comprise a majority of 

members. The Committee is accountable to the Annual General Meeting and the Board and assists the Board in meeting its responsibilities by 

a) ensuring an effective system of internal control and compliance b) being responsible for the selection, oversight and remuneration of the 

external auditors c) meetings its external financial reporting obligations d) any changes in accounting policies and standards that could have a 

material impact on compliance with accounting standards e) reviewing issues of material concern raised by internal and external auditors f) any 

other duties as set in the Terms of Reference of the Committee approved by the Board and AGM. 

Nomination and Remuneration Committee – The committee consist of three to five members, and meets on half yearly basis or more 

frequently if required. It is assigned to ensure that, inter alia: the Board members are qualified and independent; that compensation for Board 

members and employees are in line with the performance criteria taking into consideration the management of risk; evaluate all compensation 

policies; and that compensation policies and practices are compliant with SAMA guidelines on compensation. The committee is chaired by an 

independent Board member, with membership of other two independent directors and an independent from outside the Board. 

Risk Management Committee (RMC) – This is the senior management designated by the Board to review risk management matters, 

including reviewing risk appetite and emerging risk and risk policy, the committee meets monthly and is chaired by the Chief Risk Officer. 

Attending members include senior management, businesses and support functions. 

Assets and Liability Committee (ALCO) – The committee is chaired by CFO and meets once a month to discuss balance sheet and its 

associated risks. The committee consists of members including senior management, businesses and support functions. 
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(d) The scope and main features of risk measurement systems; 

The material risks that may impact SABB's operations are identified and thoroughly assessed and stressed, both qualitatively and quantitatively. It is 

envisioned that the assessment processes will become more advanced with the development or adoption of industry best practices after being calibrated 

to parameters that best fit the risks pertinent to SABB’s business, regulatory, and economic environment. The risk review cycle is as follows: 

 A monthly review of the top and emerging risks is undertaken and challenged through the RMC with a Risk Heatmap maintained and mitigation 

action plans required for high risk items.  

 The risk appetite and risk assessment process is reviewed at least quarterly by ALCO and RMC in consultation with the business functions. 

 Risk reports for each risk category are submitted to the BRC quarterly. 

 The stress test scenarios and outcomes are updated half yearly based on the revised parameters and reviewed by the RMC and BRC. 

 Senior management challenges the risk appetite and risk assessment methodologies through the RMC. 

 The BRC challenges and approves the risk appetite and the ICAAP. 

 

Credit risk is the risk of financial loss through the failure of a customer or counterparty to honour their commitments as they fall due.  Credit risk 

arises principally in corporate and personal lending, trade finance, treasury and syndication underwriting. But credit risk also arises from off balance 

sheet products such as guarantees and derivatives or from SABB’s holdings of debt securities. 

 

A strong culture of prudent and responsible lending is a cornerstone of SABB’s risk management philosophy. This is attained through effective 

control and management of risk, seeking to minimize credit losses while enhancing risk-adjusted returns. 

 

Credit manuals provide clear and consistent lending guidelines, policies, and procedures to manage the corporate and personal banking asset 

portfolios. These policy manuals are reviewed annually by the Risk Management function and approved by the Chief Risk Officer (CRO) with 

material policy changes approved through the Risk Management Committee (RMC). In line with SAMA Rules on Credit Risk Management, the 

main Credit Policy manual has been reviewed and approved by the Board Risk Committee (BRC). 

 

Credit risk assessment is undertaken by the credit approval function which reports to the Managing Director through the CRO; hence ensuring that 

they have an appropriate degree of independence. The teams are responsible for credit approval decisions, as well as key aspects of the risk rating 

systems, including selection, implementation, performance, and oversight. 

 

The approval process is reviewed annually by the BRC with limit delegations named down from the Board. Within SABB, emphasis is placed on 

the individual's responsibility for making credit decisions and as such there is a series of delegated approval limits agreed by Board. 

 

A key element in the Bank's credit culture is the proactive management of the portfolio through: 

 The regular review of facilities by lending and credit officers, at least annually. 
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 The operation of an independent special asset management function to handle non performing and problem exposures. 

 The central monitoring of credit concentration in certain countries, specialized industries / sectors, products, customers and customer groups 

with monthly reports to the RMC, Asset and Liability Committee (ALCO) and quarterly to BRC. 

 The continual development of improved techniques for measuring and evaluating risk, and for optimizing risk-adjusted return on capital. 

 The development and adoption of automated application processing and assessment systems, to enable consistency of decisions and an efficient 

framework for application processing. 

 A structured framework of credit training and accreditation to build risk awareness and credit assessment capabilities. 

 

Personal lending decisions are based on credit scoring models and decision strategies, developed using internal data and credit bureau information 

from SIMAH; with behavioural scoring applied to support credit card processing, authorisation, collections and limit review decisions. 

For defaulted customers, impairment provisions (collective and discounted cash flow basis) are maintained in accordance with established IFRS 

accounting practices. 

 

SABB operates dedicated special assets and recoveries teams to manage companies in financial distress and non-performing loans to maximise 

recovery rates. For high value and problematic accounts the recovery process includes direct involvement from Legal. For personal banking there 

is a dedicated collections function undertaking debt counselling and recovery activities at each stage of delinquency including the use of external 

and overseas recovery agencies. 

 

Credit risk consumes the largest proportion of SABB's minimum capital requirement. Within the established principles and parameters SABB 

ensures that strict capital discipline is maintained through correct pricing and management of credit risks in relation to the regulatory and economic 

capital requirements.  

 

Market Risk is the risk that movements in market risk factors, including foreign exchange rates, commodity prices, interest rates, credit spreads 

and equity prices will reduce SABB's income or the value of its portfolios.  

Foreign exchange risk (FX) arises from an open position, either overbought (long) or oversold (short), in a foreign currency, creating exposure to a 

change in the relevant exchange rate.  

SABB categorises foreign exchange risk as follows:  

• Trading Book FX risk - arises from proprietary currency trading i.e. spot, forwards, futures, swaps and options.  Trading exposures are 

controlled through assigning limits to each currency and aggregate exposure levels as well as through VAR and stress testing measures. 

• Banking Book FX risk - arises from a currency mismatch / revaluation between assets and liabilities, including accrued interest and accrued 

expenses.  The mismatch is transferred to Treasury and managed on daily basis through the trading book.  
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• Structural FX risk- arises due to two reasons a) relates to net investments in subsidiaries, branches or associated capital undertakings. b) Relates 

to the non-SAR denominated assets. The currencies where structural FX rise arises are those other than the designated reporting currency of the 

SABB, which is the Saudi Riyal (SAR).  

SABB uses a range of control measures to manage market risk ranging from specific stop loss control limits, to sensitivity analysis limits including 

the present value of a basis point movement of interest rates, as well as VAR loss limits designed to estimate the potential loss from market 

movements across a specified time horizon and for a given level of confidence using a historical simulation approach. SABB recognizes the 

limitations of VAR and compliments its analysis with scenario stress testing to evaluate the impact of more extreme but plausible events or 

movements in market variables. 

Whilst SABB uses both VAR and standard rules to manage market risk, capital requirements are assessed for all positions using the standard rules 

approaches prescribed by SAMA.  

Operational risk governance framework is made up of Operational Risk Policies, Procedures, Management Information to various committees 

and oversight by the Operational Risk and Internal Control Committee. An operational risk assessment process is undertaken periodically and at 

least annually by each line of business and support functions with the output challenged through the Operational Risk and Internal Control 

Committee (ORICC). 

The operational risk taxonomy was expanded from the previous 4 major risk categories (people, process, systems, and external) to a more granular 

16 key Level 1 risk categories which include major areas that are currently a focus of regulatory/national bodies: 

 

A Bank level Operational Risk dashboard is used by Senior Management to highlight the major risks and breaches. Loss trends reports are reviewed 

monthly by ORICC and RMC with a quarterly update provided to the BRC. 

Systems established to record risks and losses by Basel business lines, risk and loss event categories enable business units to manage their action 

plans and request for management information reports. Duties are segregated to ensure integrity of loss and risk data in the system. Data is captured 

and approved in the system by the business. The central Operational Risk department coordinates the recording process, reconciles to ensure only 

operational losses are captured and the data meets both SABB and regulatory guidelines in addition to ensuring the quality of the input data.  

SABB continued the consolidation/strengthening of its Operational Risk Management and Governance processes: 

 The Risk Governance Framework was reviewed by the BRC. 

 Continued focus to implement the Board approved SIS programme covering adherence to laws and regulations, Treating Customers Fairly, 

Protecting Customer Information, Preventing Bribery and Corruption and Preventing Financial Crime. 

 SABB continued to fully assess the dependencies and business impact analysis related to the Bank’s association with the HSBC Group. 

- People - Compliance - Business continuity - Tax

- Systems - Legal - Accounting - Shariah

- Operations - Internal fraud - Physical - Political

- Information - External fraud - Fiduciary - Project
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 The Three Lines of Defence model was monitored to underpin our approach to strong risk management. The Three Lines of Defence model 

defines who is responsible to identify, assess, measure, manage, monitor, and mitigate operational risks, encouraging collaboration and enabling 

efficient coordination of risk and control activities. 

 Risk and Control Assessment (RCA) is a component of the Operational Risk and Internal Control (ORIC) Management Framework 

implemented across SABB. The RCA process is designed to provide business/function with a forward looking view of operational risk to help 

them proactively determine whether their key operational risks are controlled within acceptable levels. 

 The continuation of Second Line of Defence Reviews and establishment of an assurance programme within ORIC was established to ensure 

implementation of the Bank’s ORIC framework within the businesses. 

 The ongoing implementation of findings from independent reviews are tracked using the ORIC system to verify timely close of item with 

updates submitted monthly to RMC with validation undertaken by ORIC and INA. 

 Data Management Programme activities continued to be progressed, building an enhanced data management architecture and data coverage 

framework. 

Capital requirements are assessed using the standardised approach, which applies one of three fixed percentages to an average of the last three financial 

years gross revenues allocated across eight defined business lines. 

(e) Process of risk information reporting provided to the board and senior management; 

The Board is constantly informed and updated regarding the risk status of the bank through several reports. Following are the key reports which are 

considered comprehensive and hence provide Group wide risk assessment on periodic basis. 

Monthly Risk Report is submitted to the Risk Management Committee encompassing risks related to the Bank. The report provides a concise 

overview of all regulatory ratios and thresholds, capital adequacy, asset quality and provision coverage, risk adjusted return, liquidity position of the 

Bank, market risk due to the trading activities, interest are risk in the banking book, major operational risk incidents and mitigating actions, and 

information security update. Also review risk management matters, including reviewing risk appetite and emerging risk and risk policy. 

Quarterly Risk Report is submitted to the Board Risk Committee encompassing risks related to the Bank. The report provides a concise overview of 

key regulatory ratios and thresholds, capital adequacy, asset quality and provision coverage, risk adjusted return, liquidity position of the Bank, market 

risk due to the trading activities, interest are risk in the banking book, major operational risk incidents and mitigating actions, and information security 

update. 

Risk appetite monitoring of the Bank is an integral part of the monthly reporting to the senior management, which it combines the Bank’s business 

model, governance, and strategic decisions. It holistically integrates the risk limits and performance targets for the Bank and the business groups, and 

sets the overall risk tolerance boundaries. Additionally, it facilitates the management decisions with various risk targets in order to ensure compliance 

with regulatory constraints and changing economic conditions. 
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Stress testing is another key component of the quarterly risk reporting process to the Board and senior management that assesses the potential risk and 

the resulting impact due to stressed operating scenarios, both macroeconomic or/and idiosyncratic. Stress testing framework at SABB is 

comprehensive and is reasonably granular, which enables the management and the Board to assess the impact of different scenarios on specific 

portfolios and sub-portfolios in terms of credit quality, liquidity, and capital adequacy. 

Internal Capital Adequacy Assessment Process (ICAAP) is considered as the most comprehensive exercise that conducts the risk assessment of the 

Bank on forward looking basis, given the business plan and growth aspirations. This provides a complete overview of existing capital adequacy and 

future capital requirements to the Board and the senior management, which aids the long term capital management process in the Bank. 

Moreover, senior management exercises its risk management function through various management committees which require more frequent and more 

granular reporting on risk exposures. 

 

(f) Qualitative information on stress testing; 

SABB undertakes a range of stress test scenarios to assess the risk and impact of different events on profitability or capital requirements, the 

most significant of which is the macroeconomic scenario which is undertaken annually alongside the ICAAP. In terms of governance, SABB 

has a Stress Testing Committee chaired by the Chief Risk Officer and comprising members from different businesses and support areas to 

oversee the development of stress tests within SABB across the various customer segments and risk categories. 

SABB has maintained its stress testing framework in line with the Rules on Stress Testing for Banks under Circular reference 60687 BCS 38747 

issued by SAMA in November 2011 and with industry best practice. Under SABB’s stress methodologies, the inputs to each stress test are based on 

a combination of analytical inputs and expert panels to review the quantitative data and incorporate qualitative factors. As part of SABB stress testing 

framework, two integral reports are produced and submitted to SAMA in March (year-end data) and September (mid-year data) including details of 

the stress test carried out by the bank considering various customer segments and risk categories. At least three stress-testing scenarios are applied to 

arrive at the stressed capital ratios, with a view to ensure that the Bank remains adequately capitalized under stressed conditions during economic down-

turns. Adequate stress-testing procedures are in place for Credit, Market (trading book), Interest Rate (Banking book), Liquidity and Operational Risks. 

All the other risks covered under Internal Capital Adequacy Assessment Plan (ICAAP). 

SABB also runs a series of reverse stress tests to consider scenarios beyond normal business settings to evaluate potential vulnerabilities and assess 

the mitigation required. 

 

(g) The strategies and processes to manage, hedge and mitigate risks; 
 

The mitigation of credit risk is an important aspect of its effective management and takes many forms.  
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SABB grants facilities based on the borrower’s ability to repay, rather than placing its reliance on credit risk mitigation. SABB nevertheless 

does hold a range of security to reduce the risk of loss and maximise the probability of facilities being repaid.  A number of these risk mitigants 

have been applied under the Standardised approach in Pillar I, and there are other securities that cannot be assigned a value such as shares, land 

and local property.  

 

International and Local Banks Guarantees are referred to Institutional Banking for counterparty and cross border country risk approval. 

 

The granting of facilities and taking of collateral as risk mitigants is governed by defined policies and procedures, as well as the use of bank 

standard documentation that cater for the offset of credit balances against facilities granted, the control over the integrity and valuation of 

collateral, and the rights required to enforce and realize security. SABB monitors the concentration of risk mitigants and does not have any 

material concentrations in the risk mitigants currently held. 

 

 

A key element in the Bank's credit culture is the proactive management of the portfolio through: 

 The regular review of facilities by lending and credit officers, at least annually. 

 The operation of an independent special asset management function to handle non performing and problem exposures. 

 The central monitoring of credit concentration in certain countries, specialized industries / sectors, products, customers and customer 

groups with monthly reports to the RMC, ALCO and quarterly to Board Risk Committee. 

 The continual development of improved techniques for measuring and evaluating risk, and for optimizing risk-adjusted return on 

capital. 

 The development and adoption of automated application processing and assessment systems, to enable consistency of decisions and an 

efficient framework for application processing. 

 A structured framework of credit training and accreditation to build risk awareness and credit assessment capabilities. 
 

 

Personal lending decisions are based on credit scoring models and decision strategies, developed using internal data and credit bureau 

information from SIMAH; with behavioural scoring applied to support credit card processing, authorisation, collections and limit review 

decisions.  

 

For defaulted customers, impairment provisions (collective and discounted cash flow basis) are maintained in accordance with established IFRS 

accounting practices.  

 

The Bank has implemented an interest rate hedging policy in compliance with the International Accounting Standards. Interest rate derivatives, 

mainly interest rate swaps and futures are used to hedge specific exposures with an aim to keep the interest rate risks within limits. The Bank 

also uses currency swaps to hedge specific positions in foreign currencies, when necessary. Effectiveness of all hedges is regularly monitored 

throughout their term. 
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SABB operates dedicated special assets and recoveries teams to manage companies in financial distress and non-performing loans to maximise 

recovery rates. For high value and problematic accounts the recovery process includes direct involvement from Legal. For personal banking 

there is a dedicated collections function undertaking debt counselling and recovery activities at each stage of delinquency including the use of 

external and overseas recovery agencies. 

 

SABB has established a Risk Appetite Statement (RAS) for liquidity and funding risk that is approved by the BRC annually, and reviewed 

monthly through the Asset Liability Management Committee (ALCO) and RMC, with quarterly reports provided to the BRC. 

 

SABB recognizes the importance of liquidity management and has in place this Liquidity Contingency Funding Plan (CFP) to provide guidance 

for Liquidity Crisis Management Team (LCMT) and the Liquidity Management Committee (LMC) on how to approach any potential liquidity 

event, defining responsibilities and setting out a predetermined plan of action. CFPs are a crucial tool in effective liquidity and funding risk 

planning. 
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Table LIA: Explanations of differences between accounting and regulatory exposure amounts 
 

 

(a) Explanation of significant differences between the amounts in columns (a) and (b) in LI1; 

 

This section sets out the main reasons why the measurement of regulatory exposures is not directly comparable with the financial information 

presented in the Annual Report and Accounts 2017. 

 

The basis of consolidation for the purpose of financial accounting under IFRSs, described in Note 1 of the Annual Report and Accounts 2017, 

differs from that used for regulatory purposes as described below. 

 

The Pillar 3 Disclosures 2017 are prepared in accordance with regulatory capital adequacy concepts and rules, while the Annual Report and 

Accounts 2017 are prepared in accordance with IFRSs. The purpose of the regulatory balance sheet is to provide a point-in-time (‘PIT’) value 

of all balance sheet assets. The regulatory exposure value includes an estimation of risk, and is expressed as the amount expected to be 

outstanding if and when the counterparty defaults. 

 

Subsidiaries engaged in insurance activities are excluded from the regulatory consolidation by excluding assets, liabilities and post-acquisition 

reserves, leaving the investment of these insurance subsidiaries to be recorded at 250% risk weight. 

 

The difference between total assets on the regulatory balance sheet is shown in table 3, and the credit risk and CCR exposure values are 

shown in table 4. Moreover, regulatory exposure classes are based on different criteria from accounting asset types and are therefore not 

comparable on a line by line basis. 

 

 

(b) Explanation of the origins of differences between carrying values and amounts considered for regulatory purposes shown in LI2; 

 

On-Balance Sheet 

 

In case of On-Balance Sheet items, currently there are some differences between carrying values and amounts considered for regulatory 

purposes such as certain provisions, collateral and deconsolidation of insurance entity. 

 

Under IFRS, netting is only permitted if legal right of set-off exists and the cash flows are intended to be settled on a net basis. Under the Basel’s 

regulatory rules, however, netting is applied for capital calculations if there is legal certainty and the positions are managed on a net collateralised 

basis. As a consequence, we recognise greater netting under the Basel’s rules, reflecting the close-out provisions that would take effect in the 

event of default of a counterparty rather than just those transactions that are actually settled net in the normal course of business. 
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Fair value is defined as the best estimate of the price that would be received to sell an asset or be paid to transfer a liability in an orderly 

transaction between market participants at the measurement date. 

 

Off-Balance Sheet & Derivatives 

 

In case of Off-Balance sheet and Derivatives Notional values are populated as total carrying / accounting value whereas credit equivalent 

amounts (i.e. after applying conversion factors including Add-on adjustments in case of Derivative portfolio are populated under respective 

regulatory framework. 

 

 

(c) Valuation methodologies; 

 

Please refer to note no. 2f & 33 of Annual Published Financial Statements 
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Table LIQA – Liquidity risk management  
 

 

Liquidity risk is the risk that Saudi British Bank (SABB) does not have sufficient financial resources to meet its obligations when they 

fall due, or will have to do so at excessive cost. This risk can arise from mismatches in the timing of cash flows. Funding risk (a 

particular form of liquidity risk) arises when the necessary liquidity to fund illiquid asset positions cannot be obtained at the expected 

terms and when required. 

 

The Bank has an internal Liquidity and Funding Risk Framework, using the external Liquidity Coverage Ratio (LCR) and Net Stable 

Funding Requirement (NSFR) SAMA regulatory framework as a foundation, but adding extra metrics/limits and overlays to address 

the risks that the Bank considers are not adequately reflected by the external regulatory framework.  

 

The decision to create an internal framework modelled around the external regulatory framework was driven by the need to ensure that 

the external and internal frameworks are directionally aligned and to ensure that the Bank’s internal funds transfer pricing framework 

incentivises the business lines to collectively comply with both the external (regulatory) and the internal risk tolerance. 

 

The objective of the LCR is to limit the risks of severe cash outflows owing to an over-reliance on volatile funding sources and certain 

lending commitments. Under the LCR, SABB is required to hold a minimum level of unencumbered high-quality liquid assets 

(HQLA) to withstand an acute stress scenario lasting 30 days. The LCR is specifically designed to improve the short-term resilience of 

SABB against liquidity shocks. By contrast, the NSFR is designed to limit the risks emanating from excessive maturity mismatches 

over the medium to long term. More specifically, the NSFR requires SABB to fund illiquid assets with a minimum amount of stable 

liabilities over a horizon of one year. 

 

The LCR and NSFR framework defines customer deposits as "stable", "semi- stable", and "non-stable". Stable and semi stable funds 

are defined as deposits that are less likely to be actively managed by customers and therefore, more likely to remain with the bank 

during a period of stress. Equally, non-stable funds are defined as those deposits that are more actively managed by customers and 

more likely to be withdrawn at the early indication of market stress forming part of the LCR calculations. 

 

As a general policy, SABB seeks to be self-sufficient with regards to funding its own operations from 'stable' deposits. Exceptions are 

permitted to facilitate the efficient funding of certain short-term treasury requirements and start-up ventures, which do not have access 

to deposit markets. 
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SABB uses cashflow stress testing as part of its control processes to assess liquidity risk. The cashflow stress testing process estimates 

and takes into consideration the potential severe adverse P&L and capital impacts in a liquidity crisis, with a view to assessing the 

bank’s ability to maintain an adequate capital position in such a scenario. 

 

SABB has established Risk Appetite Statements covering liquidity risk that are approved by the Board Risk Committee annually, and 

reviewed monthly through Asset Liability Management Committee (ALCO) and Risk Management Committee (RMC) with quarterly 

reports provided to the Board Risk Committee (BRC). 

 

SABB manages and reports balance sheet liquidity against the following key ratios: 

 

• Asset to Deposit Ratio (ADR) – Monitors the extent to which customer advances are covered by customer deposits. 

• SAMA Liquid Reserve Requirement – Minimum 20% of deposit liabilities to be held in liquid assets maturing in less than 

1 month, treasury bills and government bonds in accordance with Article 7 of the Banking Control Law. 

• Liquidity Coverage Ratio (LCR) – Minimum requirement of 100% requiring SABB to hold enough liquid assets which 

can, if needed, be converted easily into cash in private markets to survive a 30 day stress scenario. 

• Net Stable Funding Ratio (NSFR) – Minimum requirement of 100% requiring SABB to hold a minimum amount of stable 

funding relative to the liquidity profiles of asset activities over one year horizon. 

 

SABB assesses and manages liquidity risk through clearly defined liquidity policies which form part of a broader Liquidity and 

Funding framework and funding plan which is reviewed and approved by ALCO and BRC. There is a designated Liquidity 

Management Committee, which monitors the bank's current and projected liquidity position and proposes changes to ALCO on 

SABB’s liquidity ratio limits, funding strategy and liquidity stress testing scenarios.  

 

The Finance Department prepares a bank-wide liquidity report, which is monitored daily against approved limits and regulatory 

requirements by Senior Management, along with a 18 months rolling forecast balance sheet on a monthly basis showing expected loan 

and deposit growth. 

 

SABB manages and monitors depositor and debt security concentration in order to avoid undue reliance on large individual depositors 

and ensuring a satisfactory overall funding mix and maturity profile of deposit and debt securities. 

 

SABB seeks to maintain a cushion of unencumbered, high quality, liquid assets mainly comprising of deposits with the central bank, 

cash and unencumbered sovereign debt, that can be liquidated or repoed in times of stressed liquidity. LCR & NSFR are used to stress 

the liquidity position across a range of maturity bands and through the application of bank specific and market wide scenarios.  
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Current accounts and savings deposits payable on demand or at short notice form a significant part of SABB’s funding and there is 

considerable focus on maintaining the stability of such deposits.  SABB manages and monitors depositor and debt security 

concentration in order to avoid undue reliance on large individual depositors and ensuring a satisfactory overall funding mix and 

maturity profile of deposit and debt securities. 

 

A comprehensive Contingency Funding Plan is in place and tested on an annual basis. The plan identifies early indicators of stress 

conditions and describes actions to be taken in the event of difficulties arising from systemic or other crises, while minimising adverse 

long-term implications for the business. 

 

SABB has at its disposal a wide range of money market and capital sources to cover the funding needs. 

 

SABB continues to diversify its sources of funds through its debt issuances in both local and international markets in order to source 

longer term funding for its balance sheet. 

 

The mark to market of the Bank’s back to back derivative exposures does not have significant impact on liquidity management. 

 

As per SAMA guidelines, a currency is considered as "significant" if the aggregate liabilities denominated in that currency amounts to 

five per cent or more of the bank's total liabilities. Only SAR and USD are material currencies and are monitored accordingly. 

 

The main contributors of the LCR of the Bank are unencumbered, high quality liquid assets (HQLAs) and net cash outflows primarily 

arising from customer deposits. 

 

The 3 month average of the LCR has decreased to 178% as at 31st December 2017 from 207% as at 30th September 2017, this was 

mainly due to an increase in Average cash outflow by SAR 3 B and a decrease in Average cash inflows by SAR 0.8 B partially offset 

by an increase in Average HQLA of around SAR 1.6 B. The intra period changes were in line with the banks activities and were well 

above the minimum requirements. 
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Table CRA: General qualitative information about credit risk 
 

 

(a) How the business model translates into the components of the bank’s credit risk profile; 
 

Credit risk represents our largest regulatory capital requirement. 

 
The principal objectives of our credit risk management function are: 

• to maintain a strong culture of responsible lending and a robust credit risk policy and control framework; 

• to both partner and challenge our businesses in defining, implementing and continually re-evaluating our credit risk appetite under actual 

and stress scenario conditions; and 

• to ensure there is independent, expert scrutiny of credit risks, their costs and their mitigation. 

 

Credit risk, is the risk that one party to a financial instrument will fail to discharge an obligation and cause the other party to incur a financial 

loss. Credit exposures arise principally in lending activities that arises from loans and advances, and investment activities. There is also credit 

risk on credit related commitments, contingencies and derivatives. 

 

The Wholesale Credit and Market Risk, RBWM along with Risk Business Management are the constituent parts of the bank’s Risk function 

that supports the Chief Risk Officer in overseeing credit risks. Their major duties comprise undertaking independent reviews of large and 

high-risk credit proposals, managing retail credit risk, overseeing large exposure policy, owning our credit policy and credit systems 

programmes, overseeing portfolio management and reporting on risk matters to senior executive management and to regulators. These credit 

risk areas work closely with other parts of the Risk function; for example, with Operational Risk on the internal control framework and with 

Risk Strategy on the risk appetite process. In addition, they work jointly with Risk Strategy and the Finance function on stress testing. 

 

SABB is a diversified financial services institution operating in Saudi Arabia, with a range of business activities and income streams. SABB 

offers a wide range of credit products through three core business segments; Commercial Banking (CMB), Global Banking & Markets (GBM) 

and Retail Banking & Wealth Management (RBWM). 

 Commercial Banking caters to the banking requirements of commercial banking customers including the provision of credit facilities, trade 

and receivables finance, guarantees and other credit products. 

 Global Banking and Markets is responsible for the relationship management of top-end Saudi companies that are globally active; 

multinational companies operating in Saudi Arabia but headquartered overseas; and institutional clients such as ministries, government 

agencies and departments, banks and other financial institutions, as well as managing the banks treasury activities. 

 Retail Banking and Wealth Management caters to the banking requirements of personal and private banking customers including current 

accounts, personal finance, home finance and credit cards. 
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(b) Criteria and approach used for defining credit risk management policy and for setting credit risk limits; 

 

SABB has established clear standards that should be met by employees, for application across the Bank. This includes a set of Board Risk 

Committee approved risk appetite statements that reflect the banks appetite for credit risk across different segments, sectors, products and 

borrower types. 

 

Credit manuals provide clear and consistent lending guidelines, policies, and procedures to manage the corporate and personal banking asset 

portfolios. These policy manuals are reviewed annually by the designated Risk Management function and approved by the Board Risk 

Committee. In line with SAMA Rules on Credit Risk Management. 

 

The Bank manages 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. 

 

SABB assesses the probability of default of counterparties using internal rating tools. Also the Bank uses external ratings, of major rating agencies, 

where available. 
 

The Bank also 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 or business. 

 

Authority to carry out various activities and responsibilities for financial performance are delegated to SABB management within limits set by 

the Board. Authorities to enter into credit and market risk exposures are delegated within limits to EXCOM and designated senior management 

and credit managers. The concurrence of the EXCOM is required, however, for credit proposals with specified higher risk characteristics. 

 

The approval process is reviewed annually by the Board Risk Committee with limit delegations cascaded down from the Board. Within SABB, 

emphasis is placed on the individual's responsibility for making credit decisions and as such there is a series of delegated approval limits agreed 

by Board. 

 

Personal finance credit decisions are based on credit scoring models and decision strategies, developed using internal data and credit bureau 

information from SIMAH; with behavioural scoring applied to support credit card processing, authorisation, collections and limit review 

decisions. 

 

Credit Risk identification and monitoring systems and procedures are in place in SABB to identify, control and report on any emerging risks. 
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(c) Structure and organisation of the credit risk management and control function; 

 

The Board of Directors is responsible for the overall risk management approach within SABB and for reviewing its effectiveness. The Board's 

designated committee for risk matters is the Board Risk Committee which approves and provides oversight for the Bank’s risk framework, 

plans and performance targets, which include the establishment of risk appetite statements, risk management strategies, the appointment of 

senior officers, the delegation of authorities for credit and other risks and the establishment of effective control procedures. 

 

The Bank has established a number of risk committees from Board level to middle management level in order to ensure that all the risks to 

which the Bank is exposed in its daily operations are managed effectively. 

 

SABB operates an independent risk management function which provides high-level oversight and management of Credit and Market risk. The 

credit teams are responsible for credit review, credit approval decisions, as well as key aspects of the risk rating systems, including selection, 

implementation, performance, and oversight. 

 

A dedicated special assets and recoveries teams to manage companies in financial distress and non-performing. For personal banking there is a 

dedicated collections function undertaking debt counselling and recovery activities at each stage of delinquency including the use of external 

and overseas recovery agencies. 

 

In SABB the administration of credit facilities is performed by an independent credit administration function. This function is responsible for 

ensuring completeness of documentation in accordance with approved terms and conditions, along with undertaking the operationally 

management and control of facilities. 

 

 

(d) Relationships between the credit risk management, risk control, compliance and internal audit functions; 
 

The Board is also responsible for internal control in SABB and for reviewing its effectiveness. The framework of standards, policies and key 

procedures that the Directors have established is designed to provide effective segregation of duties and internal control within SABB for 

managing risks within the accepted risk appetite along with the on-going identification, evaluation and management of the significant risks faced 

by the Bank. 

 

SABB’s management is responsible for establishing and maintaining an adequate and effective system of internal control which encompasses the 

policies, procedures/ processes and information systems as approved by the Board, that facilitate effective and efficient operations. The bank has 

implemented a ‘Three Lines of Defence’ model for managing risks facing the Bank. 

 

Business management, as the First Line of Defence, is responsible for defining operating procedures and standards across all areas under their 

responsibility. Specific business manuals are established by functions covering all material risks including credit, market, liquidity, information 
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security, capital, compliance, model, reputational, strategic and other operational risks. Business management is also responsible for 

implementing effective monitoring mechanisms to identify, assess, measure, manage, monitor, and mitigate operational risks and prevent 

deviations or breaches from established policies and regulatory requirements. 

 

The Second Line of Defence comprises various risk management functions which maintain oversight of credit, market, legal, compliance, 

information technology, financial control, reputational risks as well as other operational risks relating to business continuity, security and fraud. 

These functions act as the risk stewards, who set policy and guidelines for managing risks, provide advice to support these policies and test 

effectiveness of first line processes in adherence to the policy. They also challenge the First Line of Defence to ensure that its risk management 

activities are working effectively. The second Line of defence operates independently from the operational management in the First Line of 

Defence. 

 

The Credit function undertake a credit review to ensure that the facilities are in line with the bank’s credit policy & procedures, SAMA guidelines 

and are appropriately structured to ensure end use of funds. They also monitor the financial performance & condition, approval conditions 

wherever applicable and past dues to identify early warning signs. 

 

As part of the second line, the Compliance function maintains oversight of business operations and management action to ensure conformity 

with regulatory requirements, particularly the Rules for Opening of Bank Accounts, Anti-Money Laundering and Terrorism Finance Fighting 

Rules, CMA Rules and Regulations, and other key level international regulatory requirements. 

 

Internal Audit (INA) represents the Third Line of Defence by independently reviewing the design effectiveness and operating efficiency of 

internal control systems and policies focusing on the areas of greatest risk to the Bank as determined by a risk based grading approach. The 

Audit Committee supervises Internal Audit and reviews control weaknesses and system deficiencies. 

 

 

(e) Scope and main content of the reporting on credit risk exposure and on the credit risk management function to the executive management 

and to the board of directors; 

 

Systems and procedures are in place to identify, control and report on the material risk issues facing SABB. The top level governance committee 

reports encompass the Risk Appetite Statements, Risk Heat map and Top and Emerging Risks, market risk positions, stress testing, and well as 

specific reports for sectors or segments. Exposure to current and emerging risks is monitored through the various risk management committees, 

and the asset and liability committee (ALCO) where the business is challenged by the Chief Risk Officer. 

 

More granular Reports for monitoring and control purposes are provided on periodic basis- monthly, quarterly to Senior Management. The 

reports cover a full range of material risk issues and trends including, risk exceptions, watch lists, portfolio quality, and concentration risk in 

term of industries, countries and individual counterparties. 
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   Table CRB: Additional disclosure related to the credit quality of assets 
 

 

(a) The scope and definitions of “past due” and “impaired” exposures used for accounting purposes and the differences, if any, between 

the definition of past due and default for accounting and regulatory purposes; 

The scope and definition of past due is when customer fails to meet his payment obligations on time and the amount due is classified as past 

due. The number of days amount remains past due is counted and termed as the past due period. While an impaired exposure is considered by 

the bank as a credit obligation that the customer is unlikely to repay without recourse by the bank to actions such as realizing security (if held). 

 

(b) The extent of past-due exposures (more than 90 days) that are not considered to be impaired and the reasons for this; 

The 90 days past due rule will be generally applied unless the bank has strong evidence that will support different classification. Therefore it is 

been assessed on case by case basis and those cases past due for 90 days without any solid evidence that account will be regularized soon will 

be considered for impairment while cases were technically past dues over 90 days and has solid evidence of clear sources of repayment / 

restructuring, then the case will be documented and approved by proper authority. 
 

(c) Description of methods used for determining impairments; 

The collective impairment methodology was introduced during 2004 to ensure compliance with International Accounting Standard (“IAS”) 39-

AG87. The methodology for corporate portfolio follows an incurred loss model for estimating the collective impairment provision by using the 

average cumulative historical loss rate split by industry, based on SABB’s funded exposures. This is then scaled up or down based on an 

economic factor which combines an assessment of the current risk associated with the macroeconomic environment, industry sector and 

financial risk factors. 

A corporate default is considered to have occurred with regard to a particular obligor when either or both of the following events have taken 

place: 

 Obligor is past due more than 90 days on any material credit obligation to the bank, in case of overdrafts, this means 90 consecutive days 

over agreed limit and in case of revolving facilities and instalment loans, this means 90 days past repayment date. 

 Bank considers that the obligor is unlikely to pay its credit obligations to the group in full or on originally agreed repayment terms, 

without recourse by the bank to action such as realising security (if held). 
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(e) Breakdown of exposures by geographical areas, industry and residual maturity; 

  

For breakdown please refer to quantitative disclosures B.9.1, B.9.2, B.9.3, respectively: 
 

 

 

(f) Amounts of impaired exposures (according to the definition used by the bank for accounting purposes) and related allowances and 

write-offs, broken down by geographical areas and industry;  

For breakdown please refer to the following tables B.9.4, B.9.5 and B.9.6: 

 

 
 
 

 
 

(g) Ageing analysis of accounting past-due exposures; 

 

For breakdown please refer to quantitative disclosures. 
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Table CRC: Qualitative disclosure requirements related to credit risk mitigation techniques 
 

(a) Core features of policies and processes for, and an indication of the extent to which the bank makes use of, on- and off-

balance sheet netting;  
 

The bank does not use on- and off-balance sheet netting for capital adequacy reporting. The bank uses deposit /cash for of collateral. 
 

(b) Core features of policies and processes for collateral evaluation and management; 

The Bank in the ordinary course of lending activities holds collaterals as security to mitigate credit risk in the loans and advances. These 

collaterals mostly include time and demand and other cash deposits, financial guarantees, local equities, real estate and other fixed assets. 

Management monitors the market value of collateral and requests additional collateral in accordance with the underlying agreements. It also 

monitors the market value of collateral obtained during its review of the adequacy of the provision for credit losses. 

The bank’s approach when granting credit facilities is to evaluate each proposal on its own merits, rather than on availability of collateral. 

Where credit risk mitigation is available in the form of eligible non-financial collateral or credit derivatives, the exposure is divided into covered 

and uncovered portions. The covered portion, which is determined after applying the appropriate “haircut”. The value of exposure is adjusted 

under the financial collateral comprehensive methods. 

When valuations are obtained from Banks’ approved evaluators, the lowest value is taken thereafter for the purpose of collateral / LTV 

computation. A refreshed valuations are obtained for properties with more frequency in cases where there are difficulties and hence reliance on 

the security is increasingly high. Where the bank accepts fixed assets e.g. property as collateral these are adequately insured with the bank as 

loss payee. If corporate guarantees are accepted their tangible net worth are re-evaluated annually along with the annual review of facilities. 

All securities are held under the custody of an independent credit administration function. 

 (c) Information about market or credit risk concentrations under the credit risk mitigation instruments used (i.e. by guarantor type, 

collateral and credit derivative providers); 

The bank endeavors to take an appropriate level of security to secure our advances. All borrowing relationships need to identify a secondary 

source of repayment. The nature of collateral types available to the bank is limited and these collaterals mostly include time, demand and other 

cash deposits, financial guarantees, equities, real estate and other fixed assets. The security margin is computed accordingly keeping in view 

the type of collateral held. 

  



Basel III Pillar 3 
Qualitative Disclosure - 31 December 2017  
 

INTERNAL - 46 | P a g e  
 

 

 
  



Basel III Pillar 3 
Qualitative Disclosure - 31 December 2017  
 

INTERNAL - 47 | P a g e  
 

 

 

Table CRD: Qualitative disclosures on banks’ use of external credit ratings under the  

standardised approach for credit risk 
 

 

 

(a) Names of the external credit assessment institutions (ECAIs) and export credit agencies (ECAs) used by the bank, and the reasons for 

any changes over the reporting period; 

SABB has nominated three SAMA recognized External Credit Assessment Institutions (ECAIs) for this purpose – Moody’s Investors Service, 

Standard and Poor’s Ratings Group and the Fitch Group. We have not nominated any ECAs. There are no changes over the reporting period. 

When calculating the risk-weighted value of an exposure using ECAI risk assessments, risk systems identify the customer in question and 

look up the available ratings in the central database according to the rating selection rules. The systems then apply the prescribed credit 

quality step mapping to derive from the rating the relevant risk weight. 

 

(b) The asset classes for which each ECAI or ECA is used; 

 

In accordance with the guideline issued by the local Regulator, ECAI risk assessments are used by the Bank as part of the determination of risk 

weightings for the following classes of exposure: 

- Claims on sovereigns and their central banks; 

- Claims on Multilateral Development Banks; 

- Claims on Banks and Securities Firms; and 

- Claims on corporates. 

Credit ratings of all exposures are individually determined from the ECAIs and mapped to the exposures assigning a risk weight according to the 

supervisory tables. 

The alignment of alphanumeric scales of each agency to risk buckets is as follows: 

 

Moody’s 
Standard and 

Poor’s Fitch 

Aaa AAA AAA 

Aa1 AA+ AA+ 
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Aa2 AA AA 

Aa3 AA- AA- 

A1 A+ A+ 

A2 A A 

A3 A- A- 

Baa1 BBB+ BBB+ 

Baa2 BBB BBB 

Baa3 BBB- BBB- 

Ba1 BB+ BB+ 

Ba2 BB BB 

Ba3 BB- BB- 

B1 B+ B+ 

B2 B B 

B3 B- B- 

Caa1 CCC+ CCC+ 

Caa2 CCC CCC 

Caa3 CCC- CCC- 

Ca CC CC 

C C C 

WR D D 
  NR NR 

 

Claims on sovereigns and their central banks 
 

Credit Assessment AAA to AA- A+ to A- 
BBB+ to  

BBB-  
BB+ to 

B- 
Below B- Unrated 

Risk Weight 0% 20% 50% 100% 150% 100% 

 

Claims on Banks and Securities Firms (Under Option 2 as required by SAMA) 
 

Credit Assessment AAA to AA- A+ to A- 
BBB+ to  

BBB-  
BB+ to 

B- 
Below B- Unrated 
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Risk Weight under option 2 20% 50% 50% 100% 150% 50% 

Risk weight for short-term 

claims under Option - 2 20% 20% 20% 50% 150% 20% 

 

Claims on Multilateral Development Banks 

0% risk weight for qualifying MDB’s as per SAMA and in general risk weights to be determined on the basis of individual MDB rating as for 

option# 2 for banks. 

Claims on corporates  

 

Credit Assessment AAA to AA- A+ to A- BBB+ to 

BB- 

Below 

BB- 
Unrated 

Risk Weight 20% 50% 100% 150% 100% 

 

 

 

All other exposure classes are assigned risk weightings as prescribed in the SAMA’s Rulebook. 
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Table CCRA: Qualitative disclosure related to counterparty credit risk 
 

(a) Risk management objectives and policies related to counterparty credit risk, including: 
 

Risk management objective is to identify, measure, manage and govern counterparty credit risk aimed at efficiency in SABB’s capital utilization 

through stringent monitoring propensity of counterparty to default. 
 

 

(b) The method used to assign the operating limits defined in terms of internal capital for counterparty credit exposures and for CCP 

exposures; 
 

The Standardised Approach for Counterparty Credit Risk (SA-CCR) is used for computing Exposure at Default (EAD). The EAD is converted 

to Risk Weighted Assets (RWA) by applying RWA percentages based on external ratings. The RWA includes a CVA component added to it. 

As of 31DEC17 SABB had limited use of Central Counterparty (CCP) exposure where again the EAD is computed using SA-CCR, however 

here the RWA percentage used for computing RWA is as applicable for recognized CCPs. 
 

 

(c) Policies relating to guarantees and other risk mitigants and assessments concerning counterparty risk, including exposures towards 

CCPs; 
 

The exposures to counterparties are governed by the International Swaps & Derivatives Agreements (ISDA) along with Credit Support Annexe 

(CSA) to ISDA. With margining becoming compulsory we are signing CSA’s to ISDA for margining covered counterparties. Hence netting 

wherever applicable and collateralization through margining is the primary credit mitigant. Corporate Guarantee or other form of guarantee 

support is not specific for counterparty credit risk but is stipulated for overall credit risk (that includes counterparty credit risk) if felt desirable 

for that overall risk profile. 
  

 

(d) Policies with respect to wrong-way risk exposures; 
 

Product Due Diligence (PDD) and its periodic review takes into consideration various risks of the product including Wrong Way Risk (WWR) 

before being introduced. 
 

Further SABB’s Markets Functional Instruction Manual (FIM) has defined General & Specific WWR. The WWR policy has since been 

implemented and all related exposures will be monitored on a regular basis. 
 

 

(e) The impact in terms of the amount of collateral that the bank would be required to provide given a credit rating downgrade; 
 

SABB is required to and places Variation Margin (VM) in the form of cash, to cover adverse Marked-to-Market (MTM) daily positions in 

respect of covered counterparties as required by the margining regulations. This placement of collateral (margin) is not dependent on ratings 

and hence in general a ratings downgrade would not require an increase in collateral placement. 
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Table MRA: Qualitative disclosure requirements related to market risk 
 

(a) Strategies and processes of the bank: this must include an explanation of management’s strategic objectives in undertaking trading 

activities, as well as the processes implemented to identify, measure, monitor and control the bank’s market risks, including policies for 

hedging risk and strategies/processes for monitoring the continuing effectiveness of hedges; 
 

Market Risk primary function is to protect revenues against inappropriate position taking, and to identify risks, surprises and protect SABB against 

significant losses. 
 

Market Risk function provides control over exposures in terms of PVBP, FX Stop loss, MTM limits, VaR, CS01 for both Banking and Trading Book. 

Market Risk mandates further stipulates Permitted Instruments and Product Maturities. These indicators are being monitored to ensure that the Banks 

is not over-exposed to adverse market movements. Market Risk monitoring is done on a daily basis and exposure reported to various forums, such as 

ALCO, RMC and BRC. 
 

(b) Structure and organisation of the market risk management function: description of the market risk governance structure established 

to implement the strategies and processes of the bank discussed in row (a) above, and describing the relationships and the 

communication mechanisms between the different parties involved in market risk management; 

 

Bank-wide Trading Authority and Limits (TAL) approved for Market risk are allocated to the Treasurer (Level 1). These TAL are sub-allocated to 

Desk Heads at Level 2 (examples - Investment & Balance Sheet Management Desk, Trading desk for Foreign Currency Forex, Saudi Riyal, 

Derivatives & Rates and Sales Desk).  
 

Further sub allocation of TAL is made to individual dealers at Level 3. Dealers need to take “Prior” approval for transactions from Desk Head in 

order to avoid limit breach. Desk Heads need to take prior approval from Risk for all products outside their Desk limits and for all non-routine 

transactions prior to dealing in order to avoid limit mandate breaches. The Market Risk Manager Functions independent of Treasury business and 

reports directly in to Head of Wholesale Credit & Market Risk and through him further up the reporting lines into the Chief Risk Officer, Managing 

Director,  Risk Management Committee and Board Risk Committee. 
 

(c) Scope and nature of risk reporting and/or measurement systems; 

 

The MUREX system is used to monitor market risk limits and exposures. SABB is progressing with implementation in stages of MUREX for 

management of Treasury products including for full management of credit & market risk on these products. Hence VaR computation and subsequent 

requirements under the Fundamental Review of Trading Book (FRTB) will be conducted internally at SABB in MUREX when the system is fully 

implemented. The Murex system reports excesses on-line real time for both counterparty credit risk and market risk. 
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Operational risk 
 

 

(a) In addition to the general qualitative disclosure requirement (paragraph 824), the approach (as) for operational risk capital 

assessment for which the bank qualifies; 
 

Operational risk is the risk to achieving our strategy or objectives as a result of inadequate or failed internal processes, people and systems or 

from external events. Operational risk is relevant to every aspect of our business. It covers a wide spectrum of issues, in particular legal, 

compliance, security and fraud. Losses arising from breaches of regulation and law, unauthorised activities, error, omission, systems failure or 

external events all fall within the definition of operational risk. 
 

SABB follows the standardised approach in calculating its capital requirements. The business has been segmented according to Basel lines of 

business to determine the correct risk factors to apply. The capital requirements have been calculated by applying the SAMA designated beta 

factor on gross income (based on average of last 3 years) for each line of business. 
 

The objective of our operational risk management is to manage and control operational risk in a cost-effective manner and within our risk 

appetite. The Operational Risk and Internal Control Committee, which reports to RMC, meets monthly to discuss key risk issues and review 

the effective implementation of the ORMF. 
 

Responsibility for managing operational risk lies with SABB’s staff. SABB’s Operational Risk Management Framework (‘ORMF’) is our 

overarching approach to managing operational risk, the purpose of which is to: 

• identify and manage our operational risks in an effective manner; 

• remain within the Bank‘s operational risk appetite, which helps the organisation understand the level of risk it is willing to accept; and 

• drive forward-looking risk awareness and assist management focus during 2017. 
 

 

(b) Description of the advanced measurement approaches for operational risk (AMA), if used by the bank, including a discussion of 

relevant internal and external factors considered in the bank’s measurement approach; 

 

AMA not applicable as SABB follows the Standardised Approach 
 

 

(c) For banks using the AMA, a description of the use of insurance for the purpose of mitigating operational risk;  

 

AMA not applicable as SABB follows the Standardised Approach 
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 Interest rate risk in the banking book (IRRBB) (Figures in SAR 000's) 
 

(a) Qualitative disclosure requirement of IRRBB; 

Interest rate risk in the banking book (‘IRRBB’) arises principally from mismatches between the future yield on assets and their funding cost 

as a result of interest rate changes. Analysis of this risk is complicated for products where the contractual terms do not determine either the 

economic duration or the price of the balance, due to embedded customer optionality as an example. For these products, assumptions are used 

to allow accurate analysis.  

The assumption and management of IRRBB can be an important source of profitability and shareholder value for SABB, hence its objective is 

to protect the balance sheet and earnings from adverse movements arising from various interest rate risk types. 

The Board directs and oversees the management of IRRBB activities with the Board Risk Committee (BRC) providing oversight to the Asset 

and Liability Committee (ALCO), which has overall responsibility for interest rate risk monitoring and management in order to optimize 

SABB’s earnings and net asset values and sets limits. 

 The Bank manages interest rate risk in the following manner.  

• SABB’s risk management mandate includes specific interest rate risk thresholds, along with a specific Risk Appetite Statement, which 

are approved by BRC on an annual basis.  

• PVBP limits are established covering the total bank exposure as well as having sub limits placed on the banking and trading books. 

Market Risk Management tracks the limits on a daily basis with exceptions referred to senior management. 

• Pillar II capital assessments using Economic Value of Equity (EVE) as a basis for capital requirements under Pillar II as part of the 

Bank’s capital adequacy with at least quarterly reporting to ALCO. 

• Internal transfer pricing policies are established by Finance and approved by ALCO. 

• Funds Transfer Pricing (FTP) maintenance.  

• Stress testing is undertaken and reported to ALCO on a quarterly basis covering the standard Basel IRRBB scenarios for EVE and Net 

Interest Income (NII) sensitivities. 

• Additional stress scenarios are undertaken on a quarterly basis which are also included within the SAMA stress testing report based on a 

mild shock of 100bps, a moderate shock of 200bps and an extreme shock of 470bps (which is the largest 1 year movement seen in USD 

or SAR interest rates).  

• Clear definition of authorized investments, permissible hedging and position taking strategies with Treasury appointed as the execution 

body 

Balance Sheet Management (BSM) is responsible for the day-to-day execution of the interest rate strategy. BSM is permitted to use 

derivatives as part of its mandate to manage interest rate risk. Derivative activity is predominantly through the use of vanilla interest rate 

swaps which are part of cash flow hedging and fair value hedging relationships. 
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The different types of IRRBB, and the controls that the group uses to quantify and limit its exposures to these risks, can be categorised as 

follows: 

• risk that is transferred to BSM and managed by BSM within a defined risk mandate; 

• risk that remains outside BSM because it cannot be hedged. This risk will be captured by our net interest income sensitivity and EVE 

sensitivity with corresponding limits as part of our risk appetite statement for IRRBB; 

• basis risk that is transferred to BSM when it can be hedged. 

Any residual basis risk remaining in the businesses is reported to ALCO; and 

• model risks that cannot be captured by net interest income or EVE sensitivity but are controlled by the Bank’s stress testing framework. 

The component of the interest rate risk in the banking book outside BSM that can be economically neutralised is transfer priced to and managed 

by BSM. The banking book interest rate risk transferred to BSM is reflected in the Bank’s PVBP and non-traded VaR measure where BSM then 

evaluates the relative risk on the basis of applying PVBP and VaR approaches and managing the resultant risk within approved limits assigned 

by BRC. BSM activity in this regard is overseen by the Market Risk and Product Control functions. 

The price at which interest rate risk is transferred to BSM is determined by the Bank’s prevailing interest rate risk transfer pricing curve 

defined by ALCO, in accordance with the Bank’s funds transfer pricing policies. The transfer price seeks to reflect the price at which BSM 

could neutralise the risk in the market at the point of transfer. 

Interest rate risk behaviouralisation 

Unlike liquidity risk, which is assessed on the basis of a very severe stress scenario, banking book interest rate risk is assessed and managed 

according to business-as-usual conditions. In many cases, the contractual profile of banking book assets/liabilities arising from assets/liabilities 

created outside BSM does not reflect the behavior observed. 

Where there is no certainty with regard to interest rate repricing profile, behaviouralisation is used to assess the market interest rate risk of 

banking book assets/liabilities and this assessed market risk is transferred to BSM, in accordance with the rules governing the transfer of 

interest rate risk from the global businesses to BSM 

In assessing the banking book interest rate risk outside BSM, interest rate repricing behaviouralisation techniques are used where the interest 

repricing profile is uncertain. 

The behaviouralisation of non-term assets and liabilities is currently for tenors up to 5 years. Behaviouralisation ensures that a true reflection 

of the net IRRBB risk is reflected and managed by BSM. The behaviouralisation parameters are reviewed periodically to reflect the current 

market, observed customer behaviour and the availability of hedges with any changes reviewed and approved through the ALCO governance 

committee.  
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The maximum tenor to which any individual tranche of a noninterest bearing withdrawable/repayable customer balance or equity can be 

behaviouralised is 10 years. The maximum weighted average behaviouralised tenor for any portfolio is five years. Interest-bearing 

managed/administered rate balances are behaviouralised to tenors less than one year, typically three months. 

The maximum percentage of any portfolio that can be behaviouralised is 90% with the residual treated as contractual, meaning overnight. 

Interest rate behaviouralisation policies are approved at least annually by ALCO. 

IRRBB is measured and controlled using the following metrics: 

• Present Value Basis Point (PVBP); 

• non-traded VaR; 

• Net interest income (NII) sensitivity; and 

• Economic value of equity (EVE). 

These are reported on a regular basis to ALCO. 

The PVBP approach is a refined duration method that also takes the present yield curve into account and allows the use of operative limits for 

maturity bands.  The PVBP is the change in the present value for a 1 basis-point change in the corresponding interest rate.  

Non-traded VaR excludes the non-traded interest rate risk not transferred to BSM and the non-traded interest rate risk of SABB. 

Economic Value of Equity (EVE) 

EVE captures the expected impact of changes in interest rates on base case economic value. It captures all non-traded items irrespective of the 

profit and loss accounting treatment and represents the present value of future banking book cash flows that could be distributed to equity 

providers under a managed run-off scenario. This represents the current book value of equity plus the present value of future net interest 

income under a managed run-off scenario. The present value of net interest income under a managed run-off and under any interest rate 

scenario can therefore be assessed by deducting the book value of equity from the EVE value calculated. 

An EVE sensitivity is the extent to which the EVE value will change due to a pre-specified movement in interest rates, where all other 

economic variables are held constant. The EVE sensitivity represents the sensitivity of discounted net interest income plus the sensitivity of 

the net present value of any transactions used to hedge the interest income earned on equity. If the EVE sensitivity is adjusted to remove the 

sensitivity in net present value of any transactions used to hedge the interest income earned on equity, the resulting adjusted EVE sensitivity 

represents the extent to which, under a managed run-off scenario, discounted net interest income is sensitive to a pre-specified movement in 

interest rates. 

The standard Basel EVE scenario’s are used to report EVE. When assessing the sensitivity of EVE to interest rate movements, the timing of 

principal cash flows can vary but the amount remains constant. 
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The Bank monitors EVE sensitivity as a percentage of tier 1 capital resources under a managed run-off assumption. 

EVE is also used for assessing the economic capital required to support interest rate risk in the banking book (‘IRRBB’): 

• Where EVE under any scenario is higher than the current balance sheet carrying value of equity, the banking book income stream is 

positive (i.e. profit) and therefore capital accretive under that scenario and no economic capital for IRRBB is required. 

• Where EVE of any scenario is lower than the current balance sheet carrying value of equity, the banking book income stream is negative 

(i.e. loss) and therefore capital deductive under that scenario and economic capital for IRRBB should be held against this loss. 

Where banking book assets/liabilities are fair valued through profit and loss or where the fair value changes impact capital resources (i.e. available 

for sale), economic capital for this interest rate sensitivity is additionally assessed using a stressed VaR approach. 

Net interest income (NII) sensitivity 

A principal part of the Bank’s management of market risk in non trading portfolios is to monitor the sensitivity of projected net interest income 

under varying interest rate scenarios (simulation modelling). This monitoring is undertaken by ALCO. 

NII sensitivity captures the expected impact of changes in interest rates on base case projected net interest income. 

The Bank applies standard scenarios as per the Basel framework.  

Projected net interest income sensitivity figures represent the effect of the pro forma movements in net interest income based on the projected 

yield curve scenarios and the Bank’s current interest rate risk profile. This effect, however, does not incorporate actions which would probably be 

taken by BSM or in the business units to mitigate the effect of interest rate risk. 

In reality, BSM seeks proactively to change the interest rate risk profile to minimise losses and optimise net revenues. The net interest income 

sensitivity calculations assume that interest rates of all maturities move by the same amount in the ‘upshock’ scenario. Rates are not assumed to 

become negative in the ‘down-shock’ scenario which may, in certain currencies, effectively result in non-parallel shock.  

SABB uses interest rate swaps and cross-currency interest rate swaps to manage the interest rate risk. 

Accounting policy will follow the requirements as per International Accounting Standards (IAS). Under the provisions of IAS 39 the following is 

the accounting treatment for designated hedges:  

Fair Value Hedges 

• Fair  value changes on hedging derivatives are recognized in income statement 

• In the case of the hedged item, the native accounting of the designated asset / liability will change to fair value accounting to the extent of the 

hedged risk 

• Any hedge ineffectiveness is passed on to P&L on a daily basis 
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Cash Flow Hedges 

• Fair value changes on hedging derivatives are recognized in other reserves 

• In the case of the hedged item, the native accounting of the designated asset / liability stays unchanged 

• Any hedge ineffectiveness is reclassified from reserves to P&L on a monthly basis 

Upcoming changes in IFRS will require changes to the accounting policy in the future. As and when SABB adopts the new IFRS, this document 

will be revised to reflect the changes. 

The Bank has applied the Basel standardized framework in calculating the EVE and NII sensitivities as disclosed in Table B below. 

The assumptions underpinning these are as detailed in the Basel IRRBB guidelines under Principle 8.  

Cash flows for EVE have been discounted using a risk-free rate. 

No assumptions on prepayment rates or behavioural optionalities have been applied. 

The non-maturing deposits have been slotted with the non-core on an overnight basis and the core element allocated using a simple linear average 

with the maximum tenor up to the cap as per table 2 in paragraph 115 of the Basel IRRBB guidelines. 

 

(b) The increase (decline) in earnings or economic value (or relevant measure used by management) for upward and downward rate 

shocks according to management’s method for measuring IRRBB, broken down by currency (as relevant); 
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Table REMA: Remuneration policy 
 

(a) Information relating to the bodies that oversee remuneration; 
 

SABB’s remuneration activities are governed mainly by SABB’s board of directors, despite the establishment of the Nomination and 

Remuneration Committee (NRC), the Board of Directors are ultimately responsible for promoting effective governance and sound compensation 

practices. The Remuneration and Nomination Committee, which is the delegated sub-board committee reporting to the Board of Directors and is 

independent in taking its decisions, consists of (3-5) independent or non-executive Board members or non-Board members selected by the Board, 

and such appointments are subject to SAMA no-objection. The NRC TORs are as follow: 

 

1. The Nomination and Remuneration Committee shall act in accordance with the official decisions and instructions issued by the 

Supervisory Authorities or the directions communicated to the Committee by the Board of Directors. 

2. The Committee will undertake all tasks entrust thereto under these rules, and the SABB Directors Selection & Appointment Criteria Policy. 

The Board of Directors may entrust to the Committee any other tasks as required by the Board and the responsibilities undertaken thereby.  

3. Recommend to the Board of Directors the names of persons nominated for the membership of the Board in line with the policies and 

criteria outlined in the SABB Directors Selection and Appointment Criteria Policy and the pertinent policies and rules in place.  

4. To endorse the appointment of Senior Executives in respect of whom a "No-Objection" is required to be obtained from SAMA and to 

recommend and enforce succession policies for the Board and its committees, and for the Senior Management in coordination with the 

Bank’s HR, and ensure the compliance of the executive management with such policies. 

5. To annually review the qualifications and skills required for the membership of the Board and to prepare a description of the capabilities 

and qualifications required including the time to be devoted by each Board member for the Board business.  

6. The Committee shall have in place a record containing details of Board member qualifications and skills in order to identify the additional 

skills required to activate the board's role to ensure fulfilment of its functions and responsibilities. 

7. To review the structure of the Board and make the necessary recommendations in this connection. 

8. To identify the weaknesses and strengths of the Board of Directors and make the necessary recommendations for rectification so as to achieve 

the Bank's interests, including the adoption of an acceptable and effective method for assessment of Board and Committees members. 

9. To work with the Board and or Audit Committee to annually verify the independence of independent members and ensure lack of conflict 

of interests if any Board member holds membership of other companies, and to ascertain the directors adherence to the code of conduct.  

10. To draw and review clear policies for the remunerations and nomination of Board members Sub-committee members and Senior 

Executives as well as all employees (including regular staff, contract staff and seconded staff) in line with the performance criteria and 

prevailing domestic practices, taking into consideration the management of pertinent risks and the official directions regarding the fees and 

remunerations of the Directors of the Board. (Refer Appendix IV: Compensation paid to Board Directors and Sub-committees members) 

11. To identify and apply appropriate performance measures and consider the risk adjustments and the award process, and to fix bonus pools 

based on achieving the bank’s strategic objectives and the risk adjusted profits of the Bank for payment of performance bonus and to 

consider current year and long term performance. 
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12. To apply appropriate performance (Malus) condition on members who are proven beyond reasonable doubt to be negligent, not exercising 

proper decision/ controls with respect to operations, credit, risk management, information risk compliance or any other kind resulting in a 

loss situation and/ or reputation damage to SABB where they will have non-vested shares withheld and SABB reserves the right to 

clawback previously vested shares. 

13. To appoint remuneration Advisors within the budget restraints determined by the Board of Directors, and authorize or obtain any pertinent 

reports or surveys or information as deemed necessary to assist the Committee in performing its duties. 

14. To review and ensure compliance of remuneration policy, and the Corporate Governance practices & framework with the rules and 

instructions of SAMA in regard to remunerations, financial stability and sound Corporate Governance principles. 

15. To work closely with the Bank's Risk Committee and/or Chief Risk Officer in the process of evaluating incentives adopted under 

remuneration rules. 

16. The Committee shall once in a year at least review its performance and legal status and terms of reference to ensure that the Committee is 

operating with utmost efficiency and to recommend any changes deemed appropriate for the Board approval. 

17. The Committee Chairman shall attend the Shareholders General Meeting to respond to any questions raised by shareholders on the 

Committees activities and scope of work. 

 

The Board of Directors through the NRC shall ensure that an annual compensation review is conducted independently of management and 

submitted to NRC for review and tracking. This review takes place by an external independent consultants, previously through Mclagan® 

consultants and subsequently through HayGroup®, where this review assess the Bank's compliance with the SAMA Rules on Compensation 

Practices and the FSB Principles and Standards.  The Board of Directors, NRC and Management takes into account the findings of such a review 

in deciding compensation related matters and may also, if deemed appropriate, disclose a summary of the same publicly in the Bank's Annual 

Report. 

 

The scope of SABB’s remuneration policy covers the following:  

 All employees: Permanent Employees; Fixed Contract Employees; International Assignees; Employees in majority or wholly owned 

subsidiaries and Agency Outsourced Employees.  

 All compensation elements: Basic Salary; allowances; employee benefit programmes; bonus and incentive schemes (short-term and long-term).  

 Key determinants of compensation: Career Banding; individual performance, business and corporate performance; risk alignment; 

compensation & market conditions; and regulatory requirements.  

 Approval process: Establishment and amendments of policy; total pay review and incentive payments.  

 Reporting processes: Annual reporting disclosures; management information reporting: and regulatory reporting, CMA Private Placement 

notification. 

 Relevant stakeholder’s roles and responsibilities: SABB Board of Directors; Nomination & Remuneration Committee (NRC); Human 

Resource Department (HRD); & SAMA. 

 

 

Senior Management: MGD Direct reportees including ex-staff if any. 
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Material Risk Takers: SABB's top executive roles are subject to annual risk review assessments leading to 3 years veritable pay deferrals for 

material risk taking roles in line with SAMA's May 2010 issued regulations on compensation practices and the Financial Stability Board (FSB) 

guidelines. This exercise is supported with an ongoing evolvement of SABB's risk management and measurement practices to better ensure 

awareness of the broad range of risks that the bank incurs during its operations and its impact on the pay of executives. The bank’s compensation 

policy clearly defines the broad range of risks (both traditional and non-traditional forms of risk) that are considered part of executives award 

determination. 

 

Some roles in SABB are considered as material risk taking roles. Those roles are determined based on the following factors where those role 

holder’s awards should be subject to deferral and at what level. Each role is assessed against these factors: 

 

 Is the employee in a role making substantive decisions with regard to the previously listed risks? 

 Is the employee in a role that requires (ex officio) that they be a Member or Chairman of a committee making decisions about the listed risk? 

 If the risk were to materialize what would the size of the loss in terms of the Bank's profit? (Less than 1% or between 1% and 3% or greater than 3%) 

 What is the tenor of the normal risk undertaken by the employee in this role(less than 13 months or between 13 to 60 months or greater 60 months?) 

 What is the primary function of the role (Risk taker or responsible person or financial controller or risk controller or other?) 

 

If the role is assessed to have high risk impact on the bank then it would be subject to bonus deferral based on a four tier model. 

 

Tier One Employees Responsible Person/or High Material Risk Takers / Controller 

Tier Two Employees Significant Material Risk Takers / Controller 

Tier Three Employees No Significant Material Risk Undertaking or Controlling 

 

 

 

 

(b) Information relating to the design and structure of remuneration processes; 
 

Objectives of the remuneration policy: 

 Align the reward practices with the Bank’s strategy & values so as to support the successful execution of the strategy in a risk aware manner.  

 Make transparent to all stakeholders SABB’s compensation principles and processes.  

 Ensure internal equity of compensation.  

 Cost effective reward solutions.  

 Ensure certainty in reward processes.  

 Ensure delivery of high quality services to customers through ethical products.  
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 Offer an attractive employee value proposition to attract, retain and motivate competent and committed employees so as to achieve our 

strategy of being the "Bank of Choice" by making SABB the Best Place to Work.  

 Ensure the financial sustainability of SABB.  

 Ensure that pay is determined by the value-adding performance of an individual employee. 

 

The remuneration policy is reviewed once a year at least by NRC or sooner in case required. The latest review took place in 27th of September 

2017 and the main highlights of the changes are as follow: 

 Added Bulk Deposit Machine (BDM) allowance under Role Specific Allowances which is newly created machine in branches to support 

cash collection from corporate customers. The allowance amount is as same as the ATM, ITM and CDM custodian amounts however the 

BDM was added to clarify eligibility of custodians. This is a type of inconvenience allowance given to custodians responsible for 

maintaining Automated Cash machines. 

 SABB Management to grant employees with “good leaver” status pro-rata bonuses whenever applicable (MANCOM Members will be 

ratified by NRC). 

 Guidelines around the shares purchasing to fund the deferral programs to ensure shares purchase price is the same for purchasing and 

allocation in order to ensure that SABB does not lose or gain from the programme 

 NRC to exceptionally approve accelerated vesting of shares for special organisational separation cases such as Government officials 

appointments, employees exit due to health conditions, employees exit due to out of control matters…etc. based on bank management 

recommendation 

 Added section related to the newly approved Retention Scheme under Long Term Incentive programmes 

 

In order to ensure that risk and compliance employees are remunerated independently of the businesses they oversee, the remuneration policy and 

internal rewards procedures states the segregation of the allocation of variable pay of all employees engaged in control functions from the overall 

bank and the size of that pool is not related to the short term profits of the bank.  

 

(c) Description of the ways in which current and future risks are taken into account in the remuneration processes. Including an 

overview of the key risks, their measurement and how these measures affect remuneration; 

 

All employee engaged in material risk (listed below 1.1 – 1.18) undertaking or responsible persons or senior financial or Risk Control employee 

will be subject to bonus deferral conditions, as detailed herein: 

Tier Deferral Level of Deferral Vesting Period Deferral Vehicle** Level of Vesting 

1 Yes 30% 3 Year Equity 33% in First Year 

33% in Second Year 

34% in Third Year 

2 Yes 20% 3 Year Equity 33% in First Year 

33% in Second Year 

34% in Third Year 
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3 No 0% N/A N/A N/A 

 

Minimum differed amount is capped on 30K and less. If the employees has a differed amount of less than 30K, no deferral will be applied and 

he/she will receive his total bonus amount in immediate cash.  

 

The level of deferrals and the applicable tier will be implanted on the following basis 

Level of bonus deferral Percentage of Deferral 

Tier One Employees 30% 

Tier Two Employees 20% 

Tier Three Employees 0% 

 

Performance (Malus) Conditions:  If a member is proven beyond reasonable doubt to be negligent, not exercising proper decision/ controls with 

respect to operations, credit, risk management, information risk compliance or any other kind resulting in a loss situation and/ or reputation 

damage to SABB, they will have non-vested shares withheld and SABB reserves the right to clawback previously vested shares. 

 

Shares purchase: in order to ensure that the share price is the same for purchasing and allocation, SABB shares utilised to fund the deferral 

program should be purchased within a set period of the average share closing price one week preceding the granting date. It has to be ensured that 

this set period is not falling within the shares purchase prohibition period as per SAMA guidelines. 

 

Personal Hedging Strategies: SAMA Rules on compensation practices prohibit the use of personal hedging strategies or compensation and liability 

related insurance to undermine the risk alignment effects embedded in employees’ compensation arrangement. 

 

Following are the list of risks undertaken or managed by employees on behalf of the Bank: 

 

1.1 Credit Risk 

Credit risk is the risk of financial loss through the failure of a customer or counterparty to honour their commitments as they fall due.  Credit risk 

arises principally in corporate and personal lending, trade finance, treasury and syndication underwriting. It also arises from off balance sheet 

products such as guarantees and derivatives or from a Bank’s holdings of debt securities. 

 

1.2 Market Risk   

Market Risk is defined as the risk that movements in market risk factors, including foreign exchange rates and commodity prices, interest rates, 

credit spreads and equity prices will reduce a Bank's income or the value of its portfolios. 

 

1.3 Interest Rate Risk in Banking Book (IRRBB)  

Interest rate risk in the banking book (IRRBB) is defined as the exposure of the non-trading products of the bank to interest rates.  Interest rate risk 

arises principally from mismatches between the future yield on assets and their funding costs, as a result of changes in interest rates.   
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1.4 Liquidity Risk  

Liquidity risk is the risk that a Bank does not have sufficient financial resources to meet its obligations when they fall due, or will have to do so at 

excessive cost. This risk can arise from mismatches in the timing of cash flows. Funding risk (a particular form of liquidity risk) arises when the 

necessary liquidity to fund illiquid asset positions cannot be obtained at the expected terms and when required. 

 

1.5 Investment Risk  

Investment risk is the risk of an adverse impact on P&L and capital due to an unexpected loss in value of the investment position held by a Bank 

on a long term basis (non-trading basis). This can arise out of a Bank’s investment, private equity or equity investment portfolios.  

 

 

1.6 Operational Risk  

Operational risk is defined as the risk to achieving your strategy or objectives as a result of inadequate or failed internal processes, people and 

systems, or from external events.  

 

1.7 Strategic Risk  

Strategic Risk is the risk that the business will fail to identify and react appropriately to opportunities and/or threats arising from changes in the 

market, some of which may emerge over a number of years such as changing economic and political circumstances, customer requirements, 

demographic trends, regulatory developments or competitor action. Risk may be mitigated by consideration of the potential opportunities and 

challenges through the strategic planning process. 

 

 

1.8 Reputational Risk  

Reputational risk is the potential negative but unquantifiable current and future impact on profits and capital, which might arise from a changed 

and adverse perception of a Bank's reputation among its various stakeholders in the various sides of its operations.  

 

1.9 Compliance Risk 

Compliance Risk is the risk leading to statutory, legal sanctions, material financial loss, or damage to the reputation of a Bank that may be suffered 

as a result of the failure to comply with all applicable laws, rules and regulations. The aim of compliance is to protect the reputation and credibility 

of a bank and protect the interest of shareholders and depositors, and safeguard the institution against legal consequences. 

 

1.10 Structural Foreign Exchange Risk 

Structural Foreign Exchange (FX) risk is the potential for adverse movements in the supply of capital and thus capital ratio impact as a result of 

unexpected movements (US dollar peg break) between SAR and all non-SAR (foreign currency) denominated assets.  

 

1.11 Settlement Risk 
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Counterparty settlement risk is the risk that a transaction may still fail to be completed during the final settlement or processing of payments or 

exchange of assets. It is evaluated along with other facilities provided to a counterparty. The main areas where settlement risk can crystallise into 

cash exposure are Daily Settlement Limits (DSL) and SARIE payment limits. 

 

1.12 Security and Fraud Risk 

Security and Fraud Risk (SFR) is defined as the protection of people, property, assets and information by reducing the risk to the business from 

terrorism, crime, incidents/disasters and groups hostile to SABB interests 

 

1.13 Legal Risk 

The risk of financial loss, sanction and/or reputational damage resulting from Contractual Risk (the risk that the rights and/or obligations of a Bank 

within a contractual relationship are defective); Dispute Risk (the risk when involved in or managing potential or actual disputes); Legislative Risk 

(the risk that a bank fails to adhere to laws of the country's jurisdiction in which it operates); and Non Contractual Rights Risk (the risk that a 

Bank’s assets are not properly owned or are infringed by others or the infringement by a Bank of another party’s rights) 

 

1.14 Information Risk 

The risk that a breach of confidentiality, integrity or availability results from confidential information  being lost, exploited for criminal purposes, 

or used in a way that would cause reputational damage and/or financial loss to the bank 

 

1.15 Accounting Risk 

The risk that financial information is captured incorrectly, miscalculated, omitted or misreported to external users such as investors and regulators 

or as internal management information. 

 

1.16 People Risk 

The risk of deficient employment practices; loss of, or the inability to attract, key personnel; employees inadequately trained or not demonstrating 

Bank  values; workforce disruption; risks related to employment law; or inadequate workplace health and safety. 

 

1.17 Physical Risk 

Risks to employees, property or bank critical infrastructure from civil disorder, terrorism or systemically high levels of violent crime (including 

kidnapping) and extreme climate events. 

 

1.18 Systems Risk 

The risk of failure or other deficiency in the automated platforms that support the Bank’s daily execution (application systems) and the systems 

infrastructure on which they reside (data centres, networks and distributed computers). 

 

Forfeiture & Non-forfeiture Provision 

1. Forfeiture Provisions 
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• Resignation  

If an employee voluntary leaves the service of SABB, then all non-vested shares will be forfeit. 

• Termination 

If an employee is terminated by SABB on performance or disciplinary basis then all non-vested shares will be forfeit. 

• Malus Provision 

If an employee  is proven beyond reasonable doubt to be negligent, not exercising proper decision/ controls with respect to operations, 

credit, risk management, information risk compliance or any other kind resulting in a loss situation and/ or reputation damage to the 

Bank, they will have non-vested shares with held and the Bank reserves the right to clawback previously vested shares. 

 

2. Non-forfeiture Provisions 

• Death in service  

Shares will vest in full and will be released to the deceased's estate.   

• Retirement on the grounds of ill-health or disability 

Shares will vest at the normal vesting date on a time apportioned basis, but subject to the malus provision. 

• Redundancy (Employee’s job is no longer required and no place could be found for the employee)  

Shares will vest at the normal vesting date on a time apportioned basis, but subject to the malus provision. 

• Early Retirement 

Subject to Executive Management approval, shares will vest at the normal vesting date on a time apportioned basis, but subject to the 

malus provision. 

• Normal Retirement 

Shares will vest at the normal vesting data on a time apportioned basis, but subject to the malus provision. 

• Transfer within HSBC group 

Shares will vest at the normal vesting date on a time apportioned basis. 

• Sale of the employing business by SABB 

Shares will vest at the normal vesting date on a time apportioned basis. 

 

(d) Description of the ways in which the bank seeks to link performance during a performance measurement period with levels of 

remuneration; 

 

The performance of all employees is evaluated in at the Year-end reviews. All employees receive constructive feedback on performance at the 

Mid-year performance 'check-point'. The performance evaluations of all employees are linked to set targets and measures stated in the 

Performance Score Card and recorded on-line in SABB's Performance Management System. 

 

Performance is evaluated using the Scorecard methodology. Each employee agrees to certain objectives and is assessed during the year on the 

progress made on these objectives. Employees are also appraised against their business peers through a Calibration process which is applied to 

ensure fair and equitable performance evaluation.  
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Employees are assessed using SABB’s On Track / Off Track assessment during the mid-year stage. The assessment provides a common standard 

for assessing and comparing performance and is used to drive consistency and fairness of performance assessment. The On Track / Off Track 

assessment has been defined as follows: 

On Track: 

• Meets or exceeds H1 performance and values-aligned behavioural expectations; 

• Likely to receive a ‘Good’, ‘Strong’ or ‘Top Performer’ year-end performance assessment and; 

• Likely to receive a ‘Role Model’ or ‘Solid’ year-end behavioural assessment. 

Off Track: 

• Does not meet H1 performance and/or Values- aligned behavioural expectations and; 

• Needs to make improvement in order to receive a Good or Strong Year-End Performance Rating. 

Employees are assessed against their performance using SABB’s 4-point descriptive scale during the year-end. The scale has been defined as 

follows: 

• Top Performer: Always exceeds performance expectations 

• Strong Performer: Frequently exceeds performance expectations 

• Good Performer: Achieves or mostly achieves performance expectations 

• Inconsistent Performer: Does not meet performance expectations 

 

Employees are assessed against their behaviours using SABB’s 4-point descriptive scale during the year-end. The scale has been defined as 

follows: 

• Role Model: Exceptional behaviours, significantly above expectations, drives performance above target levels and has a lasting positive 

impact on SABB and all stakeholders. 

• Solid: Strong sustained behaviours that consistently meet and, at times, are above expectations, which drive sustainable business 

performance for SABB and all stakeholders. 

• Acceptable: Behaviours that are satisfactory but may require further development in order to improve contribution and create a more 

positive impact on stakeholders. 

• Weak: Behaviours which may damage our stakeholders and our reputation, create risk and/or undermine business performance. 

 

The performance evaluations for all employees are held in archive for 5 years and are used to establish performance trends over a longer period of 

time for senior level employees.  

 

The performance management methodology adapted at SABB focuses on the differentiation of individual performance and drives the variable 

reward strategy which encourages high performance. 

 

To ensure full objectivity and independence of the Internal Audit function, the performance of the General Manager Internal Audit will be 

evaluated by the Audit committee in line with SAMA rules on Compensation. 
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The Bank uses a guided discretionary variable pay determination philosophy, once the bank financial results are produced, Management presents 

to the NRC a proposed overall variable pay pool which varies based on the bank overall financial performance. Once approved, this pool is 

segregated into 3 main pools, Business, Control and Infrastructure (Back office) pools. Further down those pools are adjusted based on each 

stream department results then further down a range is produced for each employee based on individual performance. Line managers then starts 

the allocation process within the guided ranges which ensures the differentiation between individual’s recommendations based on the level of 

Individual performance. SABB overall pay philosophy is to “Pay for performance” therefore, by the current definition of performance levels 

explained above “Inconsistent performance” is not awarded by bank policy. In addition, SABB introduced a consequence management policy in 

2017 which aims to ensure and overall disciplinary framework is introduced. The policy, in specific misconduct cases, can lead to reduction of 

variable compensation and will impact some employees in 2017 onwards. 

 

On fixed pay level, SABB aims to differentiate in fixed pay based on performance trend of individuals, where SABB targets to position high 

performing employees towards market’s upper quartile of pay while maintaining the bank overall pay levels at or above market median. Annually, 

SABB participates in best in class market pay surveys provided by top providers in the region (McLagan and Hay Group) to provide such 

benchmark data for those annual pay reviews. 

 

(e) Description of the ways in which the bank seeks to adjust remuneration to take account of longer-term performance; 
 

Explained under section (c) 

 

(f) Description of the different forms of variable remuneration that the bank utilises and the rationale for using these different forms;  

 

SABB offers 2 main forms of variable remuneration (cash and SABB shares). Where applicable, employees with variable pay is subject to deferral 

over 3 years, SABB purchase treasury shares with the deferred amounts and maintain the same within an overall bank portfolio managed by HSBC 

Investment Saudi Arabia. Based on the deferred amount and share price, a number of shares is allocated to each individual and vested over 3 years 

period of the coming performance years. Share price is determined on the actual price at the time of purchase and might be adjusted at the time of 

vesting based on the actual market price of SABB share at the time of vesting preventing the bank from any attempt of gain and loss from the 

share price volatility and linking the individual employee, as a beneficiary, to the long term interest of the bank overall all performance which 

impacts the share price. At the time of vesting, allocated shares are transferred from the bank portfolio to the employee portfolio where employee 

has the right to sell or maintain as preferred. 

 

SABB also applies 2 incentive schemes to employees engaged in Retail Banking sales and Retail Banking Collections function. The schemes 

concentrates on junior employees only and are annually reviewed validated by HR, Business, Risk, Audit and Compliance and approved by NRC. 

 

In 2017, the bank introduced a retention scheme for very specific talented employees. The scheme was introduced to 3 levels of employees 

covering around 100 employees bank wide. The scheme was based on 3 years cliff vesting shares for top executives and 3 years cliff vesting of 
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cash for senior managers. All deferral malus and clawback conditions apply on this scheme as well in addition to the shares purchase mechanism 

and process. 

  

SABB takes into perspective the business nature, Employee level in addition to the total compensation factors when determining the individual’s 

pay mix, this is validated and determined based on market benchmarking and other elements such as the individual performance and business 

performance. SABB pay mix ranges between 80/20 fixed to variable for back office and control functions and between 70/30 fixed to variable for 

Business functions. 

 

 

 
 

a b

Senior 

management

Other material 

risk-takers

1 Number of employees                    15                     50 

2 Total fixed remuneration (3 + 5 + 7)            31,459            51,859 

3 Of which: cash-based                     -                        -   

4 Of which: deferred                     -                        -   
5 Of which: shares or other share-linked instruments                     -                        -   

6 Of which: deferred                     -                        -   

7 Of which: other forms                     -                        -   

8 Of which: deferred                     -                        -   

9 Number of employees                    14                     52 

10 Total variable remuneration (11 + 13 + 15)            38,324            43,532 

11 Of which: cash-based            25,687            33,653 

12 Of which: deferred                  375               2,625 
13 Of which: shares or other share-linked instruments            12,636               9,879 

14 Of which: deferred            12,636               9,879 

15 Of which: other forms                     -                        -   

16 Of which: deferred                     -                        -   

17            69,782            95,391 

* Total variable remuneration - represents the VP awarded during the year not the outstanding from previous periods

Total remuneration (2 + 10)

REM1: Remuneration awarded during the financial year 

(Figures in SAR 000's)

Remuneration amount

Fixed

remuneration

Variable 

remuneration
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REM2: Special payments (Figures in SAR 000's) 
              

Special payments 

Guaranteed bonuses Sign-on awards Severance payments 

Number of 

employees 

Total 

amount 

Number 

of 

employees 

Total 

amount 

Number 

of 

employees 

Total 

amount 

Senior management             

Other material risk-takers             

 

 

REM2: Special payments (Figures in SAR 000's) 
      

  a b c d e 

Deferred and retained 

remuneration 

Total amount of 

outstanding deferred 

remuneration * as beg of 

the year 

Of which: 

Total amount of 

outstanding deferred and 

retained remuneration 

exposed to ex post explicit 

and/or implicit adjustment 

Total amount of 

amendment during the year 

due to ex post explicit 

adjustments 

Total amount of 

amendment during the year 

due to ex post implicit 

adjustments 

Total amount of deferred 

remuneration paid out in 

the financial year 

Senior management 16,447  16,072  -    -    7,752  

Cash 375  -    -    -    -    

Shares 16,072  16,072  -    -    7,752  
Cash-linked instruments -    -    -    -    -    

Other -    -    -    -    -    
Other material risk-takers 18,024  15,399  -    -    5,314  

Cash 2,625  -    -    -    -    

Shares 15,399  15,399  -    -    5,314  
Cash-linked instruments -    -    -    -    -    

Other -    -    -    -    -    

Total 34,471  31,471  -    -    13,066  

* includes all outstanding deferrals from previous years    
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APPENDIX: TABLES AND TEMPLATES ARE NOT APPLICABLE 
  

  Tables and templates 

Linkages between F.S & RE PV1 - Prudent valuation adjustments (PVA) 

Composition of capital and TLAC 

TLAC1 - TLAC composition for G-SIBs (at resolution group level) 

TLAC2 -  Material subgroup entity – creditor ranking at legal entity level 

TLAC3 - Resolution entity – creditor ranking at legal entity level 

Macroprudential supervisory measures 
GSIB1 - Disclosure of G-SIB indicators 

CCyB1 – Geographical distribution of credit exposures used in the countercyclical buffer 

Credit risk  

CRE - Qualitative disclosures related to IRB models  

CR6 - IRB - Credit risk exposures by portfolio and PD range 

CR7 - IRB - Effect on RWA of credit derivatives used as CRM techniques  

CR8 - RWA flow statements of credit risk exposures under IRB  

CR9 - IRB - Backtesting of probability of default (PD) per portfolio 

CR10 - IRB (specialised lending and equities under the simple risk weight method)  

Counterparty credit risk  

CCR4 - IRB - CCR exposures by portfolio and PD scale  

CCR6 - Credit derivatives exposures  

CCR7 - RWA flow statements of CCR exposures under the Internal Model Method (IMM)  

CCR8 - Exposures to central counterparties  

Securitisation  

SECA - Qualitative disclosure requirements related to securitisation exposures  

SEC1 - Securitisation exposures in the banking book  

SEC2 - Securitisation exposures in the trading book  

SEC3 - Securitisation exposures in the banking book and associated regulatory capital requirements - bank acting as 
originator or as sponsor  

SEC4 - Securitisation exposures in the banking book and associated capital requirements - bank acting as investor  

 Market risk  

MRB - Qualitative disclosures for banks using the IMA 

MRC - The structure of desks for banks using the IMA 

MR2 - RWA flow statements of market risk exposures under IMA (Phase I only) 
MR2 - Market risk IMA per risk type (Phase II only) 

MR3 - IMA values for trading portfolios (Phase I only) 
MR3 - RWA flow statements of market risk exposures under IMA (Phase II only) 

MR4 - Comparison of VaR estimates with gains/losses (Phase I only) 

 

Basel III Qualitative and Quantitative Pillar 3 Disclosures Policy: 

To assure compliance with the requirements of the guidance issued by SAMA dated 9 July 2015, SABB has created Basel III Pillar 3 

Disclosures Policy which approved by the Board.  


