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Arabesque pattern on the cover… 

The modern arabesque pattern on the cover is created in much the same way as designs based on the Islamic system now known as girih tiles. Centuries ago, Islamic architects 
used girih to create intricate geometric designs from a set of five polygons. This was developed through an extended set of tiles, and by replacing the straight lines of girih tiles 
with Bézier curves to create a continuous curvilinear flow.
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We hear you



To listen without hearing benefits no one. 

This is a precept that is close to the heart of Al Rajhi Bank. It lies at the core of 
our formative process and evolution.

We hear when stakeholders seek stability; we hear when they seek the purest 
of ethical conduct; we hear when they seek modernity and convenience of 
service and product...we hear when they seek the future in us.

The outcome of this process of ‘hearing’ is to be found in the shape and 
form of Al Rajhi Bank today - from strong fundamentals and exemplary 
governance, to our gradual evolution into the embodiment of a new 
generation, high tech financial institution, successfully transitioning to 
the future.

To listen and hear, truly benefits all. 

We hear you



the web and mobile HtMl versions are published on-line on the same date as the date of issue of this annual report at 

http://AlRajhiBank2012.SmartAnnualReport.com

Scan to view the mobile version  
of this Annual Report
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AL RAJHI BANK...ing

Proud of Our Values Al Rajhi Bank is a leading international Shariah compliant banking group with over 50 years of 

heritage. Our success is driven by the dedication and loyalty of our employees, customers and 

shareholders. The commitment to our values remains as solid as ever and is at the centre of 

everything we do. This was demonstrated prominently throughout different initiatives launched in 

2012 and reflected in positive customer feedback.

Our Values The commitment to our values is at the centre of everything we do:

 Caring and Sharing

 Contributing towards a better tomorrow for our society and environment

 Creative and Innovative

 Nurturing imagination and fostering creativity for better results

 A Passion to Serve

 Anticipating and addressing customer needs to deliver results that go beyond expectations

 Solution Driven

 Helping customers achieve their objectives through effective and efficient solutions

 Meritocracy and Excellence

 Defining, differentiating and reinforcing excellence and talent in self and people

 Integrity and Transparency

 Being open and honest while adhering to the highest standards of personal and corporate 

ethics in every action

 Modesty and Humility

 Being humble and maintaining humility in thought, word and deed
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About the Bank
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About the Bank

About Al Rajhi Bank With a heritage of banking and trading activities dating back to 1957, Al Rajhi Banking and 

Investment Corporation, a Saudi joint stock company, was formed and licensed in 1987. 

Rebranded in 2006 as Al Rajhi Bank, it is the world’s largest Islamic bank. The Bank today has a 

paid up capital of SR 15 billion and is listed on the Saudi Stock Exchange.

Deeply rooted in Islamic banking principles, the Al Rajhi Group is engaged in Shariah-compliant 

banking and investment activities for its own account and on behalf of others inside and outside 

the Kingdom, and maintains a presence in Malaysia, Kuwait and Jordan.

   

As one of the most progressive banks in Saudi Arabia, we embrace the latest in technology 

in offering cutting edge products and services to customers, both corporate and retail; while 

continuing to expand our more conventional distribution channels. We proactively listen to our 

customers and other stakeholders in understanding their needs, anticipate future trends, and 

build our business model accordingly.

While winning is not everything, we are gratified to note that our exemplary performance has 

been recognised through numerous local and international awards year after year. They serve to 

inform us that we are moving in the right direction.
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Financial Highlights

Performance Overview Al Rajhi Bank (ARB) continued to build on the momentum and growth opportunities from 2011 

delivering strong results in an ever-increasing competitive environment. ARB continued to lead 

the banking sector across all key financial indicators and metrics.

 No. 1 in profitability

 No. 1 in profit rate

 No. 1 in cost to income ratio

 No. 1 in loans and advances

 No. 1 in market capitalization among banks in the GCC

ARB’s operating income was up 12% year on year despite a further compression in NIMs by 66 

Bps, driven by a phenomenal 31% increase in fees and strong retail asset growth. Operating costs 

were well managed with a stable cost to income ratio of 27%.

A year on year increase in Non-Performing Loans with a corresponding increase in provisions 

resulted in ARB achieving a 7% increase in Net Profits for 2012.
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Financial Highlights

2012 2011 2010 2009 2008

Operating Income (SR million) 13,983 12,502 11,661 11,505 10,575

Operating Expenses (SR million) 6,098 5,124 4,890 4,738 4,050

Net Income/Profit (SR million) 7,885 7,378 6,771 6,767 6,525

Profit/Share (SR) 5.26 4.92 4.51 4.51 4.35

Dividends per Share (SR) 3.25 3.25 3.00 2.75 3.00

Return on Assets (%) 3.23 3.64 3.81 4.05 4.51

Return on Equity (%) 22.54 23.10 22.93 24.27 25.77

Net Investment (SR million) 40,880 38,803 28,247 27,139 26,661

Financing, net (SR million) 171,941 140,313 120,065 112,148 109,293

Customer Deposits (SR million) 221,343 177,733 143,064 122,862 118,741

Shareholders’ Equity (SR million) 36,469 33,489 30,318 28,741 27,032

Total Assets (SR million) 267,383 220,731 184,841 170,731 163,373

Capital Adequacy Ratios (%)

–  Tier I Ratio 14.68 14.71 15.23 13.82 14.60

–  Total Capital Ratio 19.83 20.03 20.63 19.30 21.39

Credit Ratings

–  Capital Intelligence AA- AA- AA- A+ A+

–  Moody’s A1 A1 A1 A1 A1

–  S & P A A A+ A+ A+

–  Fitch A+ A+ A+ A+ A+
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Total Operating Income (SR million)

13,983 - up 12%
2011: 12,502
2010: 11,661

Fees (SR million)

4,482 - up 31%
2011: 3,432
2010: 2,439

Fees/Total Operating Income

25.63% - up 22%
2011: 21.06%
2010: 16.31%

Cost to Income

27.03% - down 3%
2011: 27.82%
2010: 25.57%

%

Net Income (SR million)

7,885 - up 7%
2011: 7,378
2010: 6,771

Total Expenses (SR million)

3,779 - up 9%
2011: 3,479
2010: 2,981

12 annual report 2012
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Financial Highlights

Earnings Per Share (SR)

5.26 - up 7%
2011: 4.92
2010: 4.51

Return on Average Assets

3.23% - down 11%
2011:  3.64%
2010:  3.81%

Current Accounts (SR million)

189,818 - up 15%
2011:  164,818
2010:  130,903

Risk-Weighted Assets (SR million)

194,745 - up 13%
2011: 173,017
2010: 154,636

Return on Equity

22.54% - down 3%
2011: 23.13%  
2010: 22.93%

Total Equity (SR million)

36,469 - up 9%
2011: 33,489
2010: 30,318
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Operational Highlights

IranIraq

Oman

Saudi Arabia

Yemen

Asset base crossed 

SR 260 billion
Profit for the year crossed 

SR 7.8 billion 
Customer base increased to 

4.57 million with 

0.88 million 
online customers

Largest network of  

branches in the KSA 

 495

Rated by 

Moody’s,  
S & P, Fitch and

Capital Intelligence

Best Islamic  
Bank in  

Middle East 
for 3 consecutive years 

(By Euromoney)
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Letter from the Board of Directors

Dear Shareholders,

May peace be upon you.

We celebrated our Silver Jubilee as a banking institution last June 2012, quite fittingly at a time 

when we were and still are the world’s largest Islamic bank. We have also travelled well past 

our Golden Jubilee milestone as a successful business entity, duly recognized for our business 

acumen and fair play.

It has indeed been an exciting and rewarding journey; one of pursuing a clear and focused 

strategy in the face of both adversities and opportunities, but always holding true to our core 

values and business ethics. As you will see in the pages that follow, the Group’s performance 

during 2012 was again exemplary on all key fronts.

Performance that Counts As a Saudi Arabian bank, it is no surprise that Al Rajhi’s solid performance largely reflects a 

synergy - one that is built on the strength and stability of our national economy and the Bank’s 

own deep commitment to its values and heritage. 

While petroleum continues to underpin the economy, attention is now shifting to other sectors 

as well. The Kingdom is using its oil revenue and foreign reserves prudently to ensure sustainable 

and broad-based economic development and job creation. Large investments are being made in 

sectors such as education, healthcare, housing, power, transport & logistics and construction in 

addition to natural gas and petroleum.

The Al Rajhi Banking Group is still largely Saudi focused, which accounts for a major portion of 

the financing portfolio. However, we are also looking at geographic diversification, and have a 

presence in Malaysia, Kuwait and Jordan. Riding on the back of the Kingdom’s 6.8% GDP growth 

rate in 2012, the Group’s total assets grew by 21.1% from SR 220.7 billion to  

SR 267.4 billion during the year. The net financing portfolio, which accounts for 64.3% of the 

consolidated total assets, is diversified between retail (individuals) and corporates roughly in the 

ratio 2.5:1. Net financing grew by 22.5% from SR 140.3 billion to SR 171.9 billion during the year, 

largely driven by instalment sales which accounts for nearly three-fourths of this amount.    
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Letter from the Board of Directors 

Bottom line net income increased by 6.9%, from SR 7.38 billion in 2011 to SR 7.88 billion in 2012, 

that saw a proportionate increase in earnings per share that reached SR 5.26. 

Capital adequacy remained strong, with Tier I at 14.68% and Tier II at 19.83%, which are well 

above regulatory requirements.

Our human capital - a major contributor to the Bank’s success - grew from 9,282 to 10,054 

employees during the year, in parallel with our growth and expansion.  

The Bank follows applicable best practices on compliance and corporate governance, and has in 

place the required systems and procedures which are reviewed periodically by SAMA. 

Long-Term Growth We are committed to deliver superior returns to our shareholders while also making a positive 

impact on the community, economy and environment in which we operate while pursuing long 

term profitable growth. These aspects, including our contribution towards the development of 

small and medium enterprises, are discussed in the section on sustainability.

Banking has become increasingly digital, and is being transformed through technological 

development, as smart phones, tablets and social media proliferate. Customers today want to 

do their banking on the go, and want the right tools and information. Conducting transactions, 

without the need for a personal visit to a branch, is beneficial to both parties in terms of 

convenience, faster turnaround time as a result of reduced processing times, accuracy and costs. 

In this context, the Bank employs the latest technology and practices as this is an important 

part of our business strategy, and we plan to invest extensively to further strengthen our 

technological capabilities.

Outlook Saudi banks in general have performed well and posted strong profits despite high levels of 

provisioning. The latter is more a result of conservative banking regulations and policies that 

have served us well in insulating the sector in a post-2008 scenario. Average growth in financing 

is expected to remain around 2012 levels, driven by the retail segment which is perceived to be 

under penetrated. The new Mortgage Law, that targets the pressing social issue of affordable 

housing, will provide further impetus for retail and corporate financing over the medium and 

long term.
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Bank’s Credit Rating 
(Capital Intelligence)

AA-
2011: AA-
2010: AA-

Overall, our strengths and strong focus on retail banking will be further leveraged by the 

valuable contribution made by our other business segments, directly and through cross selling of 

products and services. In this scenario, the Bank faces the future with optimism and confidence.

Acknowledgements A good part of the credit for the Group’s solid performance must go to the staff at all levels 

at the Bank and its subsidiaries. We express our sincere gratitude to all of them. In conclusion, 

we thank our customers for their valued patronage and trust, our shareholders for their loyalty 

and goodwill, and the Ministry of Finance, Ministry of Commerce and Industry, Saudi Arabian 

Monetary Agency and Capital Market Authority for their co-operation and oversight.

Board of Directors

Letter from the Board of Directors 
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Management Discussion and Analysis

External Environment

The Global Economy The global economy in 2012 was characterized by a double dip slow down with a continuing 

euro zone debt crisis, slow recovery in the US and a decline in growth in the Asian Region. 

Despite the dark clouds, 2013 promises a few silver linings.

Forecast1 global growth for 2013 is expected to moderate at 3.6%, but an improvement over 

the 2012 figure of 3.3%. Advanced economies which grew by 1.3% in 2012, and are expected 

to recover marginally to 1.5% in 2013, as they continue to be dampened by public spending 

cutbacks and still weak financial systems.

In contrast, emerging and developing economies which grew at 5.3% in 2012 and are expected 

to grow at 5.6% in 2013. Although down from the 6.2% growth in 2011, fundamentals remain 

strong in many of these economies with demand propelled by high employment growth and 

consumption, together with investments attracted by the easing of macroeconomic policy.

There is a divide in the Middle East and North Africa (MENA) region on economic growth 

depending on whether one imports or exports oil. Oil importing countries are affected by the 

continued uncertainty associated with political and economic transition in the aftermath of the 

Arab Spring and weak terms of trade; and their collective real GDP growth is forecast to have 

slowed down to about 1.3% in 2012 and rebound moderately in 2013. On the other hand, the 

overall pace of growth among oil exporters rose sharply to above 6.5% in 2012, aided by windfall 

gains, and then return to about 3.8% in 2013.

The volume of world trade saw a slump in 2012, down to 3.2% from 5.8% in 2011 and 12.6% in 2010.

The US introduced a low interest rate regime in response to the financial crisis in 2007 to help 

households and businesses finance new spending and help support asset prices. These rates of 

interest are expected to continue for some time given the slow recovery, higher unemployment 

levels and inflation remaining subdued.

1  IMF, World Economic Outlook, October 2012.
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Management Discussion and Analysis

For prospects to improve from a global perspective two crucial requirements must be met. 

Firstly, European policymakers need to get the euro zone crisis under control; and secondly, 

the US has to tackle the ‘fiscal cliff ’ and not allow automatic tax increases and spending cuts to 

take effect. 

Saudi Arabia The Kingdom of Saudi Arabia (KSA) is a petroleum-based economy with government controls 

over major economic activities. The petroleum sector accounts for about 70% of budget 

revenues, 55% of GDP and 90% of export earnings. 

After many years of negotiations pertaining to the easing of protectionist barriers, KSA 

was officially approved to join the World Trade Organization in 2005. The government now 

encourages private sector participation in selected sectors to diversify the Saudi economy and 

to employ more nationals to tackle rising unemployment. Foreign investments are permitted in 

sectors including infrastructure development, power generation, telecommunications, natural 

gas exploration and petrochemicals. 

Supported by high oil revenues KSA has substantially increased spending on job training 

and education, infrastructure development and government salaries. Six ‘economic cities’ in 

different regions of the country are being established to promote foreign investment and an 

estimated USD 373 billion will be spent between 2010 and 2014 on social development and 

infrastructure projects.

The Mini-boom  
will Moderate

On the economic front, the Saudi GDP growth levelled off at 6.8% in 2012 following two years 

of ascending growth rates. It is forecast to moderate in 2013 as the global economic slowdown 

continues to affect emerging and developing economies through both trade and financial 

channels. The expected decline for KSA is also a reflection of the easing of the Kingdom’s record 

oil exports following the temporary shutdown of Libyan oil production and sanctions on the 

export of Iranian crude. Further, slow global economic growth will restrict annual oil demand, 

while prices should stabilize unless driven up by geopolitical tensions.
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Looking Beyond Oil While the petroleum sector continues to underpin the economy, it is the non-oil sector that 

will create the much needed jobs in the Kingdom. For instance the government’s Nitaqat 

programme sets targets for companies to hire Saudi nationals, and provides incentives for those 

who meet them and disincentives for those who don’t. The government launched the next 

phase in August 2012, which aims to further raise the salaries of Saudi employees.

About half of the USD 131 billion stimulus package announced by the Custodian of the Two Holy 

Mosques was for housing, a key issue for a population that is growing at 2% per annum. The 

recent Mortgage Law is expected to accelerate housing starts and also benefit sectors such as 

construction, raw materials, real estate, insurance and banking.

Managing Inflation Although inflation stabilized at around 5% during 2012 the situation needs watching. Rising 

rent and food prices contributed significantly to inflation during the year. Similarly demand 

for construction materials and labour on the back of the approval of the Mortgage Law could 

see inflation heading upwards. If so, analysts argue2 that the Saudi Arabian Monetary Authority 

(SAMA) may be tempted to reverse some of the liquidity-easing measures it took in the wake 

of the 2008 global financial crisis, and such a reversal may undermine the recovery in private 

sector lending.

A Comfortable  
Fiscal Cushion

Estimates of the Saudi foreign reserves vary, with the IMF indicating a comfortable middle figure 

of USD 700 million by end 2012. Nevertheless,the IMF has emphasized the need to ensure that 

the Kingdom uses its oil revenue and foreign reserves prudently, such as for sustainable and 

inclusive economic development and job creation.

Addressing  
Socio-Political Issues

Like the rest of the MENA region, KSA is going through demographic changes. About a third of 

the Saudi population is under 15 years of age, which in turn creates pressures on education and 

affordable housing in particular, as well as a call for social, economic and political reforms. Given 

this scenario it becomes imperative that the authorities continue to work fast on both short-and 

long-term measures that will address these concerns.

2  EIU, Saudi Economic Outlook 2013.

Management Discussion and Analysis

Letter from the Board of Directors  -  18 Board of Directors  -  24 Management Discussion and Analysis  -  26 Sustainability Report  -  52
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The Saudi  
Banking Sector

Overall, Saudi banks continue to post attractive profits despite the low interest rate scenario and 

high provisioning. The latter is largely due to conservative banking regulations. Nevertheless, 

such conservative regulatory requirements have helped the Saudi banking system to emerge 

relatively unscathed from the global financial crisis, and banks are continuing to maintain 

profitable operations.

Non-performing loans of Saudi banks continue to be relatively low and hence, overall asset 

quality remains intact.

A positive outlook prevails on loan growth, with double digit growths in 2012 and 2013. Retail 

lending remains favoured by most banks as this segment is perceived to be under penetrated. 

Although the new Mortgage Law is not expected to have an immediate impact for the reasons 

discussed below, it signals support for the medium-to long-term growth of the retail segment.

Margins have shown some contraction, particularly for the Islamic banks. Funding mix is an 

issue that is being felt across the sector, which may raise funding cost. With the slow down in 

the growth of current accounts and the need to maintain the Loans : Deposits ratio below 85%, 

banks may selectively look to grow their profit bearing deposits to fund asset growth which may 

lead to further decline in margins. However, so far this appears to have been offset as banks have 

focused on fee-based revenues via cross sell. 

The Mortgage Law The Mortgage Law is a bold step of the government towards addressing the economic and social 

challenges in the area of housing. It also poses numerous opportunities as well as challenges for 

the banking sector, not only in terms of direct mortgage lending, but also in serving the needs of 

several other sectors arising from the multiplier effect on the economy.

More remains to be done. For instance the Guidelines for legislation of real estate financing, 

leasing of housing, settlement of disputes and the like are still being formulated. Banks would 

also like to understand how foreclosure procedures would really work through the legal system 

to gain some confidence before any significant lending can commence.

Management Discussion and Analysis

Compliance Report  -  60 Report of the Board of Directors  - 68 Independent Auditors’ Report  -  91 Financial Reports  -  93
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Further, for the Mortgage Law to be effective, there must also be a parallel growth in the 

supply of affordable housing. This then leads to the question of availability of buildable land, a 

key input that continues to be scarce. A possible solution would be the imposition of a tax on 

undeveloped land. Going forward, while the Mortgage Law will facilitate bank lending, these 

underlying issues also need to be tackled simultaneously.

OPERATIONS REVIEW

Core Competencies 
 and Strengths

As a Shariah compliant Saudi Arabian bank with a strong Saudi franchise, Al Rajhi Bank is well 

respected for its exemplary performance and business ethics that have been honed over a 

25-year banking history coupled with a business heritage spanning over half a century. It is 

the world’s largest Islamic bank and the largest commercial bank in the GCC region in terms of 

market capitalization. 

Al Rajhi Bank is engaged in banking and investment activities for its own account and on behalf 

of others inside and outside the Kingdom. The Al Rajhi Bank Group or ‘Group’, as used in the 

discussion that follows, represents the consolidated operations of Al Rajhi Bank3 (‘Bank’) - the 

holding company - and its four subsidiaries, including that based in Malaysia and branches in 

Kuwait and Jordan.

3  Formerly known as Al Rajhi Banking and Investment Corporation.

Management Discussion and Analysis

Letter from the Board of Directors  -  18 Board of Directors  -  24 Management Discussion and Analysis  -  26 Sustainability Report  -  52
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Through a total of 495 branches in Saudi Arabia, over 3,400 customer delivery points including 

ATMs as well as a comprehensive range of virtual channels, the Bank enjoys a widespread 

presence in the Kingdom. Its customer base exceeded 4.5 million during the year. Deposits 

mobilised are granular and are of varied tenors to manage concentration risk as well as liquidity 

and profit rate risks.

Our dedicated and competent team is the very backbone of our success. The Group’s human 

capital grew by 8.3% from 9,282 to 10,054 employees during the year to support business 

growth. Our 110 dedicated Ladies branches employ over 800 females.

Our operations are duly supported by progressive governance standards, sound risk 

management systems and unparalleled back office capabilities, while the Bank continues to 

develop its state-of-the-art IT platform and electronic channels.

The Bank continues to lead the Saudi banking sector across key financial indicators and metrics-

 No. 1 in profitability

 No. 1 in profit rate

 No. 1 in cost to income ratio

 No. 1 in loans and advances

 No. 1 in market capitalization among banks in the GCC

The Group delivered yet another solid performance in 2012, with a strong total assets growth 

of 21.1% from  SR 220.7 billion to SR 267.4 billion, while total comprehensive income increased 

by 6.9% from SR 7.38 billion to SR 7.88 billion. The Group posted a healthy 3.23% return on total 

assets (2011: 3.64%) and an attractive 22.54% return on shareholders’ equity (2011: 23.13%), duly 

supported by a low cost to income ratio of 27% with about 85% of customer deposits being in 

current accounts. 

Management Discussion and Analysis

Compliance Report  -  60 Report of the Board of Directors  - 68 Independent Auditors’ Report  -  91 Financial Reports  -  93
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Strategic Priorities Al Rajhi Bank is focused on sustainable growth underpinned by its seven core values. These 

values provide us guidance in caring for our society and environment, nurturing creativity and 

innovation, serving our customers with passion and commitment, being resourceful and solution 

oriented, fostering meritocracy in our people, striving for the highest standards of integrity and 

transparency while maintaining humility in thought and deed in everything we do.

In this regard, it is relevant to mention that all what we do - both business units as well as 

support service units - are singularly focussed on our strategic priorities  that are detailed below:

Be the Most Profitable  
Bank in Saudi Arabia

We have always prided ourselves in being number one in terms of profitability in the market. 

Driving this profitability are four-key factors: our retail dominance, funding largely through a 

cost efficient deposit base, a low cost to income ratio and very low non-performing loans (NPL) 

ratio. This pre-eminent position has given us a strong reputation in terms of market visibility and 

has enabled us to be the highest paymasters when it comes to dividends to shareholders. Our 

franchise has enabled the generation of regular core revenues which contribute to consistent, 

sustainable performance year after year.

Enhance and Maintain  
the Bank’s Strong Retail  
Position in the Kingdom

Retail financing accounts for some 65% of our financing assets and 65-70% of our net income. It 

is a core source of income that is consistent. The Bank maintains a sharp focus on this business 

segment which has grown not only in volume but also in terms of market share. The latter 

increased from 27% in 2007 to 40% by 2012, which is more than double that of our nearest retail 

competitor, no mean achievement.

This strong growth was driven by several factors, the most important being our ability to grow 

current accounts in tandem to fund our retail financing, and the emergence of new business 

opportunities.

The former - our ability to grow our current accounts - is driven partly by our sound reputation, 

strong branding and wide distribution channels. Another noteworthy factor is that most of the 

current account growth comes from affluent, knowledgeable and educated customers who, 

from an Islamic cultural point of view, avoid interest-bearing deposits.

Management Discussion and Analysis

Letter from the Board of Directors  -  18 Board of Directors  -  24 Management Discussion and Analysis  -  26 Sustainability Report  -  52
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As for new opportunities, one is the increasing number of Saudis entering the workforce. 

They are mostly employed in the government sector and enjoy a stable income, which in turn 

contributes to low NPLs for the Bank. This is a segment that is growing given the government’s 

drive on job creation, including Saudization in the private sector. Another opportunity is the 

current trend where females are entering the workforce in large numbers as rules are being 

relaxed gradually. We have geared ourselves to serve this segment and presently operate 110 

Ladies branches. Mortgage financing is another area that has been largely untapped, and will be 

another growth area in the medium term as the pressure for housing mounts.

To support these tremendous opportunities the Bank already has in place a wide network 

of branches, ATMs as well as virtual channels. They are well ahead of competition, and duly 

matched by our solid reputation, long-standing customer relationships, superior know 

how and processes as well as enormous back end processing capacity to keep pace with 

growing volumes.

Grow Corporate Banking  Financial institutions (FI), cash collections and trade are the three main areas of our corporate 

banking business. FIs come from our remittance background, and we have relationships with 

about 170 to 180 correspondent banks. We are leveraging on these relationships, either for 

correspondent banking business, remittance needs or funding short-term financial needs. 

Cash collections have grown about 150% YoY, and 400% YoY in terms of fees. On trade, we are 

reasonably strong, with most of the action coming from the non-oil side. The present focus is on 

product development and setting the right pricing.

SMEs will be a focus segment in the years ahead as we plan to increase the number of 

relationships. This will be supported through the launch of two new acquisition programmes 

to cater to a wider spectrum of SMEs operating in the Kingdom apart from the existing Kafalah 

programme for SMEs.

We are planning to roll out the payroll cards to further strengthen the transaction network. 

Another is the introduction of a ‘lock box’, a new product concept for the Middle East, for cash 

deposits. This involves providing lock boxes at customer locations for depositing cash which 

would then be reflected in their accounts in real time.

Management Discussion and Analysis
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Another new product that is being considered is the introduction of social cards such as Haj/

Umrah cards to enable pilgrims visiting the Kingdom to carry out hassle free transactions.

In addition, migration to a comprehensive e-banking platform is being considered. This will 

combine the existing features of e-Corporate and e-Trade to offer a more powerful and seamless 

tool for customers to manage their day-to-day transactions.

Innovate Shariah  
Compliant Investment  

Products Through R&D

As an Islamic bank, all products and services offered by the Bank and its subsidiaries are in full 

compliance with Shariah principles. Each business unit is assigned a Shariah co-ordinator who 

engages in discussions and helps the unit to prepare products in a Shariah compliant manner. It 

is then reviewed by Shariah scholars of the Shariah Board.

There are two key challenges faced by the Bank in this context. First, as to be expected, we are 

prescribed by Shariah principles that prevent us from doing business the way conventional 

banks do. The avoidance of usury is a simple example. Second, there are differences in the 

interpretation of Shariah principles among Islamic banks. We strictly follow Shariah with no room 

for leeway, which explains why we do not offer some of the products available in other Islamic 

banks, say in Malaysia, Indonesia or Turkey. For instance, our Shariah rules on corporate bonds or 

Sukuk are more stringent, which makes it all the more challenging in bringing such products to 

the market.

The Bank has innovated Shariah compliant refinancing models for both retail and corporate 

customers. These are recent success stories that have helped in delivering bottom line profits, 

mitigate risk and improve our services to customers.

As for the immediate future, Sukuk is an area that will need to be further developed to improve 

the yield, which will also help us to manage liquidity better as it is a marketable instrument. 

Another is to develop Shariah compliant hedging instruments, particularly a forward 

forex product.

Challenges remain, as some of the topics are very technical, documentation is too detailed and 

translations are time consuming. One approach would therefore be to engage with issuers early, 

and for the Bank to internally drive the development of some of these products.

Management Discussion and Analysis
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Develop Core  
Competency in Funding

The Bank will need to further develop its competency in funding through current accounts, 

while selectively developing capabilities to attract other forms of deposits.

Al Rajhi Bank is different from the rest - a very large proportion of our retail financing is funded 

through current accounts, which are by and large core ‘long-term deposits’ and are not volatile. 

We discussed this unique feature earlier under the section on retail banking strategies. Thus, 

when rates start picking up, we are one of the few banks that will not be as affected by re-pricing 

because we are funded predominantly by current accounts.

However, we are mindful that the market is changing, composition is changing, current accounts 

are slowing down and banks are developing models and fund mobilization products. One of the key 

products the Bank will develop is a fixed deposit aimed at the retail customer base, as opposed to 

the present big ticket deposits as they also provide granularity.

Manage Our Margins to  
Maintain Profitability

Current account funding is our core competency and market differentiator. However, when rates 

are low and get lower the cost advantage gets diminished as competitors re-price their liabilities 

at lower rates. This in turn applies a squeeze on our net interest margins. But, the upside is that 

when rates pick up we are in a much stronger competitive position because the bulk of our 

funding liabilities do not re-price.

To manage such cycles we will turn to mechanisms such as cross sell, better penetration and 

off-balance sheet fee income. The last has seen a phenomenal increase in recent times. We 

have strategically looked at enhancing and improving our fee generating capabilities not only 

as an income source but also to offset lower returns on yields given the low interest rates, thus 

maintaining our position as the most profitable bank in the Kingdom. Our cross sell income ratio 

has roughly doubled over the past five years. 

This is a capital efficient way of generating income. Retail banking will generate retail processing 

fees driven by retail financing. Corporate banking will generate fee-based income on activities 

such as corporate structuring, arranging deals and granting loans. Other sources will include 

revenues flowing from remittance business, trade, credit cards and FIs.

Management Discussion and Analysis
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Control Non-Performing Assets The Bank will continue to monitor and control its Non-Performing Loan (NPL) ratio, which has 

historically been the lowest in the Kingdom. This will be achieved through prudent appraisal 

at loan approval stage, and then through post disbursement follow up. The latter includes 

monitoring of NPL ratios by business segments, NPL coverage ratios based on general and 

specific provisions and collections from NPLs.

NPL

2.00% - up 20%
2011: 1 .66%
2010: 2 .15%

%

Maintain Operational  
Cost Efficiency

Managing and maintaining the cost to income ratio within acceptable limits is of utmost priority 

for profitability and growth. The Bank has maintained the best ratio in the Saudi market over the 

past several years, averaging 26-28%. To manage such performance the Bank will continue to 

invest in technology, adopt new productivity enhancing techniques and processes and look for 

economies of scale as we grow our business.

Stabilize and Grow  
International Business

The Bank moved into international business to diversify its revenue base and to explore 

opportunities in emerging markets. We wanted to be present, learn and understand the markets, 

and establish a brand in those markets, particularly in Malaysia. Our strategy now is to address 

what we have learnt, work on strengths while overcoming weaknesses, and take the business 

forward on a planned footing.

Leverage Technology to Achieve 
Operational Excellence

The Bank will continue to be the best in class on operational excellence - from processing 

unparalleled volumes, ATM availability, disaster recovery, security standards, applications for 

online customers etc. - largely driven by technology. This will encompass not only state of the art 

superior customer service and response times but also security initiatives, disaster recovery and 

the like.

Management Discussion and Analysis
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Products and Services The Group operates along four main business segments comprising retail, corporate, treasury, 

and investment services & brokerage. The last mentioned is delivered through the Saudi-based 

wholly-owned subsidiary, Al Rajhi Capital Company which also includes franchise-related 

positions/expenses. 

The financing needs of retail and corporate customers are met through five Shariah compliant 

product groups. 

Financing Net financing accounted for 64.3% of the consolidated total assets of the Group as at December 

31, 2012 (2011: 63.6%) and represents the main driver of revenue and balance sheet growth.

Financing - Net (SR million)

171,941 - up 23%
2011: 140,313
2010: 120,065

Net financing by products and location as at December 31, 2012, SR million4.

Product Inside KSA Outside KSA Provision Total net
 Financing

Composition, 
%

Corporate Mutajara 34,422 836 (2,210) 33,047 19.2

Instalment sale 124,595 2,992 (1,826) 125,762 73.1

Murabaha 9,849 3,500 (785) 12,564 7.3

Credit cards 577 3 (12) 568 0.3

Istisnaa 0 0 0 0 0

Total 169,443 7,331 (4,833) 171,941 100.0

Management Discussion and Analysis

4  Details are given in Note 6-1 to the consolidated financial statements.
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In composition terms, instalment sale is by far the largest financing product overall, accounting 

for nearly three-fourths of net financing, followed by Corporate Mutajara. Retail personal loans 

sales grew by 25.7% YoY from SR 100,032 million to SR 125,762 million, and was by far the largest 

contributor to the growth in net financing portfolio among all products. 

Total net financing increased by 22.5% from SR 149,313 million to SR 171,941 million during the 

year, with all products showing growth except for Istisnaa, which reduced to zero from a brought 

forward balance of SR 0.56 million. 

While financing is predominantly Kingdom based at present, growing international footprint is 

gradually helping the Bank to diversify its revenue sources. 

Net financing by products and key segments as at December 31, 2012, SR million5

Product Retail Corporate Total

SR million % of retail SR million % of corporate SR million

Corporate Mutajara 0 0 35,258 62.4 35,258

Instalment sale 118,437 98.5 9,151 16.2 127,587

Murabaha 1,260 1.0 12,089 21.4 13,349

Credit card 580 0.5 0 0 580

Istisnaa 0 0 0 0 0

Sub total, gross 120,277 100.0 56,497 100.0 176,774

Provision (2,598) (2,235) (4,833)

Total net financing 117,679 54,262 171,941

Retail accounts for two-thirds of the net financing portfolio, with complete dominance by 

instalment sale. The corporate portfolio is dominated by Corporate Mutajara.

The net retail portfolio grew by 26.2% during the year from SR 93,225 million to SR 117,679 

million while the net corporate portfolio grew by 15.2% from SR 47,089 million to SR 54,262 

million with increases seen in all products. 

Management Discussion and Analysis

5  ibid
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Net financing by economic sectors as at December 31, 2012, SR million6.

Sector Net Financing YoY Change, 

FYE 2012 FYE 2011 %

Personal 118,534 85,327 38.9

Commercial 20,496 20,341 0.6

Industrial 14,358 10,525 36.4

Building and construction 8,520 14,485 (41.2)

Services 10,094 8,552 18.0

Agriculture and fishing 173 110 57.3

Other 1,068 2,802 (61.9)

Sub total 173,243 142,142 21.9

Additional provision (1,302) (1,829) –

Total net financing 171,941 140,313 22.5

Among economic sectors, personal financing was by far the largest sector and contributor to 

the growth in net financing portfolio. It grew by nearly 40% YoY before additional provisioning, 

and accounted for a little over two-thirds (69%) of the net financing portfolio. It will be noted 

that personal financing in reality covers a very large customer base, who in turn represents a 

diversified group that serve to mitigate concentration risk.

Financing for the industrial sector grew by 36%, while the commercial sector remained almost 

static. Exposure to building and construction contracted by 41% reflecting a slow down in 

activities in this sector and its sensitivity to percentage change given its relatively small share of 

the total portfolio. 

Management Discussion and Analysis

6  ibid
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Investments Investments, totalling SR 57,437 million, accounted for 21.5% of total assets as at 31 December 

2012 (2011: 24.2%).

As will be seen in Note 7 to the consolidated financial statements, the largest component 

by far is Treasury’s SR 38,276 million Murabaha with SAMA, which accounted for 93.6% of the 

total investment portfolio. The balance SR 2,604 million (6.4%) comprises investments held as 

Fair Value through Income Statement (FVIS), which includes Sukuk, equity investments and 

mutual funds. 

Total investments grew by 5.3% during the year, driven by a 7.7% growth in Murabaha with 

SAMA, while investments held as FVIS declined by 20.6% YoY. 

Income Net financing and investment income grew by 4.8% from SR 9,070 million in 2011 to SR 9,501 

million in 2012, and accounted for 67.9% of the SR 13,983 million total operating income.

Net fees from banking services and exchange income amounted to SR 3,086 million and SR 898 

million respectively, with each contributing 22.1% and 6.4% to the total operating income. 

Impairment charge (financing and other) increased by 41% to SR 2,319 million and accounted for 

38% of total operating expenses. 

The next largest expense item, salaries and employee-related benefits, increased by 7% to SR 

2,100 million and accounted for 34% of total operating expenses, which in turn increased by 19% 

to SR 6,098 million.

As a net result, bottom line total comprehensive income increased by 6.9% from SR 7,378 

million in 2011 to SR 7,885 million in 2012, with earnings per share reaching SR 5.26 through a 

corresponding increase. 

Management Discussion and Analysis
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Summary of Financial  
Performance by  

Business Segments

Year ended 2012, SR million

Retail Corporate Treasury Investment
& Other

Total

Total assets 128,452 54,592 81,304 3,035 267,383

Total liabilities 173,998 54,325 2,517 74 230,914

Total income from operations 9,557 1,926 1,250 1,250 13,983

Total operating expenses 4,423 1,355 49 271 6,098

Net income 5,134 571 1,202 978 7,885

Year ended 2011, SR million

Retail Corporate Treasury Investment Total

Total assets 103,332 47,549 69,105 828 220,813

Total liabilities 135,608 45,571 4,928 1,885 187,992

Total income from operations 8,808 2,181 1,096 417 12,502

Total operating expenses (3,865) (923) (102) (234) (5,124)

Net income 4,943 1,258 994 183 7,378

Retail Banking The Group offers a wide range of asset and liability products as well as a host of fee-based 

services to individuals. The financial performance of these products and services were discussed 

in the preceding sections.

New Retail Products  
and Services

As part of our drive to continuously improve our response to consumer needs and preferences 

we research our markets, analyse trends and innovate new products and services to address 

gaps as well as to exploit opportunities in identified niches. A number of new retail products and 

services as well as enhancements were introduced during the year under review.

Branch Network and  
Remittance Centres

As at FYE 2012 the Bank had 462 branches (of which 102 had Ladies’ Sections), eight Ladies 

Banking Units and four Private Banking Units in KSA. In addition the Bank had 162 Remittance 

or Tahweel Al Rajhi Centres by year end. Tahweel Al Rajhi continued to maintain its market 

leadership in the remittances business with the largest network of centres as well as having the 

largest network of correspondent banks.

Management Discussion and Analysis

Compliance Report  -  60 Report of the Board of Directors  - 68 Independent Auditors’ Report  -  91 Financial Reports  -  93



36 annual report 2012

Volume of Remittances Handled 

18,989,312 - up 18%
2011: 16,152,695
2010: 13,851,775

ATM and POS Infrastructure The ARB Group prides itself in having probably the best service infrastructure in KSA, including 

the largest ATM network. Our retail delivery channels include some 3,300 ATMs, 24,000 POS 

terminals plus a host of ancillary facilities such as Internet and mobile banking. 

No. of ATMs and Composition

3,297
2011: 3,034
2010: 2,750

1,048 2,249

Management Discussion and Analysis
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Technology continues to be a driver in product innovation to deliver greater customer 

convenience and satisfaction. For instance, customers may locate the nearest ATM on their 

smart phones and be guided through a map; they may even check the availability of the type of 

transaction they want to perform before visiting the ATM. We soon plan to introduce interactive 

teller machines that would work as if the customer stands in front of a real teller but virtually 

through video conference. The customer will be able to deposit onus Cheque, depositing money 

and withdrawing more than from a normal ATM. 

Al Rajhi Merchant Acquiring Service continued to grow across more business segments during 

the year. With our vast POS network, we continue to offer merchants excellent service in terms 

of reach, support and post-sale services. During the year under review we introduced a new 

channel for merchants through the website for inquiries, complaints and requests. Further, the 

claim process was totally redesigned so that call agents now interact with merchants.

Online and Mobile Banking We offer state-of-the-art online and mobile banking services. We were the first bank in 

KSA to offer share trading by mobile phone a few years ago. Continuing with such channel 

development commitment the Web 2.0 based online banking (Al Mubasher) was launched, 

which includes personal financial services. We will soon further upgrade our mobile services for 

smart phones to run on the Android OS. These are important strategic initiatives considering 

that a very large proportion of our society comprise youth who are technologically savvy. They 

are the early adopters who will seamlessly migrate from brick and mortar branches to electronic 

channels. Nevertheless, we continue to target our entire retail customer base through SMS and 

email shots on the benefits of non-branch virtual channels which are indeed mutually beneficial 

to both the customer and the Bank.

Management Discussion and Analysis
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Corporate Banking The Group delivers a wide range of business solutions to corporate customers and Financial 

Institutions (FI) through Shariah compliant products and services. Corporate customers range 

from large corporate, mid corporate and commercial organisations to Small and Medium 

Enterprises (SME).

The products include financing for working capital, trade finance, cash management and term 

financing as well as specialised products that are tailor made for a specific purpose.

Trade finance offers a full range of products and services including documentary credits, 

Musharaka contracts, documentary collections, shipping guarantees, export negotiations, export 

letter of credit advising/confirmation, guarantees, import finance and export finance. Cash 

management includes aspects such as cash collection, payroll, dividend distribution, direct debit, 

cash deposit and Muqeem. 

Initiatives and  
Achievements

To promote customer loyalty we continued to conduct regular customer focused events and 

information sharing seminars across the region. These serve to educate customers on current 

trends and practices, especially on topics such as trade finance and cash management, and also 

create awareness of our various products and services that they may avail of.

To improve efficiency, we introduced an internal portal for Al Rajhi Bank trade finance 

management that measures the ‘turnaround time to the customer’. Through this we track 

and benchmark our performance in carrying out the various activities to process customer 

transactions. Going further, a window for financing import bills received under letters of credit 

was added during the year. This complements the existing import finance option against 

import collections.  

The existing customer front end, e-Corporate, was enhanced as part of a new release to include 

various facilities which were previously provided only by the normal banking channels. Other 

enhancements include the introduction of an SMS alert for cash management transactions and 

the substitution of existing hard tokens with soft tokens to improve the security of electronic 

transactions carried out by corporate customers from anywhere in the world. The latter also 

fulfils the multi authentication requirements of SAMA.

By highlighting the availability and convenience of our state-of-the-art e-banking channels 

we continued to move a significant volume of customer business to paperless transactions for 

mutual benefit.

Management Discussion and Analysis
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Treasury The Treasury provides services and products to the Bank’s customers and manages the Bank’s 

own liquidity and market risk requirements. It operates in both local and international foreign 

exchange and money markets to source funding and appropriate investments to enable the 

Bank to operate within its prudent guidelines as well as those of regulators.

Dealing in over 40 currencies and as a leading player in the foreign exchange market in the 

region, Al Rajhi not only adds depth and liquidity to the market but also provides visibility to the 

Al Rajhi Group in each of these offshore markets. This has helped the Bank to be the leader in FX 

revenues. In addition to traditional activities, Treasury also supports other departments of the 

Bank and their customers to facilitate Shariah compliant banking structures.

The financial markets in which the Bank operates are becoming more competitive with new 

entrants aggressively competing for market share.  Demanding changes in the regulatory 

environment are increasingly impacting the way the Bank assesses and manages its risks.  As 

with all other banks, globally, Al Rajhi Bank is continually reassessing its funding mix and liquidity 

management framework.  The strong growth in lending assets, including potential longer term 

products such as mortgages, coupled with recovering markets offering customers broader 

investment choices, means that Treasury will need to continue to work on developing alternate 

funding sources.

Treasury expanded its physical presence in KSA by establishing a sales desk in the Eastern Region 

to provide a better access for local corporate customers. We are evaluating the prospects of 

opening another in the Western Region.

Considerable work was undertaken in 2012 to broaden the investment and liquidity 

management options of the Bank through Shariah compliant products. It is anticipated that 

many of these will be operational in 2013.

Investment Services  
and Brokerage

Investment banking advisory services, brokerage and asset management are provided through 

Al Rajhi Capital Company (ARC), a wholly-owned subsidiary of Al Rajhi Bank.

Management Discussion and Analysis
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Management Discussion and Analysis

Brokerage ARC’s brokerage ranks No. 2 in market share in the Kingdom. It also offers trading in major 

GCC and international stock markets and Sukuk, which can be accessed through phone or 

Internet services. Other delivery channels include Automated Phone Trading, trading through 

mobile and telephone as well as specialised Central Trading Units that cater to clients with high 

trading volumes.

ARC occupies the top position in brokerage profitability through a prudent balancing of risk, 

reward and market share. Brokerage has cemented its leadership position and market share by 

investing in technology and new products. Commissioning of the new internet platform using 

Web 2.0 Technology during the year, which is the first in the Kingdom, helped ARC to move 

to No. 2 position within the Internet channel in terms of revenue. Other initiatives undertaken 

during the year included cross selling of asset management products through investment 

centres and strengthening the legal and compliance process with the full automation of the 

Power of Attorney System. 

Asset Management ARC is among the top five asset managers in KSA, and offers both packaged as well as tailor 

made investment products to meet the diverse investment needs of investors. 

Significant initiatives during the year included launching of the Al Rajhi MENA Dividend Growth 

Fund, consolidation of existing Funds to provide a more relevant and focused product range to 

the customers, replacing the Sub – Manager and Custodian of the Al Rajhi Global Equity Fund 

with Credit Suisse AG, Zurich and appointing HSBC, Saudi Arabia for custody services of Sukuk 

securities invested through the Funds managed by the Company.

ARC Mutual Funds have been recognized and awarded consistently for their outstanding 

performance over the years by industry leaders, with the latest addition being the Saudi Arabia 

Asset Manager of the year 2012 from the Global Investor Magazine.
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Management Discussion and Analysis

Investment Banking ARC’s investment banking arm offers strategic financial advisory services that include fund 

raising and debt/corporate restructuring services. Re-affirming its position as a leading provider 

of corporate finance advisory services as well as lead manager to publicly listed and privately 

held companies, ARC closed, among others, two notable transactions during the year, namely, 

the JODC Syndicated Loan of SAR 5 billion and the Zain Rights Issue of SAR 6 billion. In total, ARC 

was mandated on transactions with a collective value in excess of SAR 15 billion (USD 4 billion).
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Management Discussion and Analysis

International Business 
 Development

Going beyond product diversification, expansion of operations overseas represents Al Rajhi 

Bank’s market diversification strategy. It helps the Bank to broaden the revenue base, thereby 

diversifying the sources of revenue rather than being dependent on the Kingdom only. It 

also reflects the Bank’s vision to identify and capitalise on opportunities available in different 

geographic areas and jurisdictions. It gives the Bank entry into the emerging markets which 

have the potential to be larger markets. Our presence in these markets some of which are 

very demanding and challenging sophisticated markets help us to understand them. The Bank 

presently has operations in Malaysia, Kuwait and Jordan while plans are afoot for commencing 

operations in two other countries. Although the contribution of international business is 

relatively small as of date as shown in the table below, the Bank is confident that once they 

consolidate and stabilize their operations, they will start contributing to the bottom line in the 

medium term.

Contribution of International Business (SR)

2012 2011

Operating income 274,759,293 265,705,897

Total comprehensive income (31,996,184) (40,152,441)

Total assets 10,771,374,130 8,303,364,560

Financing (Retail & Corporate)* 6,495,551,208 4,719,877,569

Financing (inclusive of Treasury)** 7,298,552,953 5,419,489,897

Customer deposits 3,433,613,669 2,839,869,615

* Include retail and corporate only without treasury
** Include all financing
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Sustainability Report

The Bank’s core values drive our business strategies, and they are central to everything we 

do. They provide us the commitment to create superior and sustainable long-term value for 

shareholders and broader stakeholder groups - which include customers, employees and their 

families, business partners and society.

Unless otherwise specified the boundary pertaining to this section on sustainability is limited 

to the Group’s operations in the Kingdom of Saudi Arabia, i.e. Al Rajhi Bank and its wholly-

owned subsidiary Al Rajhi Capital (ARC). A significant exception is our discussion on economic 

performance, where the boundary is the Al Rajhi Group as defined in the consolidated financial 

statements.

Economic performance

Value addition The statement of value addition and distribution of the Al Rajhi Group given below shows the 

flow of capital among different stakeholders. It is thus an indicator of our contribution not only 

to shareholders but also to the sustainability of a larger economic system.

Statement of Group value addition and distribution

FYE 2012 FYE 2011

SR million % SR million %

Value added

Income from banking services 13,936.74 12,441.66

Cost of services (1,257.29) (1,110.04)

Value added by banking services 12,679.45 11,331.63

Non-banking income 46.28 60.46

Impairment charge for financing and other (2,319.17) (1,645.14)

Total value added 10,406.56 100 9,746.94 100

Distribution of value added

To employees as salaries and other benefits 2,120.12 20.37 1,960.86 20.12

To providers of capital 4,875.00 46.85 4,875.00 50.02

To government as Zakat 850.00 8.17 750.00 7.69

For expansion and growth 2,561.41 24.61 2,161.08 22.17

For community investments 0.03 0 0 0

Total value distributed 10,406.56 100 9,746.94 100
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Sustainability Report

Development of  
the SME sector

We fully recognize the diverse nature and the value of the SME sector as they are the very 

backbone of regional economies. Taking cognisance of the pivotal role the vibrant SME sector 

plays in the Kingdom in generating employment, driving economic growth, increasing cross 

border trade and fostering the spirit of entrepreneurship, we have developed a number of 

Islamic products for financing, trade finance and cash management in accordance with both 

international standards and Shariah requirements. Our contribution to this sector has resulted 

in entrepreneur development, direct and indirect employment creation and capital formation 

in the periphery. The type of economic activities supported includes trade, services and 

manufacturing.

Risk and its management Risks are very much part of the banking industry, and they have a direct impact on a bank’s 

financial performance and growth. This in turn has a direct and indirect impact on the economy 

and society at large, as one currently witnesses the contagion effects of a financial crisis 

triggered in the US that is now engulfing country after country across the euro area.

Al Rajhi Bank employs a comprehensive and systematic process to identify, analyze and contain 

the various types of risks it is exposed to. The process essentially involves agreeing on various 

risk thresholds based on the Bank’s risk appetite and then implementing strategies to generate a 

superior long-term return to shareholders. 

Risk management is performed under policies approved by the Board of Directors and in close 

cooperation with the Bank’s operating units. The most important types of risks identified by the 

Bank are credit risk, liquidity risk, market risk and operational risk.  Market risk includes profit rate 

risk, foreign currency risk and price risk .

A more detailed discussion on financial risk management is given in Note 25 to the consolidated 

financial statements, while Note 26 and the Operations Review provide an assessment of 

concentration risk in terms of products and markets.

In addition, the Bank maintains an up to date Disaster Recovery & Business Continuity plan that is 

periodically subject to dry runs. The Bank also has a fully serviced disaster recovery site. Training 

sessions for senior management are conducted regularly, including internal communications 

that are rolled out across the Bank as needed.
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Environmental  
stewardship

As a financial institution, the nature of our operations does not pose a serious threat to the 

environment, other than the direct and indirect greenhouse gas emissions that arise from 

purchased inputs. In this respect, we continue to seek ways to minimize negative environmental 

impacts through three approaches, namely, controlling resource consumption, ensuring 

responsible investment and supporting environmental initiatives targeting the broader 

community.

Resource consumption The consumption of purchased energy and materials with significant environmental impact 

is largely managed through good housekeeping practices. They include adopting energy 

efficient technologies and practices to control electricity consumption, minimizing the usage 

of paper by switching to email and intranet for communications as far as possible, e-based 

archiving instead of printing, avoiding wasteful use of water, recycling used paper and disposing 

waste responsibly. We also encourage the use of online services for customers, which not 

only eliminate paper but also provide other benefits in terms of lower costs to both parties, 

convenience, and speed.

Responsible investment The Bank and ARC make direct investments as well as provide financing to customers in the 

normal course of business. Such investments, particularly those above a specified threshold or 

those in a defined sector, are inter alia subject to an assessment of the environmental and social 

impacts before a decision is taken.

Generally, this would mean an assessment of whether the project has been designed to prevent 

or minimize pollution, and have acceptable measures for waste disposal or recycling, water and 

energy conservation, climate protection and product responsibility. Social safeguards include 

aspects such as compliance with labour laws of the Kingdom, provision of worker health and 

safety, prevention of child labour, non-discrimination at workplace, checks on sexual harassment 

and minimizing any negative impact on local communities.

Employees Our human capital is without doubt a major component of our success. Guided by Shariah 

principles, we remain committed to acquiring, developing and retaining an appropriate talent 

pool to meet the requirements of our strategic objectives. We encourage diversity and work - life 

balance. Likewise, we make sure that employee health and safety are treated with importance, 

while having a zero tolerance policy on child labour and discrimination in any form.

The discussion that follows pertains to Al Rajhi Bank, which constitutes our banking business in 

Saudi Arabia.
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Employment type 
 and diversity

Workforce by gender as at December 31, 2012

Managerial Other Total number of employees

Male Female Total Male Female Total Male Female Total

KSA 505 10 515 7,734 788 8,522 8,239 798 9,037

Workforce by employment grade, type and gender as at December 31, 2012

Permanent Contract/casual/part time Total number of employees

Male Female Total Male Female Total Male Female Total

Executives 33 33 N/A N/A 33 33

Senior Management 98 1 99 N/A N/A 98 1 99

Middle  
   Management

374 9 383 N/A N/A 374 9 383

Others 7,734 788 8,522 N/A N/A 7,734 788 8,522

Total 8,233 798 9,037 8,233 798 9,037

Recruitment The Bank is fully committed to the Kingdom’s policy on hiring Saudi nationals; by end 2012 87.3% 

of our staff strength were nationals (2011: 87.3%, 2010: 86%). The Bank maintains a steady overall 

employee turnover rate relative to other Saudi banks. Our participation in local and international 

career exhibitions, as well as our recruitment website continues to attract good quality potential 

employees to the Bank. 

Saudiazation

87%
2011: 87%
2010: 86%
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Employee learning and  
development

Our interactive e-Learning platform was further developed to facilitate large numbers of staff 

being trained on mandatory and non-mandatory courses. This has proved to be not only 

cost effective for the Bank, but also convenient for the trainee in terms of scheduling with 

other priorities.

In addition, the Bank continues to expose targeted individuals and groups to specific training 

programmes and workshops to complement e-Learning. Statistics pertaining to such 

programmes are given below:

Training provided during FYE 2012

No. of employees No. of person-hours of training

Male Female Total Male Female Total

Mandatory 1,653 376 2,029 79,344 18,048 97,392

Non-Mandatory 2,470 100 2,570 39,520 1,600 41,120

e-Learning 3,119 609 3,728 – – –

Total 7,242 1,085 118,864 19,648

Performance and  
recognition

Meritocracy is one of the value drivers of the Bank. It is about defining, differentiating and 

reinforcing excellence and talent in people, both individually and collectively, to enable them to 

go beyond customer expectations.

Evaluating and rewarding  
performance

Al Rajhi Bank has adopted the globally recognized “Balanced Scorecard” methodology to set 

appropriate “Key Performance Indicators – KPIs” for each employee and to efficiently monitor 

progress against agreed KPIs. The Bank has implemented an online system (Performance 

Appraisal & Career Enhancement – PACE) in order to assist with this exercise.  The PACE system 

consists of the following stages: 

Performance  
Planning Stage:

At the beginning of the year, each employee discusses and agrees with the line manager KPIs 

which are Specific, Measurable, Achievable, Relevant, and with a Time frame. All KPIs are linked 

with the Departments and Bank’s overall Goals and Targets.

Mid-Year Review Stage: This exercise is carried out to ensure that employees are progressing well against the agreed 

deliverables and any areas for further improvement or change of direction will be identified and 

addressed by mid-year.

Sustainability Report
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Final Review Stage: Each employee will meet with the line manager to assess and discuss the achievements and 

challenges faced during the year, against the agreed KPIs. Each employee will be evaluated 

against the Bank’s rating scale as follows:

4 - Outstanding, 3 - Exceed expectations, 2 - Meet expectations, 1- Additional Development 

required and 0 - Unsatisfactory   

Al Rajhi Bank believes in a “Reward for Performance linked with market” philosophy and both 

Fixed and Variable pay awards for employees will be linked to their individual performance, the 

department’s/bank’s overall performance and the market pay conditions.

Al Rajhi Bank schemes and plans for Salary Review, Performance Bonus and Sales Incentives, 

reward employees based on performance.

Wellness and safety As measures to further enhance employee motivation and productivity we provide clean and 

attractive work environments with due attention paid to lighting and ventilation. Provision of 

safety and security, particularly for those at vulnerable points, are given paramount importance. 

We support wellness initiatives such as access to medical benefits and insurance, counselling, 

awareness programmes on health and fitness and the like while fostering social ties and 

relationships among Bank staff. The Bank follows the Labour Law on health and safety at work.

Employee benefits  
plans

As a responsible employer the Bank operates several benefit schemes for its employees. These 

benefits are benchmarked to the market and reviewed on a periodic basis. 

Social responsibility Contributing towards a better tomorrow by caring for our local communities is a value that 

drives the Bank’s corporate social responsibility (CSR) agenda. The emphasis is on understanding 

the needs of our local communities and providing them support collectively through well-

planned projects and programmes which do not single out individuals.

We maintain transparent policies on financing CSR activities which take into account aspects 

such as the credentials of the beneficiary entity, joint implementation, time bound targets with 

articulated outcomes and impacts, sustainability and empowerment of women.

Sponsoring  
social events

The Bank sponsored a number of social and economic events during the year, including:

 The Al Riyadh economic forum

 The psychological forum in Taif
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Training programmes  
for youths

As an ongoing commitment for developing youths to enter the professions, the Bank supports 

summer training courses for students from secondary schools and universities. During 2012, a 

total of 27 male and 114 female students were trained on computer skills and English language 

through the Summer Programme. The Bank also supported educational establishments under 

the Cooperative Training Programme, which resulted in 150 male and 100 female students being 

trained in the Bank’s various departments.

Encouraging talent  
amongst women

For the third consecutive year, our Ladies branches organized a painting competition for 

women to encourage their creativity and showcase their capabilities. It was a tremendous 

success, attracting over 2,000 participants from the Kingdom of Saudi Arabia, Jordan, Kuwait and 

Malaysia. Prizes were awarded for outstanding entries.

Development  
programmes

Using funds excluded by Shariah that were channelled through the clearance account, the Bank 

supported several development programmes aimed at serving society. They included:

 Construction of a building to support the studies of Islamic bank officers at the King Fahd 

Petroleum and Minerals University (SR 20 million)

 Financial assistance for a programme addressing infertility held at the King Faisal Specialist 

Hospital (SR 10 million)

 Construction of a training centre for women at the Prince Salman Social Centre (SR 1 million)

Supporting charity  
associations

The Bank supports charities and their social work in special ways, such as:

 Facilitating a donation from a Bank customer to a licensed charity through the electronic 

channels of the Bank by listing the charity’s name and account number in the payment system

 Issuing a special “Insan” credit card that permits the Bank’s customers to transfer credit card 

point redemptions and rewards in favour of charity associations

 Providing free use of the Bank’s prestigious head office premises for charities to organize 

festivals and souks 

 Creating greater public awareness of charity associations by hosting their messages on the 

Bank’s electronic channels and ATM receipts.

Promoting  
awareness

The Bank participated in several programmes on defining and discussing social responsibility 

during the year. Presentations were made in the Kingdom of Bahrain, and in the Universities 

across Riyadh and Jeddah. The Bank also participates in the social Responsibility Committee of 

Chamber of Commerce in Riyadh.

Sustainability Report
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Approach Our approach to compliance is two pronged - preventive and corrective. On the preventive 

side we work on promoting a compliance culture, updating and making available all applicable 

regulations and circulars, education and training, weekly awareness messages etc. On the 

corrective dimension, whenever violations are discovered we conduct investigations and 

organize workshops in collaboration with relevant departments to analyze the violation, provide 

recommendations and ensure the execution of corrective action plans.

Responsibility Compliance protects the reputation and credibility of the institution; protects different 

stakeholders including shareholders and depositors and provides safeguards against legal 

sanctions and other regulatory and financial consequences.

Accordingly, compliance at Al Rajhi Bank is a comprehensive and multi-faceted responsibility as 

set out in the Board-approved Compliance Policy. It starts with the Board of Directors and senior 

management and ends with all employees, each according to the powers and tasks entrusted 

to them. The Policy also defines the relationship between the compliance function and other 

control functions such as audit, risk management, legal and anti-fraud management as well as 

others including operations, human resources and customer services.

Framework Al Rajhi Bank strictly follows all rules and regulations applicable to banks operating in Saudi 

Arabia as well as those applicable in countries where our branches and subsidiaries operate. 

The former include Saudi Arabian Monetary Agency (SAMA), Capital Market Authority (CMA), 

Ministry of Commerce and other regulatory bodies. In addition, Al Rajhi Bank complies with best 

international practices such as the Basel Committee Principles pertaining to the setting up of 

compliance units at banks, resolutions or recommendations issued by the Financial Action Task 

Force (FATF), Wolfsburg Standards and others. In executing our transactions Al Rajhi Bank also 

follows applicable rules and regulations of various countries and jurisdictions such as the US 

and UK.
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Implementation The Bank maintains written guidelines to staff on the appropriate implementation of compliance 

laws, rules, standards and other relevant documents such as compliance manuals, internal codes 

of conduct and best practice guidelines. These are approved by the Board and are subject to 

periodic reviews.

The Board’s commitment and support of the compliance function within Al Rajhi Bank is further 

demonstrated through a Compliance Committee whose membership includes the CEO, Chief 

Operating Officer, Head of Retail, Head of Corporate, Chief Risk Officer, Chief Compliance Officer 

and Head of AML & CTF. The Committee’s main focus is on enhancing the compliance culture 

across all functions of the Bank, which is supported through formal training of staff, updates 

through internal awareness links and circulars as well as access to all applicable rules and 

regulations through the Bank’s intranet. The Committee is empowered to co-opt any member of 

staff as and when needed. It meets quarterly and shares its findings with the Audit Committee of 

the Board.

Relationship with 
Regulators

The Bank maintains regular dialogue with regulatory bodies, especially SAMA, to ensure full 

compliance with rules and regulations. This commitment extends to the participation in various 

platforms and forums including committees established by SAMA with members from banks 

operating in Saudi Arabia. Such participation resulted in several initiatives and recommendations 

that have helped improve the banking industry in general and the compliance culture in 

particular. Some examples are given below:

 Al Rajhi Bank’s Chief Compliance Officer chaired the Anti-Financial Crimes & Money 

Laundering Committee from October 2011 to September 2012. Notable achievements 

include the following:

 Implementing the recommendations of the FATF regarding inward and outward 

remittances and understanding the ownership structure; 

 Drafting a comprehensive framework on building an effective Risk Based Approach (RBA) 

and Business Risk Assessment (BRA) for banks operating in Saudi Arabia;

 Delivering a presentation on how to enhance due diligence through an effective RBA 

 Delivering a presentation on detecting suspicious transactions and its reporting;

 Introducing international consultancy and system service providers to all member banks to 

build a better internal control environment, with a special focus on financial fraud, money 

laundering and terrorism financing risks.
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 The Bank’s Chief Compliance Officer worked with the Institute of Banking (the training 

arm of SAMA) to develop a certified training module on Compliance, AML and Corporate 

Governance that set an industry benchmark.

Compliance Reports As an essential part of its Annual Compliance Programme the Bank issues several reports, both 

periodic and ad hoc. Some examples are given below:

 Annual report to SAMA

 This includes:

 An assessment of the level of compliance in the Bank during the period of the report

 Any changes in compliance risks

 A summary of any violations identified or shortcomings that might affect the level of 

compliance in the Bank

 A summary of recommended corrective measures to address violations or shortcomings, as 

well as the time frame for implementation

 Actual corrective measures taken

 Training programmes on compliance for Bank staff

 Adequacy of human and financial resources

 Periodic reports 

 Monthly and quarterly reports which are shared with the Audit Committee and senior 

management. These reports include topics such as:

 Relationship with the regulators 

 Compliance status

 Compliance programme

 Compliance/AML issues/initiatives/projects

 Support needed from management 

Compliance Report
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 Compliance dashboard reports

 These are monthly reports summarizing compliance issues of the Bank and the progress 

made in rectifying any shortcomings. The reports are sent to all function heads and the Audit 

Committee. Such reports are available on the Bank website for easy reference. 

 Reports on money laundering risks

  Assessment reports are issued every quarter to business units addressing money laundering 

and terrorism financing risks. Such reports identify gaps, ineffectiveness of controls and 

recommend remedial actions. The reports are also shared with concerned functions, Chief 

Internal Auditor and CEO. These reports pay special attention to high risk products, in 

particular charity accounts, correspondent banking relationships, politically exposed persons, 

remittance business and branches.

Compliance Initiatives 
and Projects

The Bank rolls out a series of activities each year to enhance the level of compliance in the 

Bank and ensure all compliance and AML risks are controlled effectively. Given that the nature 

of money laundering and terrorism financing risks are dynamic, there is a continuing need to 

evaluate the effectiveness of controls that also take into account recommendations made by 

international organizations.

Examples of such initiatives include the following:

 Restructuring the AML Department to cope with challenges in handling compliance 

risks, including risks associated with money laundering and terrorism financing. Measures 

included recruitment of additional staff, setting up KYC & EDD Unit and the appointment of 

compliance/AML officers in vulnerable business units.

 Introducing a new AML monitoring system to detect suspicious transactions

 Updating the Bank’s customer database to ensure proper classification and more effective 

implementation of RBA

 Establishing a Compliance Dashboard which provides a high level view on all compliance issues

Compliance Report
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 Creating an in-house AML management system to report suspicious transactions by business 

units and track progress made

 Updating the AML & CTF Policy of the Bank to incorporate local and international regulatory 

updates, including the acceptance policy of high risk customers

 Updating the policies of business units to ensure all compliance/AML risks are effectively 

controlled

 Developing new policies which enhance compliance/AML culture within the Bank, including 

‘Know Your Employee’ (KYE) and the Conflict of Interest Policy

 Developing an electronic system for archiving compliance documents, files and internal and 

external communications for the purpose of retrieving documents easily and safely. 

Going forward, the implementation of the US Foreign Account Tax Compliance Act (FATCA) 

requirements will be one of the major projects that the Compliance Department of the Bank will 

be driving.

Compliance with  

Financial Reporting

The Bank maintains a specialized unit to govern all financial policies and set the framework for 

compliance with the International Financial Reporting Standards. The unit disseminates the 

directives and guidelines issued by regulators across all Al Rajhi Bank companies. It also ensures 

governance and adoption, and oversees all Shariah policies, banking conventions and internal 

guidelines.

Compliance Report
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Compliance with  
Shariah Principles

The Bank’s independent Shariah Board, formed and ratified by the Constituent General Assembly, 

ensures that all Bank activities are compliant with Islamic Shariah. The Shariah Board is served by 

two departments.

The Shariah Counsel Department reviews all products, agreements and contracts of other 

departments in the Bank, and submits the necessary subjects of research and studies to be 

presented to the Shariah Board. It participates in creating and developing Shariah compliant 

products and finding appropriate legal alternatives where applicable. 

The Shariah Control Department ensures the implementation of the Shariah Board’s decisions 

through control visits to the Bank’s Head Office and branches, transfer centres, trading rooms, 

dealing rooms etc. and prepares regular reports to be presented to the Shariah Group on the 

compliance performance of the Bank. It also conducts training sessions for new employees and 

issues general and compliance related publications.

Statement of Compliance The Bank always follows applicable best practices on compliance and corporate governance 

and has in place the required systems and procedures to ensure that these are adequately 

adopted. As a result it has stayed clear of engaging in any activity contravening applicable laws 

or regulations currently in force, while maintaining an effective corporate governance framework 

within the Bank to enhance corporate accountability. Additional details may be found in the 

section titled Report of the Board of Directors given in this Annual Report.
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Report of the Board of Directors 

Distinguished Shareholders May peace be upon you,

The Board of Directors is pleased to share with you its annual report, which highlights the 

activities of the Bank for the fiscal year ended December 31, 2012. 

Despite the continuing global financial crisis, the Bank succeeded in achieving a noticeable 

growth in all its activities and in recording good results in line with local economic conditions. 

Economic indicators reflect the Kingdom of Saudi Arabia’s positive growth, which demonstrates 

the significant expansion, stability and diversification of the national economic base. 

Moreover, the economic projections for the year 2013 point to continued growth in all the 

various economic sectors, including the banking sector.

Last year, the Bank completed its 25th year with a number of achievements to its name. It 

focused on developing banking services and providing financing products that meet the 

expectations of corporate and individual customers reinforcing the pioneering role played by the 

Bank in the Islamic banking services industry.

Total Assets

in SR millions

100,000

200,000

300,000

08 09 10 11 12

1
6

3
,3

7
3

1
7

0
,7

3
0

1
8

4
,8

4
1

2
2

0
,7

3
1

2
6

7
,3

8
2

Letter from the Board of Directors  -  18 Board of Directors  -  24 Management Discussion and Analysis  -  26 Sustainability Report  -  52



57annual report 2012

Report of the Board of Directors
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1.  Financial Results In 2012, the Bank recorded SR 7,885 million in net profit, compared to the SR 7,378 million of 

2011, which is an increase of 7%. The financing net income and return on investment amounted 

to SR 9,501 million compared to SR 9,070 million in 2011, with an increase of 5%. The revenue 

on banking services reached SR 3,086 million in contrast to SR 2,298 million, which shows an 

increase of 34%. Total operating income amounted to SR 13,983 million compared to SR 12,502 

million, an increase of 12%.

The financing portfolio is characterized by its diversification in corporate and individual products. 

Its net financing reached SR 172 billion compared to the SR 140 billion of 2011, with a growth 

rate of 23%. Meanwhile, shareholders’ equity increased to SR 36 billion compared to SR 33 billion 

with a rise of 9%. Total assets reached SR 267 billion compared to the SR 221 billion of 2011 by 

way of a 21% increase. At the same time, customers’ deposit balances went up to SR 221 billion 

compared to SR 178 billion showing an increase of 24%, which reflects customer trust in the 

Bank and also the noticeable growth of its market share in the banking sector.

The Bank achieved a 3.23% return on assets, while return on shareholders’ equity amounted to 

22.54%, and profit per share reached SR 5.26.
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Return on Assets
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1.1  Impact of Bank’s Major  
Activities

The following analyzes the Bank’s total assets and liabilities, operating income, expenses and net 

income for the two years ended on December 31, 2012 and 2011.

2012 (SR ’000)

Retail Corporate Treasury Investment Total

Total assets 128,452,440 54,591,453 81,303,527 3,035,142 267,382,562

Total liabilities 173,997,759 54,324,761 2,517,174 74,131 230,913,825

Total income from operations 9,556,617 1,925,775 1,250,441 1,250,184 13,983,017

Total operating expenses (4,422,632) (1,355,078) (48,849) (271,752) (6,098,311)

Net income 5,133,985 570,697 1,201,592 978,432 7,884,706

2011 (SR ’000)

Retail Corporate Treasury Investment Total

Total assets 104,231,281 47,556,774 64,668,892 4,274,138 220,731,085 

Total liabilities 154,796,852 28,307,169 2,897,285 1,241,049 187,242,355 

Total income from operations 8,847,921 1,831,557 1,107,327 715,314 12,502,119 

Total operating expenses (3,689,385) (1,083,848) (42,476) (308,142) (5,123,851)

Net income 5,158,536 747,709 1,064,851 407,172 7,378,268 

Report of the Board of Directors
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Summary of net results of operations for the past five years (SR ’000)

(SR ’000)

2012 2011 2010 2009 2008

Total assets 267,382,562 220,731,085 184,840,910 170,729,729 163,373,224 

Financing and investment, net 212,821,539 179,115,784 148,311,549 139,286,715 142,287,129 

Total liabilities 230,913,825 187,242,355 154,523,121 141,988,845 136,341,425 

Total equity 36,468,737 33,488,730 30,317,789 28,740,884 27,031,799 

Deposits 221,342,916 177,732,952 143,064,037 122,861,840 118,741,042 

Net profit 7,884,706 7,378,268 6,770,829 6,767,228 6,524,604 

Share profit 5.26 4.92 4.51 4.51 4.35 

1.2  Geographical Analysis of 
Revenues

The Bank’s net income is derived from both its local and international activities.

Inside KSA Outside KSA

(SR ’000) (Asia)

7,899,737 (15,031)

There are no debts owed by the Bank upon request or otherwise.
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2. Subsidiary Companies The Bank owns several subsidiary companies that contribute to managing its activities and 

diversifying its revenues. The following table describes the percentage and the nature of the 

companies’ ownership as per the year ended on December 31, 2012:

 Ownership % Type of 
activity

Country 
(place of 
operation)

Country 
(place of 
establishment)

2012 2011

Al Rajhi Financial Services Company 100% 99% Financial services KSA KSA

Al Rajhi Banking & Investment  
   Corporation (Malaysia) BHD

100% 100% Banking services Malaysia Malaysia

Al Rajhi Banking Investment  
   Company (Kuwait)

100% 100% Financial services Kuwait KSA

Al Rajhi Banking Investment  
   Company (Jordan)

100% 100% Banking services Jordan KSA

Al Rajhi Takaful Agency 99% 99% Insurance services KSA KSA

Al Rajhi Development  
    Company Ltd. (Riyadh)

100% 100% Real estate KSA KSA

The Bank confirms that there are no shares and debt items issued for each subsidiary company.

Report of the Board of Directors
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3. Dividend Distribution After the deduction of all overhead expenses and other costs, the Bank distributes the specified 

annual net profits, arranges the necessary reserves to confront doubted debts, investment losses 

and urgent commitments for which the Board of Directors evaluates the risk level under the 

Bank’s monitoring laws and regulations, and SAMA rules and instructions:

a. The due zakat amounts scheduled to be paid by shareholders are calculated and the 

company distributes them to designated parties.

b. The Bank transfers no less than 25% of what is left from the net profits to the following year 

after deducting the zakat of the regular reserves so that the mentioned reserves become 

equal – at least – to the paid capital.

c. It allocates no less than 5% of the paid capital to next year’s transferred amount of profits 

after deducting the regular reserves and zakat. This is to be distributed to shareholders 

according to what the Board of Directors suggests and what the General Assembly approves. 

If the percentage left from the profits due to shareholders is insufficient to pay the above-

mentioned percentage, the shareholders cannot claim to pay it during the next year(s) and 

the General Assembly cannot decide to distribute a bigger percentage of profit than the one 

suggested by the Board of Directors.

d. After allocating the amounts mentioned in items (a), (b) and (c) the rest will be used according 

to the suggestion of the Board of Directors and the decision of the General Assembly.

Report of the Board of Directors
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The profit shares are paid to shareholders in the time and place defined by the Board of Directors. 

The company has the right to withhold the due profit shares of any shareholder and to use them 

as payment in case the shareholder has debts and commitments yet to be made to the Bank.

After the deduction of all overhead expenses and other costs, the Bank distributes its net profits 

under article (41) provision of the Bank’s main regulations and related laws. As a result of its 

outstanding performance and achievement in terms of net profits, this year - thanks to Allah - 

the Board recommends distributing its net profits as follows:

Description (SR ’000)

2012 profit 7,884,706

Profit from 2011 32,279

Interim dividend distribution during the first half of the year,  
   at the rate of SR 1.25 per share 1,875,000

Proposed dividend distribution during the second half of the year,  
   at the rate of SR 2 per share 3,000,000

Transfer to legal reserve 1,043,549

General reserve 0

Zakat accruals 850,000

Profit to be transferred to next year 1,148,436

4. Board of Directors The Board of Directors consists of 11 members elected by the Constituent General Assembly 

every 3 years. Each member can be re-elected after completing his term in accordance with the 

Bank’s regulations. According to the definitions of article 2 of the Corporate Governance Act of 

Saudi Arabia, issued by the Capital Market Authority, members are classified as follows:
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4-1 Classification of the  
Board of Directors Name Function(s) Membership type Membership in other 

joint stock companies

Sulaiman bin Abdulaziz Al Rajhi Chairman of the  
Board of Directors

Non-Executive member Yanbu Cement 
Companies, NADEC 
Agricultural Company

Abdullah bin Sulaiman Al Rajhi Board of Directors Member Executive member Al Rajhi Takaful Agency

Sulaiman bin Saleh Al Rajhi Board of Directors Member Non-Executive member 

Abdullah bin Abdulaziz Al Rajhi Board of Directors Member Non-Executive member 

Salah bin Ali Abal Khail Board of Directors Member Non-Executive member

Bader bin Mohammed Al Rajhi Board of Directors Member 
(representative of Manafea  
Holding Co.)

Independent member

Mohammed bin Abdullah Al Rajhi Board of Directors Member Non-Executive member Tabuk Agricultural 
Company

Ali bin Ahmed Al Shidi Board of Directors Member Independent member 

Saeed bin Omar Al Issaee Board of Directors Member Independent member Yanbu Cement Company, 
Sahara Company, Sanadh 
Company

Mohammed bin Othman Al Bishr Board of Directors Member Independent member

Abdulaziz bin Khaled Al Ghefaily Board of Directors Member 
(representative of General  
Organization for Social 
Insurance)

Non-Executive member Savola Company, Harfi 
Company

- There are no arrangements or agreements made under which any of the members of the 

Board of Directors or Senior Executives waived his salary or compensation to the Bank.

- There are no arrangements or agreements made under which any of the Bank’s shareholders 

waived any of his profit rights.

- According to the Bank Regulation Act No. 28 the Corporate Governance have facilities 

through the financial regulations of the Bank.
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4-2 Number of Sessions  
& Attendees

The Board of Directors held the following seven sessions during 2012:

No. Date No. of
 attendees

% 
attended 

Absent 
members

1. 17/01/2012 10 91% Abdulaziz bin Khaled Al Ghefaily

2. 04/03/2012 11 100% –

3. 13/05/2012 11 100% –

4. 15/07/2012 11 100% –

5. 24/09/2012 10 91% Bader Mohammed Abdulaziz Al Rajhi

6. 18/11/2012 11 100% –

7. 26/12/2012 10 91% Saeed bin Omar Al Issaee

Number of each member’s attended sessions during 2012:

Name Attended 
sessions

Sulaiman bin Abdulaziz Al Rajhi 7 Sessions

Abdullah bin Sulaiman Al Rajhi 7 Sessions

Sulaiman bin Saleh Al Rajhi 7 Sessions

Abdullah bin Abdulaziz Al Rajhi 7 Sessions

Salah bin Ali Abal Khail 7 Sessions

Bader Mohammed Abdulaziz Al Rajhi 6 Sessions

Mohammed bin Abdullah Al Rajhi 7 Sessions

Ali bin Ahmed Al Shidi 7 Sessions

Saeed bin Omar Al Issaee 6 Sessions

Mohammed bin Othman Al Bishr 7 Sessions

Abdulaziz bin Khaled Al Ghefaily 6 Sessions

4-3 Committees of the  
Board of Directors

The Board of Directors executes its functions and missions through major committees formed by 

Board Members. The Audit Committee consists of 5 non-executive Board Members.
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4-3-1 Executive Committee: The Executive Committee, headed by the CEO, carries out all the functions and authorities the 

Bank entrusts it with, including: credit facility approvals; cancellation of debts and all losses that 

go beyond the competence of the Bank’s High Credit Committee; the selling of real estate; and 

the approval of contracts that go beyond the authority of the Bank’s working committees and 

CEO. It also studies all matters that require a Board recommendation or decision. The Committee 

held 7 sessions in 2012 and its members are, Sulaiman bin Abdulaziz Al Rajhi (President), 

Abdullah bin Sulaiman Al Rajhi, Salah bin Ali Abal Khail, Sulaiman bin Saleh Al Rajhi, and 

Abdulaziz bin Khaled Al Ghefaily.

4-3-2 Remuneration &  
Rewards Committee:

This Committee is formed by 3 members: Salah bin Ali Abal Khail (President), Sulaiman bin Saleh 

Al Rajhi and Abdulaziz Al Ghefaily. It is in charge of functions assigned to it through executive 

by-laws. The Remuneration & Rewards Committee’s main purposes include: to recommend the 

selection of Board Members or Committee members; to fill vacant positions according to the 

adopted policies and criteria; to conduct the annual review that defines the required needs of 

suitable membership skills; to review the Board’s structure in order to define its strong and weak 

aspects, and submit recommendations accordingly; to set clear policies that determine salaries 

and remunerations for members and senior executives; and present an annual recommendation 

to the Board regarding the annual budget for the special remunerations and incentives of senior 

executives. This Committee held 2 sessions in 2012, and also published 12 Nos of statements.

4-3-3 Audit Committee: The Audit Committee plays a fundamental role in helping the Board of Directors meet its obligations 

by performing all supervision and governance matters related to financial audit, managing the 

internal review according to the Bank’s possible risks, and review the competence, independence 

and performance of internal and external auditors. It also works on improving and developing 

supervision norms, and subsequently the protection of shareholders’ equity through the following: 

the study of consolidated financial statements, accountability policies, internal supervision system, 

and making recommendations in this regard; also the supervision of the management of internal 

review, studying reports and verifying efficiency and independency, recommending to designate 

external auditors, studying their plans, defining their salaries, and deciding on their dismissal and the 

execution of tasks or other missions assigned to it. The Audit Committee held 5 sessions in 2012, and 

its members consisted of: Sulaiman bin Saleh Al Rajhi (President), Sultan bin Mohammed Al Sultan, 

Ali bin Ahmed Al Shidi, Abdullah bin Ibrahim Al Sayyari, and Mohammed bin Ghazi Al - Thamam.
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4-4 Ownership of Board Members & 
Senior Executives

Changes in ownership percentages for Board Members and their families are defined as shares, 

Bank’s debt items, or any of its subsidiary companies.

Table 4-4-1: Description for any interest of the Board Members and their families (wives & 

children) are defined as shares, Bank’s debt items, or any of its subsidiary companies.

No. Name No. of shares
at beginning 

of year

No. of shares 
at end of year

Net 
change

% of 
change

1 Sulaiman bin Abdulaziz bin Saleh Al Rajhi 301,780,074 301,997,157 217,083  0.07%

2 Abdullah bin Sulaiman bin Abdulaziz Al Rajhi 30,165,283 30,165,283 –  0.00%

3 Abdullah bin Abdulaziz bin Saleh Al Rajhi 90,230,427 90,839,996 609,569  0.68%

4 Mohammed bin Abdullah bin Abdulaziz Al Rajhi 5,888 1,021,788 1,015,900  17,253.74%

5 Sulaiman bin Saleh bin Abdulaziz Al Rajhi 34,141 3,694,857 3,660,716  10,722.35%

6 Saeed bin Omar bin Casim Al Issaee 2,608,155 2,394,155 -214,000  -8.21%

7 Ali bin Ahmed bin Ali Al Shidi 298,111 400,000 101,889  34.18%

8 Salah bin Ali bin Abdullah Abal Khail 1,260,000 1,260,000 –  0.00%

9 Mohammed bin Othman bin Ahmed Al Bishr 399,777 399,777 –  0.00%

10 General Organization for Social Insurance 148,694,166 148,694,166 – 0.00%

11 Abdulaziz bin Khaled bin Ali Al Ghefaily  
   (insurance representative) – – –  0.00%

12 Manafea Holding Co. 32,752,680 30,751,184 -2,001,496  -6.11%

13 Bader bin Mohammed bin Abdul Aziz Al Rajhi  
   (representative of Manafea Holding Co.) – 152,565 152,565  0.00%
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Table 4-4-2: Description for any interest of Senior Executives and their families (wives & children) 

are defined as shares, Bank’s debt items, or any of its subsidiary companies.

No. Supervising party No. of shares 
at beginning of year

No. of shares 
at end of year

Net 
change

% of 
change

1 Suliman Abdulaziz Azzabin 795 2,721 1,926 242.26

2 Saeed Mohammed Al-Ghamdi 7,197 Resignation date: 
04/03/2012

– 0.00

3 Ahmed Bin Saleh Al-Khaleefy 1,250 3,469 2,219 177.52

4 Waleed Abdullah Al-Moqbel 15,000 30,000 15,000 100.00

5 Abdullah Abdul Rahman Al-Namlah 1,023 3,176 2,153 210.46

6 Damian Philip White – – – 0.00

7 Adnan Abdullah Al-Olayan 2,576 – -2,576 -100.00

8 Khaldoon Abdullah Al-Fakhiri 1,125 Ending 
Membership date:

01/09/2012

– 0.00

9 Tariq Abdullah Hassan Al-Naeem Membership date: 
20/11/2012

– – 0.00

10 Ali Ahmed Abdullah Al-Karni Membership date:
 17/04/2012

– – 0.00

11 Anand Murthi Sharma Membership date:
02/09/2012

– – 0.00

Total Liabilities
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Liabilities Growth
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5.  Remunerations &  
Compensations

The Bank pays the expenses and remunerations of Board Members who attend the Board 

sessions, as well as that of the subsidiary committees under article 19 provision of the Bank 

Article of Association. It also pays salaries, remunerations and compensations to Senior 

Executives in accordance with their respective contracts and SAMA list of remunerations and 

compensations. The following is a detailed description of all expenses, remunerations and 

salaries paid to Board Members and the 7 Senior Executives of the Bank, including the CEO and 

the CFO.

Supervising party Executive Board
Members

Non-Executive
Board Members

Senior Executives
(including CEO 

& CFO)

Salaries & remunerations 0 0 9,346,120

Allowances 0 114,000 2,134,740

Periodic bonuses 0 2,760,000 4,102,433

Incentive plans 0 0 1,256,336

Other remunerations or benefits paid on  
   a monthly/annual basis 0 0 0

Total 0 2,874,000 16,839,629
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6.  Penalties & Fines  
imposed on the Bank

The Bank was not subjected to any significant penalty procedures or fines in the financial 

year 2012. Most, penalties imposed, if any, were related to operational processes and were 

successfully dealt with.

The following is the penalty statement imposed by the supervising authorities:

Supervising party No. of fines Total fines 

Saudi Arabian Monetary Agency (SAMA) 18 839,667

Ministry of Municipal & Rural Affairs 2 2,601,650

7.  Regulatory Payments The Bank’s regulatory payments during the year 2012 consist of zakat due by shareholders, 

amounts paid to the general organization for social insurance represented by the employees’ 

insurance, and taxes represented by deductible debts imposed on foreign investors.

The following table explains the regulatory payments:

Party (SR ’000)

Zakat due from shareholders 850,000

General Organization for Social Insurance 165,461

Taxes/fees or any other due payments 4,089

Total 1,019,550

8.  Employee  
Benefits & Plans

The employees’ benefits and plans are paid during or at the end of their service and according 

to Saudi Labor Laws and Bank policies. The balance for the allocations of end of service reached 

SR 549 million at the end of 2012. The Bank also provides its employees with a number of 

benefits such as:

The program of granting Bank shares to benefit selected employees is one that is dedicated to 

the Bank’s employees and its subsidiary local companies. It offers free shares to senior employees 

who the Fund’s Board decides are to be retained due to their value as human assets. This action 

enhances long-term functional relationships and provides suitable incentives to recognize 

distinguished contributions.
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Return on  
Shareholders’ Equity
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9.  Accounting Records The Board of Directors assures the following:

 Accounting records have been correctly prepared.

 The internal supervision and control system has been properly prepared and efficiently executed.

 There are no doubts regarding the Bank’s capability to carry on with its activities.

10.  Annual Audit Results of 
the Internal Control System’s 

Effectiveness

The Bank’s Internal Control System has been properly prepared and efficiently executed. It is 

subject to constant evaluations and improvement to allow for the identification of any gaps and 

meet the required level of effectiveness, key controls include:

 Existence of a series of policies and procedures, which are subject to regular updates and 

reviews to verify their sufficiency and adequacy.

 Most of the Bank’s operations are executed automatically through a sophisticated electronic 

system, which minimizes errors and fraud opportunities.

 All work and major important decisions are supervised through committees created for this 

purpose and to protect the safety and quality of the Bank’s assets.

 Existence of departments specialized in fields of audit, compliance control and risk management.
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 Existence of the Audit Committee in order to contribute to reinforcing the independence of 

internal and external auditors. This Committee receives regular reports about the activities of 

the departments subject to auditing.

 Regular supervision of the efficiency and sufficiency of the Internal Control System based on 

an annual plan approved by the Audit Committee. Aspects of Internal Control are regularly 

supervised by the auditors and tested by SAMA.

 Great attention is paid to the Internal Control System’s results and every identified issue is 

taken into consideration in order to avoid repetition of mistakes.

11.  Future Risks View for the 
Financial Year 2013

Despite the continuing global financial crisis and the subsequent international challenges it 

imposes on most industrial countries, top of which is the United States and Euro-zone countries, 

the Saudi economy is expected to continue witnessing positive growth. This is thanks to 

the financial policies that aim to increase government spending and the efforts deployed to 

contain inflation. 

Under the economic circumstances expected for 2013, particularly those that relate to increased 

government spending in vital sectors such as housing and infrastructure and contribute 

positively to the individual income average, the Bank has promising growth chances due to its 

ability to capitalize on its strong local presence.

Thus, the Bank will continue to focus on increasing its customer base by promoting both 

the Retail and Corporate Banking sectors, developing its international presence and offering 

products suitable to the needs of customers. The Bank is also working on enhancing its services 

by expanding communication channels with customers through branch networks, ATMs, call 

centers, e-services, etc.

Risks are part and parcel of the banking industry and hence the Bank’s activities are exposed to 

several financial risks that require analysis, assessment and management of one or more types of 

these risks.
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In this context, the Bank aims to balance its potential risks and returns, and minimize any 

possible negative results that might affect its financial performance. It sets policies, procedures 

and regulations related to risk management in the Bank in order to define and analyze these 

risks, then put the right control and supervision practice in place to minimize and review them. 

The Bank does this consistently to meet the challenges presented by market and product 

changes, and adopt the best banking practices. The Credit & Risk Management Department 

will continuously strive to manage the risks according to the policies adopted by the Board 

and define and assess the financial risks in collaboration with all the Bank’s departments. This 

practice has been key to the Bank’s ability to manage capital efficiently and provide strong 

shareholder returns.

12.  The Corporate  
Governance Act

The Bank works under the terms, by-laws and guidelines of the Corporate Governance Act, which 

is issued by the Capital Market Authority. The Bank’s Board has applied the Act’s obligatory by-

laws. In 2011, the Bank prepared its own Governance Act with respect to the requirements of 

the Governance Act issued by the Capital Market Authority. It is also preparing an independent 

policy related to conflict of interests and expects to adopt it before the end of the second 

quarter of the year 2012, under CMA decision no. 1-33-2011.

The Bank’s management has applied most of the guidelines and by-laws in addition to SAMA 

requirements related to remunerations and compensations, as well as what is mentioned in the 

Saudi Corporate System. Through its policies and internal procedures, the Bank guarantees its 

commitment to disclose the vital information to stakeholders such as customers, shareholders, 

suppliers, employees and borrowers. In parallel, it has a policy of banking information and data 

disclosure in accordance with SAMA regulations, and it commits to abide by CMA disclosure 

requirements. It is worth mentioning that the Bank has a policy for Social Responsibility that 

is one of the main pillars of its current activities. It is an independent department, the “Social 

Service Department”, is following up on the application of this policy within the Bank. The 

Department reports to the CEO and focuses on enhancing the Bank’s social role.
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The Bank did not apply some of the by-laws and guidelines mentioned in the Act during 2012; 

however, it is preparing to do so. They are as follows:

1. Prepare a written policy that includes clear criteria for Board Membership and implement 

it. Also set written procedures in order to share the Bank’s financial and legal aspects 

and activities with new members, as well as training them, if needed, on new legislative, 

regulatory, economic and other developments that contribute to their performance as 

members.

2. Adopt a unified policy related to authorizing privileges to the Board, which enables the 

definition of the Executive Department privileges, the decision making procedures, and 

authorization period, all the while considering that the Bank currently has several policies 

associated with the privileges given by the Board to the Executive Department Team. They 

are related to the application of HR, and risks and complaints strategies in a way that protects 

both the interests of the customers and that of the Bank.
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3. Develop the policy of defining mechanisms of compensation to those who have interests 

with the Bank in case their rights, approved by laws and regulations and protected by 

contracts, were violated. The policy also aims to clarify mechanisms of resolving complaints or 

disputes that might happen between the Bank and those with the interests.

4. Regarding the Accumulative Voting requirements, the Bank’s main system decides on the 

right of normal vote according to the Saudi Corporate System. This is why it has yet to apply 

these requirements; it needs the exceptional General Assembly’s approval because it is 

considered to be a change to the main system itself.

5. In addition, the main system does not mention the right for shareholders to get a portion of 

the Bank’s corporate assets in case of liquidation, since everything related to their rights is 

governed by the special regulations related to corporations and their liquidity.

6. Subject to the Policy on Conflicting Interests adopted by the Bank in the month of June 2012, 

Directors’ interests in contracts with the Bank will be disclosed at the meeting of the General 

Assembly in the first quarter of 2014. All these contracts are for leases on buildings being 

used for housing branches or ATM machines of the Bank.

7. The Bank promises that consideration will be given to the obligation of all persons with legal 

capacity, and they will have the right to designate others to represent them and act on their 

behalf in the Board, and refuse voting for the selection of other members. These requirements 

were included in the Governance Act as a commitment to their fulfillment.

8. Finally, all the General Assembly items of the year 2011 contained enough information to 

enable shareholders to make their decisions, except for the item regarding agreement on 

the election of the new round of Board Members. This item did not include the candidates’ 

profiles because most of the members were re-elected after getting SAMA approval, apart 

from only one new member. The Bank commits to providing the profile of any new candidate 

and presenting it to the General Assembly in the future.

13.  Auditors During the Constituent General Assembly of shareholders, dated 04/03/2012, Ernst & Young 

and PriceWaterhouseCoopers have been re-designated as auditors of the Bank’s accounts for 

the fiscal year 2012. The next Constituent General Assembly will -Allah willing- re-designate the 

current auditors or choose other ones for the fiscal year of 2013, based on a recommendation 

from the Audit Committee.
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14.  Conclusion The Board of Directors is pleased to express their pride in the positive results achieved by the Bank 

in 2012. On this occasion, the Board wants to convey its appreciation to the Custodian of the Two 

Holy Mosques, King Abdullah bin Abdulaziz Al Saud, as well as the Crown Prince, Deputy Prime 

Minister and Minister of Defence, HRH Prince Salman Bin Abdul Aziz, and our prudent Government.

The Board would also like to express its sincere appreciation to the Ministry of Finance, Ministry 

of Commerce & Industry, Saudi Arabian Monetary Agency (SAMA) and the Capital Market 

Authority (CMA) for their consistent cooperation and support in developing the banking sector, 

which manifests itself in the reinforcement of the national economy.

The Board Members present their gratitude to their eminence the Chairman, and the members 

of the Bank’s Shariah Board for their efforts and contributions in the forms of advice, patience 

and explanations on all issues presented to them with regards to the banking and investment 

activities and services offered to the Bank’s customers. The Board prays that Almighty Allah 

would most excellently reward them for their efforts.

The Board would also like to seize this opportunity to express its gratitude and appreciation 

to the honorable shareholders, correspondents and customers for their support, trust and 

cooperation, which has led to the achievement of further advancement and prosperity for the 

Bank and the Board would like to present its sincere appreciation to all the loyal Bank employees 

for their genuine efforts and devotion in accomplishing their obligations and tasks.

Board of Directors
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