Annual Report 1994




Coitents

A Tribute

Vision Statement
Financial Highlights
Key Facts abour NCB
Chairman’s Statement
Review of Activities
Audirors’ Reporr
Balance Sheer

Statement of Income
Srarement of Cash Flows

Sratement of Changes
i Partners’ Equity

Notes to the
Financial Statemenrs

Saudi Arabia’s
Capiral Market

The Managemenr
Comimittee

Divisional Management

Conracr Direcrory

SN - P

(RN Y —
0 o N -0

31

3%

41

43

The National Commercial Bank



King Fahad Bin Abdulaziz Al Saud

The Costes of the tare Hasly A

His Royal Highness Prince
B Abdulaziz Al Send

5 Pepty § ,

Mimtsrer of Defence sl Avs

and lwpecaor General




Anual Repor: 1994

A Tribute

¢ Natlonal Commerclal Bank

In vpening this Annmual Report, The National Commercial Bank pays lribnie
to the hife of the Bank's founder, Sheikh Saltm Bin Abmed Bin Mabfouz,
who died towards the end of the year.

Sheikh Salim was rruly the tounder of
banking in the Kingdom of Sand
Arabia, an incredible feat considening
has lack of formal education and =
culrural envirenment hostile to the
mast fundamental banking pracrices
until the 19508

Borm in the provinee of Hadramout,
Yemen, Salim Mahtouz lef home wich
one of his brothers when only six years
old in order te fing work to suppart his
impoverished famly,

After a series of rravel adventures thar
ook lim many thousands of kilomares
by foor and even across the Red Sen to
Afri voung Mahfauz arrived in
the H v of Mecca m 1216, Here
he tried a number of menial jobs and
teavelled the long journey hame twice

before settling in Mecca in 1922,

After warking in a shop with his
brather, Abdullah, Salim was seat o
work in the hausehold o the Kaaki
family, an encounter that was 1o shape
his future, Stubbornly refusing the
olfered job as o hauseheld help, Sabim
insisred that he should be put into the

Kaaki's manevchanging business

T rest the checky vourh, the Knaxis sent
him into the Meces soux with a gold
sovereigi to change, He came back with
mare than they expected and became

their keading currency exchanger

Such was his financial success for the
farmly thar the Kaakis astarely wok
Salim into a new financial parmnership
under his management thar was to
continue, almost withour alteration,

for the next halt century,

From a starting capizal of 2,000 gold
sovereigns, by 1949 the Mahtovz-Kaaki
venture had grown meo o magor fmancial
SUTVICES Company Wit i ‘-lll"' 3
100,000 gold sovereigns — equi

at that time 1o SRS million

A new partnership agreement gave Sheikh
Salin absolute control and the company
provided services to clients which
included the Ministey of Finance. It also
was the receiver of the government's oil
revenues and the paymaster of government
employees. But the business could not
carry the title of *Bank’ since hanks wer

stll not permited i the Kingdom.

However, Sheikh Salim had a vision of
tounding Saud: Arabia’s firse ofticially
recopnised bank and lobbied hard tor
voyal acceprance. At the samie tme, and
supparted by his customers, he wanted
it 1o be a ‘narional hank® 1o respond ta

the needs of the whole Saudi cconomy.

His efforts were eventually rewarde
when, in 1351, King Abdul Aziz [bn
Saud relented and The Natianal
Commercial Bank was empowered by
Royal Decree o year before the
foundartion of the Saud! Arabian
Monerary Ap

Sheikn Salim Bin Mahfouz steered the

growth of NCB as its General Manager
for the next three decades betore retinmg
from execurive i safter he
conrinued 1o be Y din

major policy decisions of the Bank.

During his timie at the helm of NCB. he
ntroduced many *firsts” wo the
Kingdom, including a narional housing
scheme for low income families and
bank-funded irrigation systems for
mipoverished rural arcas. Healso plaved
A majar part in tae steacraring of
government horrowings and in the
successful develapment of Saudh
Arabia’s commeraal and industrial
base. Orther family inrereses include
hospitals, health clinics, property and

sUrange

A modst man of great personal

mtegeity, Sheikh Salim was unmisversally
known in the Kingdom and beyond far
his unchallenged sepuration for
bonesty and trust alongside s

unrivalled financial acumen.

Sheikh Salin realised within his
lifetime a dream far remu

his humble beginnings. He cr

the first, and still the leading, modern
financial ipstitution i the Kingdom
and he did so while earning the
confidence, respect and friendship
of lus colleagues, his customers,

his international counterparties and

his counrry.

The legacy ot Sheikh Salim's sons
is felt by everyone who comes inra
comtact with various interests the
fanuly s pursuing, including

e Narional Commercial Bank.
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Vision Statement Loy

| The National Commercial Bank is the leading bank in Saudi Arabia.

+ NCB’s dual purpose is to enhance the value of the firm
and to serve society;

+ NCB is the first choice for customers and for talented employees:

+« NCB is primarily a commercial bank providing deposit, investment
and innovatively tailored products to retail, middle income and high
net worth customers;

+ NCB engages selectively in corporate business with a full range of
financial services for the commercial sector and specialist financial
services for large corporate clients. NCB is building a diversified
portfolio with returns commensurate with the risks;

+ NCB’s core values are customer service and reward for performance
and teamwork.
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Financial Highlights

1994 Performance
;R Millions . _I99-| l':’;.‘ i Change i Yo
Total Assers 69,468 66,718 2,753 4.1
Toral Cusromer Deposits 52,794 = 51,439 1,355 2.6
T-m:-I Liab:lities + 62,371 $9,763 2.;)8 4.4
i()ll Partners’ Equty =i 7,097 4,952 145 72.1—
Conta Agc;nunts i 57,095 '5:5_.746 11,349 4.8
t)pcxa:;n;;nrr)m: 3,569 i 3,1087 z 461 14.8
Operating Fxpenscs 7 2,873 :.—7571‘ 122 44
Net Operating Incemes S ‘6; NiE 357 339 95.0
Other Inco;rne (Expense! y ™ 71] 177;_ 146 (263) 180.1 :
Net Income { 579 503 76 15.1
==

Selecred Rarins % . e

— R
Rerurn ar parmers equity 8.2 72
BIS roral rato B ) 20.9 PAR
Partners’ uq;iu as o ol |ula; a;»els 4444444 10.2 104
;ua & Au»au;:cs as ‘% of toral lss;s - 47.6 1 11.0
secunities as % of tola‘;s;ts ]| W 2623, ) 1§ —= _1_3:5.
Liquid assers ratio 45.5 51.8
Denosits to Vl:oc;m}:“maucn 1.6 19
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Key Facts about NCB

The Naiional Commercial Bank bas:

The largest Capital Base in Saudi Arabia

240 Branches — the most comprehensive network in Saudi Arabia
30 Dedicated Islamic Banking Branches

5,200 Scaff

The latest, ‘state-of-the-art” Banking ‘lechnology

161 Automatic leller Machines — 16% of the market

1,800 Electronic Point of Sale Terminals — 18% of the market
Visa and MasterCard with ‘Revolving Credit’

‘NCB Private Banking” with offices in the Kingdom, and representarion
in London and Geneva

Overseas Branches in Bahrain and Beirut

Representative Offices in Major Financial Centres

Over 570 International Correspondent Banks

Saudi Arabia’s leading Investment Services business; wirh a range
of 24 Open and Closed-End Investment Funds

In excess of SR11 billion funds under Investment Management

¢ Qver 20,000 Investment Account Holders
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Chairman’s Statement

The Natonal Commercial Bank

For The National Commercial Bank, 1994 represented a healthy continuation
of our return to financial and strategic strength.

I am pleasec on behalf of everyone
warking with NCB, to describe several
of the mast nerable features of an
eventful year.

Ner income increased 15% over 1293
to SRSE0 million. Difficult market
conditions, meluding abrupt and
valatile mevements in financia' asset
values, render this year’s result a
creditable achievement.

Net income from eperations. before
provisions, ruse by aver 1993
to nearly SR70C million, indicaring
the conunued momentum of vur
earning power.

The Bank's risk- hted Tier | capital
adequacy ratio, as defined by the “Basle
Guidelines' far G10 countries, rose ro
17%, well mr excess of 2
required levels,

A 10% reduction in our opérating
expenditures is evidence of an aggressive
cost management programme.

Staff levels have been tecuced by 2,200
fram their peak in 1993, Annual saving
in personnel costs of more than SR200
million will be realised as a result.
Redundancics wese handled
sympathetically and mvolved generous
end-of-service payments. The process
ensured faur reaument for everyone
affecred. We disliked losing friends and
colleagues but we also accepted that the
turure musr be faced with stafr levels
that meet our needs.

As parcof the same strategy, we have
been substanually upgrading our cacre
of scasoned professienals. More thar
200 professivnals joined NCB during
rhe year, providing experience and
expertise to key areas such as technology.
treasury, corporare finance, marketing,
communications and auciting.

To enhance our talent pool and to
build for a challenging future,
exparriate supcrvisars have been
charged with the development of Saudi
narionals as 2 fundamenral
responsibility. [n a global industry, we
will always benefit from internarional
personnel bringing specialised skills.
At the sume time, NCB 15 commitzed
to the development of voung Saudi
talent; creaung oppertumues for then
ro srrengrhen eor furure rogether.

Recognising rhe need for sharing benefir
with thoss who do the most to help NCB
achieve its targets, we introduced in
1994 a performance bonus programme.
I'his SR45 million investment wall yeeld
rich dividends. This programme is one
of many ways m which NCBE s being
rransformed inco n marker-driven,
performance culture.

Helping this process, a major structural
change to how NCB manages itselt
took place during the year. From June
Ist, 1994, our traditional, regionalised
structure was replaced by cleven highly
focused divisions. These divisions

have been designed o rarger disriner

markzzs, such as Retail, Corporate
Banking, Privare Banking, etc. and ro
therchy seeve specific customer needs
elfectively, Already, there are clear
signs rhar rhis new focus has heen
well received. Increased [evels of
cemmercial depasirs and Ioans are
pleasing aspects of the year's
performance and the trend is expecred
to continue.

With regard 1o overall asset
management, we reok essential srey
adopting risk asset policies reflective of
today’s kanking environmenr. We are
installing a sophisticated portfolio
managemert system and credit control
process which are designed ra mainrain
the integrity of our
nader all marker

n porcfolic
ndirions.

Last year we further increased NCB's
investment in technology. By the end ot
1994 2lmost 65% of our customer
transactions were bemy processed by a
‘stare-of-the-ars, on-line, real-rime
system. A year earlier less than 10% of
transacrional volume was auramarad.
This system provides access to a central
database for customers, wherever they
choose ro transact thei= banking. The
effect lias Leen 1o reduce transaction
rimes for most connter services to 2
fraction of their pre-automation level
somerhing rhar research shows all our
customers appreciate. NCB plars to
have virtually 21l or its volume
transactions converted to this system
by md-19%5,




The Nationa’ Commersial Bank

In a separate project, labelled *Al Sagr’
{The Fakeon Project) inside the Bank, we
have redesigned our transaction flows
on a phased basis. Operations

previowly handled in branch ‘back
offices’, are being removed to regional
operations ventres where we can
concentrate and leverage expertise and
technology, This leaves the branches
free to concentrare encrgy on delivering
the highest standards of customer
eontact and the effective distribution of
our praducts and services,

Despite the many advances that have
been made so far, we know that there
is no room for complacency n the
intensely competitive Saudi banking
marketplace. Certain current mitiatives
will take several years of hard work to
complere hut with a clear vision,
determined will and adequare
resources, NCB will assert itself as the
leader of the banking industry in Saudi
Arabia and the Middle Fast.

The Ministry of Finance and Nanonal
Economy and the Saudi Arabian
Monetary Agency have again provided
asound banking environment which
balances regulation and control with
freedom for new ideas to flourish.
They have our gratitude for this and
their continued guidance.

On behalf of The National Commercial
Bank and its staff, 1 take this
opportunity to express our gratitude to
our customers and our banking friends
at home and abroad for their
continuing support, We are forever
conscious that it was their goodwill
and rrusr upon which this great
institution was founded and upon
which it will always depend

We celebrate the memory of Sheikh
Salim Ahmed Bin Mahfouz as a
visionary in the development of
banking in the Kingdom. We also
remember his personal commitment to
fulfilling his responsibiliries o society
as a whole. We recognise how grear is
our responsibility to sustain, in the
vears ahead, his integrity, independence
and mnitiative in shaping our future.

At a time when a great deal of change
is having to be embraced, the Bank's
staff deserve our gratitude for showing
great loyalty and dedication in securing
our future success through serving our
customers so well today

Anousl Report 1594
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Mohamed Salim Bin Mahfouws

Chairman
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The Nanone| Commeraaal Bank

Annual Report

o a

Review of Activities e

Qn June 1st, 1994, The Naitional Commercial Ban

undertaok a radical reorganisation of its management

structure with the aim of better serving its target markets.

This move from a teaditional, region.
based structure 1o a market and

funcrion based one has enabled NCB
to srreamline its operations while

enhancing its service potent:a

L be eleven divisions were: Retaul Banking,
Caerporate & Insticutional Banki
Treasury. Invesrment Services, Privare
Banking, [slamic Banking, Systems &
Opzrazons, Laternat.onal Banking,

Audit Finance & Accounting and Support
Services, Since 172 year enc we nave

dded Corpararc Commuinicarions

Rulall Banking

Retail banking underwent a vear of
purposelul change i1 1994 the: has
further equipped NCB 10 set new

dards of customer service

It was a year for new grouvad ru
new [aces and Le ys of doing

almosr zverything,

Until the midd!e of 1994, the NCB
branch network kad served all segments
of 1 banking marketr and much of the
its primary operadions wox place at
kranch level.

[# June 1924, however, the branch

network was freed to concentrate on
Letter celivery of Retal Bankiong’s -ange
et consumer onentated products and

services zo individual customers.

This was achieved by removing to
scparate business units those prodizet
aroups best maraged a5 discreet profit
cenires, such us Corporate &

2, and by focu
wherever passihle, the ancrations

Institeriona’ Ban

activitizs not suited to branch nstwe

delivery mto specialist operaticns centres,

Itis much toits credit ta ail Bank:n
nanzged suzh an immense program
of internal change while holding down
costs, launnug coipeutive
and atracting mersased evels of
siness, Most imporant, detailed
nzrket reszarch indicates chat customer
s been sustained while the
nenefirs to the consumer are beginning
0 be recagn:sed.

A prlot mode” branch v aunched

n Novemnber 1954 ac Khalidia, Jeddah,
setting new stancards for rerail banking
n the Middle East wirh its screamlined
aperariens, consumer friendy
rechnology and emphasis an nersona
contact berwerr the costomer and NCR
Armed with rhis snceessful
developmental experience, a roll o
plan for more mode! branches wil

bz iatroduced in 1995,

Cussamer Deposics &
Onber Lidiili ies
SR Blilian:

1990 1995 1991
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v of Activiti

Retail Banking condnu

Much of the new technology thac went
inte the model branch

to clients across the Kingdom g3
Electronic Par 5e es continued
its rapid expansion and product

development programme,

By the end of 1294, NCB had inst

167 Auromaric Teller Machines (AT

represerting 16% of 2ll ATMsin Sa

Arabia and increasing our transzction

by 20%
acrease the level zo 300 ATMs,

volume wer 1993 The aim far
19951s t
with emphasis on sices away from
existing NUE

improving customer accessi dility.

sranches, therely

We stare 1993 with 1,800 anint of

sale terminals 2crnss the Kingdam,
approximately 18% of the total installed
base. Wz ended 1224 by mtroducing

the [acuty for custoniers (0

Visa and Masty ds on ¢

in addit:on to their ATM cards.
We were one of only four banks ro
offer this flexibiliry.

In the last quarter of 1994, the addition
asterCard e ol
product ofler was one of the highlighes
of an ac year 1king.
The Visa agreement allows us ro he the

of Visa as well 2
tor Electronic

Viza Transaction Aequirer Rark for
merchants, while we alse added thi
‘revolving credit card’ for both Visz
MasterCard. This means we can
give ous customers the choce of ¢ earmg
balances outstanding by ¢ither full
monthly payment or by instalments.

With the intraduction o Visa and th

1 successful marketing of
zsterCacd, our overall card base

1994 Ly nearly 40% and
have ambitivus cargets tor 1993,

CB husiness principles call for a
sustained serfarmance culsure within
the Pank that transmits into ro an

outward-lock:ag, market-orient

he Naznanal Cortmeraial Bank

At

dedication o our customers, Retail
Barking and Elcctionic Banxing

a5 elsewhere in NUB,
considerably expanded ther tuming
programmes in 12
of increasing awareness cf new

systams and procecures, enkancing skil
levels and, where necessary, changing

Services,

24 with the objective

internal enlrures
tivity, the nceds of the
| the qualiry of NCP's

products and delivery to the customes,

Inall this a

customer 2

have been patamount.

Loans dvanxs

SN Bell:ans

1992 1993 1954

Corporate & Institutional Banking

The division contirues te assist the
develnpment of the Kingdom’s hasic
industries through prajeet finance and
the pravision of working capital
facilities. During the year, NC
provided facilities packages of &
million o United Sugar Company for
the first sugar cefinery (o the Kingdom
anc of SR156 mullwn for i con
d gram storage and

etion

ol the first dedic

rice processing facilicy at Jeddah

Internziional Seapor:

One of the mest exciting capitzl preject

cevelopments in the Kingdem at present:
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Corperate & Institutional Banking zonu-uc

15 the construction of a ‘swate-cl-the-art’
phanaceatical production plaac for
Glaxo Saudi Arabia at South Jeddah
NCB assisted in this major Al-Yamama
Ottser Project by making available
tacilit:es of SR14¢ millicn.

A detziled understanding of the needs of
the perrachem:cal industry has long,
been a strength of NCB. We were

pleased te be the Agent Bank and one of
three arrangers and underwriters for 2
US5$225 million Term Loan Tacilicy
for the A'-Juba:l Fertilizer Company
[SAMAD) to part binance construction

of a 2-£thyl Hexano! plant at Jubail.

Anuther maor bir 5 in this secror
5 |:rmu pal coordinator
arnd member of a six bank group that
arranged and underwrore a US3500

millien Term Loan faciliry for Sandi

involved NCB

Petralenm Company (SATY
aimosr half of its US51,08 | million
refinery expansion. At the year end,

we arranged for two more international
banks to join the group, increasing

the total sum vaderwritten to

US$700 mullion, with svndication

I January 1395,

Eqity
SR I!r lions

™ | | ‘

vor 199 e
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The cement mdustry is cne of the
Kingdenr’s most active secte
theee companies aunching sub
expansions of their production factlities
in 1994, In all three cases, NCB
supported the appeinted contracror,
Klockner-Humboldr-Deurz AG of
Germany, by providing working capita
finance and guarantees in excess of
SR1.4 hillion. § of these freilities
ere successfully syndicared in the

an and we further dircetly

supparted the three coment companies,
Arabian Cement, Saudi Cement 2ad
Yariau Cement, with etters of credit
and working capital facilities that
totalled more than SR1.5 b:llion.

In another contriburtion to the
development of the Kingdom?
infrastrucrure, NCB has hacome clos
involved with the financing of the
1SS3.9 billinn relephone sysrem
expansion contract, awarded to ATST
by the Ministry of Post Telegraphs and
Telephanes. So far, the Pank has provided
facilities of LISS735 million to fi

heusing and offices and we 2re :n
discussions with contractors over a
further US$544 million of related projects.

Cummcruiulcmcrpris: n our naticnal
and regicnal "1‘1\0 CONTINUES T@ grow
i Savola Group
za \'{lﬂ. million term loan
lity ro suppost its furure grawth
alsn underrank the consrmetior
financing of rhree McDonald'’s outlets i+

the Fastern Provines, with negotiations

contint 1 three more

NCB Corporate & [nstiturional Banking

extended its produ

management servic

as Mawazrid Group and Savela Group.

The division made available SR33 million

of acquisitian finzncis Conversior
15tries Limited wlmh included

NCR raking an equity srake in

the company. Anather fisstwasa

SR413million automebile receivable

seenritisation progeamme for Abdul
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Corporate & Institutional Banking coatinuse

Latif [ameel Company Lrd., parr of
which was offered to the local market
through NCE lnvestiment Secvices.
These transactions were generated by
blishe¢ Corporare
Firance uniz which engineers
sophisticated solutions ta complex

client problems.

Treasury

13t year was notakle as the year in
which NCB Treasury really bepan to
meet the needs of our customers for

Tteusury products and secvices,

Grears= efficiency, improved service
levels, creativicy i provicing new
products aud services and a bettes
undemstanding of che needs of customers
has also broughr increased acrivity.

Ihe size of the Tieasury operation was
increased sign:hcantly, widk o number
of top-tlight professionals joining the
division from o 2 the Bank or from
elsewhere in NCB. A new office was
cpened in Rivadh to serve customers in
tae Central and Eastern provinces anc
(e decasion was taken (o re-open Lthe
Trezsury in our Bahrain branch,

All customer-rel ties have been

focused it one group m the Treasury
called the Cliens Services Desk. les
ve the mission: “To profizably

=vice the marker informarion. halance
sheet and eash flow risk management
and treasury product nezc's of our NCP
clients”. Teamwork and mraining are
taken serously and used daly on the
Desk as che team delivers
ever higher standards of clienr serv

ient Servic

Recogisimg the ok between strong

Maney rket and Trading operacions
and a robust client business, NCB
Treasury screngthened horh funcrions
in 1994, giving further power to the

clizns servic

The Nariore | Camme reial Bank

Investment Services

In 1954, NCB Invesrment Services
rmed its place as leadzr of th
Kingdom's mutuzl fund
Providing investors with z broad range
of mncvative, lugh-qualicy funds and
avestment oppotuties combined
with prolessional advice wa Inendly,
professivral armosphere has become
the hallmars of NCBs investment amm,

Toans wod Advances by
Sector — Domaestiz [Net]
SN Melliors

NCB Investment Services now offers a
of 24 open znd closed-end funds and

is involved in raising capital for corperare
= threugh privare placements.

Funds liunched ) the year included the
NCB South East Asia Equity Fund, a
fund spec:alising in the fast-growing
markets in the region other than Japan,
This fund proved to be highly popular.
as did rhe limited period re-opening

of the NCR Internztional Rea! Fsrare
Fund 17L. The range of producrs will be
exrerdsd by new funds to be lannched
n 1995, including 2 number that fully

for= to Shariz’ principles
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Review of Activities

intensive programme ro acce
investmenr in advanced
will further enhance custom
we!l s facilirare the intreduction of n
produces ther are specifically tailosed to
individual enstomer needs
As parr of its commitment to
cadershia position, NCB In
“vices recruits the best internanonal
dvisors and ensures that its team of
ssional managers is equipped zud

tracned 1o produce superior performance,

Privale Banking

The Private
n 1993, developed healthily and o

Bankug division, Jaunched

expectations 1 1994 with the cpening
ol three vifices in the Kingdom, in
Riyadh, Jeddah and AlKhobar, and two

‘urope, in Lerdon and Geneva

Well positioned to be the Bank of
chaice for Saudi High Net Worth
Individuals, NCR

pencently-managed, discreer

ivate Ranking offers

sices under stringent cond tions
of canfidentiali hile evervone
rhroughous NCB 1s dedicated to
-ustomer confidentizlity, this basic
banking philesophy by definiton needs
to be most scrupulously observed

within Ui private bankiny environment

NCE's celationship wanagers, ¢
aikers’ in the markerplace, ofrer
vcal and international
tinancial products and servic h
trom within NCB's prc ange and
from other providers. Extensive and
continuing rescarch and training keeps

clients a bl

nkers ahead in this

rplac

B Private Banking is praving popular
rh wea'thy Saudi wemen who

appreciate the division’s home visit

Annual Repor: 1994

service by Private Banking's female
itionship managers,

ca-operation with
rporate LZ Insritutianal Renking

and other NCB divisions, identifying on

vehalf of iss clients new Iocal and
nal investment and project

financing opportunities

Islamic Banking

There has been 2 rapid rise over the
past deczdz in the number of financial
institutions offzring producis and
services that confoon to Islanic
rinciples. The worldwide acceptance
of Islam.c Banking, which Las really
evolved only since the mid-"705, now has
an estumated global market value of over

USS80 billion with a grewth race of 15%.

NCD 15 committed to supporting and
promoting its own Iskunic Baixiug
services alengswde, wd complementary
0, 1ts other Banking streams, The
nuinoer of edicated branches oper.
by the d rose 1o 27 ar the ¢

Loans and Advanee

- Intoenstienal (Net

SR Thussonds
1,540

1,400
1,300
1,200
1,100
)
200
00
700
Wl
500
400

e

rvare Sare
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Review of Acrivities

Islamic Banking

1994, from 12 at the end of 1993, and this

level of growth wil! be maintained in 1995

NCB Islzmic Banking arrracred a total
vested funds of SR1.35 billion
egories and

sectors of [slamic investment including

across the different

Murabaha, Musharaka and Mudaraba

NCB is pleased to be the underwriter and
lead sponsor of a unique study inte the
current pracrices and future of Islanue
financing being conducted by Harvaed
University in association with the

based., Tslamic Development Bank.

Il Jarvard University Islam:c
Investingnt Study’ is bringing rogether,

it 15 belivved for the first aime, the
combined expertise of Harvard’s Business
School, Law School and its Cencer for
Middle Eastern Studivs. It
Harvard academics and researchers,
working with NCB, the IDB i vthes
sponsoxs, are involved in te project,

, over 20

Ihe initial findings of t4is twao year study
are expected te be callated towards the end
o[ 1995, with publication 5y Harvard the
tolle 2 veds. As a leader in the develop-
ment of moder linancial secvices that

1dhere to Islamic principles, NCB has given

1couragement Lo this study as it wall

rthe wholz Islamic financial conunumty.

Systems B Operations

A core determining factor for the

adv, hange at NCB is the ability
te provide the operational scructure,
techna!¢ pport the
new demands of rhe markerplace

#nd systems to

Unseen by our custemers, this division
has played a pivotal re.c w enabling
beneficial change ro happen, ou tung
and w.th minimal service disrupt:on.
This makes the division very much thic
engine room of our business,

Alongside the introduction of new

syszems and new rechnalagy thar have

A
4 RO I Om B

Total Assets
SR Ri'linrs

2 1933 1494

crion
process times, the division has heen at
the centre of a massive educarion and

significantly reduced tra

training drive. This is cquipping exisring
and new NCB staf? with rhe |zzest skills
wn order to complement our investment

n few ways of previd

Of perricular note was the speed at
which Sysrems & Operarions
our brarches ta the necessary enhanced
level of antomzrsion. The plan for 1954

nverted

gave -he division a target of 14 banches
to be converted. 1n facr, an impressiv
total of 7§ branc

the year enc

es weoe complered by

The ‘A’ Sagr* (The Falcon) project,
whick moves the back office our of the
sranches and ‘nro regional centres, has
gor off to an impressive starc. Three
regional procsssing centres Were set up
- in Riyach, Jeddah and Dammam

d are proving measurably more
zZficient than the system th
[his programme continues, heinging
consicerable improvements in the time
it takes us eficiently to service the
needs of out customers, whils frecing
up the Lranches o concentrate upon
the delivery of our products and services

direct w their customers.
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Review of Activities

Internaticnal Banking

The Internerianal Division, hased in
{dah, is respansikle for monitoring
1!l the internarional aspects of the
sperations, most of which ar
-ough an exzens:ve
respondent banking network of
clasmsnranens in
89 countries. To ensure the effic.z
conduct of these activities, B
established experienced
Representatives in the world’s
financial centres, continuous
n facilizating the flow of rrade finan
usiness, following up preject finance

enquiries and markering oppertuniries.

ole is ta act as

of the Bank’s
successful domestic banking operations
woking i <lose harmony with the

other divisions of the Bank by provicing

experiziced support zbroad and keeping
constant tuch with the Bank’s overseas
Custamers, 1 have been

associared with NCB for a number of

nany of whe

In Pah=ain, hranch activitics recardo
strong, growth and NCE Rahrain
| as an underwriter, arrang
300 m:|lion
Investcorp and as co-Modareh

Morahaha ransactions for

NCB's Beizut branch was relocated
prime site and its systems upgraded
wrder to he able 1o play a greater parr in
the country’s recorstruction and in

financing tt sasing valume of trade

berween Sandi Arabia and Tchanan

Audit

he Andit Division has scen a substanrial

exdansion of its activities aver the past

year, under the dircction of David Allzrs,

who joined NCB from Citibank at ths
1993. This vear, the division

specialist units covering the Credue

s s A

Net Tuco e

SR Millions

and Treasury tunctions s well s a Risk
Assessment & Fraud Investigztion uniz.
T2 cadre of professional staff Fas bee
enhanced by rhe recruitment of b
qualified and experienced seaf
new sectians and rhe oxisting

Technolopy Audit unit

A Risk Mode! has been installed thar

identi fies and quantifies the major sis
elements of NCBs businesses while
maximising the division’s own cfficiel
Alongside this. audit rating and new
reporting procedures have brought
consistency ol coverzge, assessient.

treatment and control,

Dur:ng the year, the Audic Division

broughrir “eview a number of areas not
2C1 10 its formal seruriny

and made sign:ficant advences inachiaving

previously st

a heightened 2wareness afthe roleand
impartance of its acrivities. 1995 will see

an increase in antomation and = number of

pathfinding professional inirizrives

Support

A speeial mention must be given, when
this year of great change fo-

nents achievec in




Review of Activities

Support Servic

Support Services, the divisien that keeps

ihe Bank’s human resources policies,
avilities manage Ly admunsteat
ind legal atkairs track, Unless these

tuncticns improve as fasc as, it not
, than the parts of NCB inte-facing
the customer, our abiliry o deliver wi

march our promises.

A DEr |' ZI,Ik'\IlT\'.‘. 'l[.l‘["..‘ .[|ll'
hranch properry assets is underwzy,
with the aim of creating a darabase of
building specificarions, syatems ang
materials ta ke nsed in moderaising o

facilities management and maintenanc

We havs a ion 1o arract and keep
the very besr ralent ro be found in the
Kingdom. ¥

futnre wirh less relis

WADE T0 ZrOW OUr OW
ce upon buying in
reiate skills, while recogrising rhar

wi lways need ta have the bes

professionzl input, whasever the sourec

Investment in irfor

will help us manage our skills hase
berter; graduate t

inceshins and
traiming programmes will help

crate the development of young,

dis of talent into management, ard
we are taking steps to mod:fy structures
of pay and condizions to meet

tomocrow’s staffing nzeds.

Training ratios were substantially up,
with an increase in eonrses mailored
the needs ef cach division. Training

Saudis for tomarrow’s challerges

remains a primary comm:tment of all
mana; znd is the priority rask given
to all of the non-Szudi proZessionals
who we have brought 112 to help us wit

thenr specalist experuse.

Social Responsibility

NCE continues 1o play an actve parct i

e comtumties m which 1c operates,

the societes which it seoves, The cure

=

values o the Bank wers faunded in
respect for our fellow citizens, theis

rights and their nee

All szaff. in their business lives zad in the
COMMNUIILY, 4L€ EXPECIeC [ 2morace the
principles of service and cenduct thac
define NUB as the Bank both for and of

all parts ! vur suciety

The National Comrercial Bank pave in

1974 both sime and financial assistance
in aic of manv worthy causes, large
and small. lozal and national, from
promot:ng toad safetv to protecting
the nativnal cultuce, o so doing, the
Bank represents its sharcholders, us
d its customers in che

udi erzdicior

employ
finest or
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Auditors’ Report

To the Partners cf
The Naticnal Commurdal Bank:

We have cudired the helance sheer of
The Natonal Commercial Bank (2
generz| partnership) (the “Rank™) as
of 31 December 1994 and the related

=< of incame, changes 1

uity, and cash flows for the
year then ended, including the related
notes 1 to 23 which form part of these
fwancal statements. These lnancal
Statmencs, wosn Il;l\'.‘ Deen Jenved
[rem computerised accountizg records
utained 12 Arabic in the Kingdom of

sauc: Amabia, are the responsibility ¢
the Bank's managemzrt and have been
prepared ir accord: with the
provisions of the Rzaking Control
Regulations and snhmisted to us
rogerher wirh all the information and
explanations whics we requirsd. Our
cesponsikility is te express an opinion
on these financial szatements based on
our andit,

Our andir was canducred in accardance
with generally accepted auditing
standards. Those standards require that
we plan and perfarm che audit o obtain
reasonable assurance that the luancial
statements are free of material

FOR \VHINNEY MURRAY & CO
Dr. Abdullah Abdulcaliman Baeshen,
isteation No, 66

misstatement. An audit includes
xamiring, on a rest basis, evidence
supparting rthe amonnrs and dis g
in the firancial statements. An aodit
also includes assessing the zccounting
principles used and significant
estmates made by management, as
well as evaluating the overall finaicl
statement prescitation. We delivve thas
our audic provides a reasonable degree
ol assurance o enable vs 1 express our
opinion en the tinancial stazements.

o pur opinion, the financial statements

taken as a whole:

= prasent “arrly, in all materiz| respzcts,
the financial posiuon of the bank as
of 31 December 1994 anc the results
of its vpezations and ity cash Hows for
the year cher ended inaccordancy
with Accounting Scandards ror
Commercial Banks issued by the Saudi
Arabian Monetary Agency; and

—comply with the provisions of he
Pank ng Centrol Regulations and the
Bank’s partnership deed in so far as
thev affzct the preparation and
presentaten of the fnancial
sdlements.

FOR ISSA EL AYOUTY & CO
Accounanes and Auditors,
El saved E.-Ayouty,
Registration Ne, 36

27 February 1995

218 Ramadan 1415 H
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Te Natkonal Cammeraial Bank Svavechal Staaennt

Balance sheet

ar 31 Deczmber 1994 Gn sionsanas of Saidi Kivals)

ssels
1sn and balances with SAMA
'u¢ from banks

rading sccurities

wans and advances, net

10,378,640
357,591

; 33,043,538

1943

3474464

estment securities, net

ixed assets, net

17,887,967

475,736

3

819,574
144,553

yther real estate, net

dther assets

1,850,507

1,515,756

1,881,679

L311,809

Toral assers

69,467,835

66,713,522

Liabilitics and parrners’ cquity
iabilities

stemers’ deposits
e o banks

sther Lab:lities

52,794,449
7,449,931

51438,509

6,713,730

2,126,407

1,620,221

fotal Liabilities

62,370,787

arluers’ equity

6,000,000

Total partners’ equity

1,097,048

7,097,048

6,400,000
952 302

6,952,302

Toral liabilities and parmers' equity

69,267,835

66,71

Contra aceounts

57,094,747

45,746,433

Vo wttached motes 1 {0 &3 Yarw part of these fimavcial saatonients.
Mohamec Bin Salim Bin Mahfour

“holaman Geveral Managemen! Commitiee




Annaal e Tie Naticnal Commercial Bank

Statement of Income

for the year ended 31 Recember 1994 (i thowsands of Sandi Rivals)

Operadng income 1694
Special commissions on loans, advances and depusits 2,434,563
77.140
(Losses | gzins un truding securities (263,772
Income from investment szcuritics 864,161
Gains (losses) on other real esmare i 231,385
Danking servicss 174,908 164,587

Other 45,635 70,968

Total operating income 3,568,317

Operating expenses

Cost of [unds 3 1,1

Frovision for loan lesses 763 1‘.”J.4UU‘
Salaries and other stark-re.ared costs . 811,299 845,181
Diepreciation of fixzd ts anc other real eszate e [ 86,4932
Orher general and :dminiseresi Crise 428,579

Lotal operating expenses 2,872,696

Net income from operations 695,621 556,685

Other income (expensc)
13 er investmenr <v‘n|riri;x7 i 7;‘2@,233'
Gaws (losses) on dispusal of fixed assets 5,080
frem trading securities 49472 120

Qrther income 79,197 34,118

Daonations anc charitable contioutions (31,150} (40,578)

Zakar 5 110,000;

116,631

Net income 378,987

The attacixed votzs 1 to 23 jorei part of these fisaac steleurn’s




The Nationo! Commercial Bank

Statement of Cash Flows

tor the year endec 31 Devensber 1994 (o ihowsands of Saude Reyals,

Cash [lows [rom operatng actvities

Net income

Adjustment of ner income to net cash How “rons operating activiles:
Provision for lean osses

Lass on valuacion of invastmens secusities

Loss wu vauauon of other real estate

Deareciarion of fixed assers nad other real esrare

Anruel Kesort 1594

1994

578,987

(Gain) (035 on sale of fixed assers

Net (Tm‘rmcci decrease in operaring assers:
Due from banks

Trading scenriries

Leans and advances

Other real eszate

Other assers

Net in = ¢ [decrease) m ating habilities:
Customers’ deposits

Due e hanks

Other babilicies

Net cash flow generated from operating activities

Cash Hows lrom investing act:yiiess

Net i in investment secu=itcs
Puchese of fixed asses
Proceeds from saie of fixed assets

Ner cash faw ahserbed in iavesting activiries

Net (decrease) increase in cash and halance with SAMA

Cash and balances with SAMA at beginning of the year

4949514
1,552,584
(5,811,487)

23,834

13,947)

1,333,940
746,141
71,245
3,565,505

(4,245,207}
(156,644)

20,977

14,351,874

1316,3691

3,474,469

FAA I Ay
armen

48 v

&n
n

170,000
110,632
89,138
133
1,366,486

152,956
(300853
(1,749.710,
(73,361
1424426

(463,785
2,841,950
259,992

1,917,252

(1425.647)

(61.2=7)
231

[1486.U63)

431,219

3,042,250

Casl and balances with SAMA at enc of the year

2,958,100

3474459

Supplementary informarion on non cash acrivities:

Operating activities: wansler 160 Lracing securities o mnvestment securities
Financing acrivities: profir for distribution

Tiie attached mates | to L3 Farm: part of thase firient]

10,048,963
434241




The National Commereal Bank

Anowsl Rezors 19394

Notes to the Financial Statements o

for the year ended 31 December 1994

. General
The Nar:anal Commercial Barnk (the “Bank ™) was establiched
as a gene=al parrnership by a Royal Decree in Rajah 1362 H
(corresponding to May 1750) and was registzzed in the
commercial register under No. 1588 in Dhul [jia 1376 E1
{corresponding to July 1957), Due o the death of the pactaers
and sales of shares between their heirs, tae partnership deed
needs to he amended. The legal formaliries relaring to the
amendment of the pastrership decd, in aceordance with rhe
Regulztions for Comparies, have not besn comnlered.

The objecrives of the Bark are ro provide 21l rypes of banking
services. The Bank operates throngh 247 kranches (1993: 238
braaches) in the Kingdom of Saudi Arabia and rwo branches
Overscas.

2. Summary ot signiticant accounting policies
A) REGULATCRY
The Bank 15 subject to the Compan:es Regulations ane the
Ranking Conrrol Regularion in the Kingdom of Saudi Arabia.

The financial statements are prepared in aceordance wich
1 Banks issued by the
rabian Monetary Agency (SAMA) anc the
requitements of the General Disclosure Standard ssued by
the Ministry of Commerce.

B) ACCOUNTING CONVENTION
The financial statemenrs are prepared under the historical
cost convention,

€) SECURITIES PORTFOLIOS
The Bank maintains twe szparate and diszinct securities
folios, namely vestusnt securities’ and ‘teading

165 The designation is made by the Bans's management
kerween the rwo portfolios ar the time of purchase and no
transfers are made herween them afeer such dare unless the

management has juscifications for such transfers.

On 1 January 1994, the Bank’s management transferred
domestic quored shares amounring ro SR883 million from rhe
teading securities to the investment sccuritics at the prevailing
market value at that datz. The transfer was made in line with
the management inzention tc hold these shaves for the
purpuse of long-term investment.

The Bank’s management also transferred its international
bonds and domestic treasury bills amounting to

SRY,166 mullion from the tading securnines w the myvestment
securizies ar the prevailing marxer value at thac date. The
rransfer was made in line with the management incen

hold rhese seenritics to marnr

(i) Treding securities
es purchased for trading purposes are icitally
recorded at acquisition cost. Therealter, they are carnied at
marker value.

The realised and unre gains and losses are included in
income from operations Incame from these s

Secur

nriries is
credited to ather income.

(i) Investment secunities

Secur:ties acquired by the Bank for the purpose of investment
are revorded at actual cost. Those transferred from the trading
securitivs are staced at marke: value at the cate of tansfter,
The value of benads is adjusted ror amorrisation of premiums
and acerction of disconnts.

Amortisation and accrerion are compured using the
straight-line methad over the remaining masuriry period.
The amortised premium and discount and the income
carned by the Dank on these securities is included under
Uperatmyg mcome,

In case of a permanent diminuticr: in the value of any of the
securities, or il management expects thal s value cannot be
redeemed in full, a provision is made for the amount of
diminution. Such provision togerher with the gains and losses
asising on disposal of investment scenrities, is incded in
other inzome.

D) PROVISION FOR LOAN LOSSES

Provision for loan losses is made against loans and adyances

derermined following a review of the porrfolio thar takes into

acconnt the recaverahility of nutstanding loans and advances

21d the general econemic condition. The provisior amount is
asged to operating expenses.

The provision for loan losses is reduced by the loans written
off, the amounts of which are detenmined after management’s
review of recoverability and any related collaceral, In addition,
the prevision for lpan losses is reduced on reclassification of

non-perfarming laans o performing loars. The amounzs of
write back aze credited o operating income

Provision for 10an losses is deduerad from loans and advances
in the balance shcet




Anmual Report 1994

Nates to the Financial Statements couimiwd

for the year ended 31 December 1922

E) AXED ASSETS

Fixed assets are stated at cost. Freehold land 1s ot
depreciated. The cost of cther lixed asseis s depreciated using
the stragat-he ciethod over their expected usetul liyves, based

on the [ollowing percentagy

Buildings

Furnirure, fixvares and equipment

Fl OTHER REAL ESTATE

The Bank acquires certain real estare against sertlement of
overdue loans and advances. Such real esrare is recorded ar the
lower of net realisable value of due leans and advancss and
their fair value 2= the sectlement de

Ihe w value ansing oo pericdical valuation of other ezl
estate and gains or losses on disposal are mcluded in income
from operations,

The cost cf buildings is depreciated using the straight-/ine
method at zn annual rate of 2

Other real eszare is stared in the balance sheet net of accumolared
depreciation ard pravisior for decline in book value

G) CONTRA ACCOUNTS

Conumgencies and commitmgnts incurred in e Bank™s
course of ausiness are recorded as contra accounts

Ed ed as oft balance sheer items. These include letrers

of credir, letters of guarartes, commirmerts ro purchese and

sell roreign currencies, (rerest end fereign enrrencies

relared swaps and ether miscellanenus cansingent lablities

Commutnents for purchase aod sale of toreign carrencies,
interest rute and foreign currencivs relarec swaps are recorded
At gross values,

H) INCOME RECOGHNITION

Income and expenses are recogrized an 29 ace

However. income on loans and advances classifi

perfarming is recopnised an a cash hasis vatil rhe loan or
advance is reclassified as performing wheseupon the
recognition of :ncome severts to an accrual basis.

Income from Musharaka and Mudaraba transactons
recognised on a cash basis. whereas it 12 from Musabala
is recognis=d on a straight-line basis cver the period of Lthe
transaction.

A 5 ;i Lo 5P are deducred
from loans and advznces i the oaance sheet

Toe Nuvioval Cummercin. Bank

|} FOREIGN CURRENCIES

Lravsacton o loreign currencies are transkaed to Saudi
Riyals at the ¢exchange rates prevailing on the daces of the
transactions, Assets and liabilities denominared in fare!
cusrenci the halance sheer dar nslared 1o Sz
R:yals ar the rates of exchange ane that dare.

ded i aud
Riyals at the sput rates prevailing at che deal dame, Premivms
and discounts relacing to the forward foreign exchange
contraces are amorused over the period of the conrmact.
Conrracts ourstanding ar 1 ance sheer are yalued
the spor exchange rates prevailing ar thar dare.

Forvarc foreign exchange coutructs are re

Realised and unrealsed gams 20l losses ou excli
credited or charged w operating mevie,

1) END OF SERVICE BENEFITS

Benefits payzble to the employees of the Bank are provided for
n accordance with the guidelin t by the Saudi Arabian
Labor Law and the balance is included in erher hakilities.

i) ZAKAT

Zakat ‘s compured based on the balance sheet at the year end
anc charged ta the staremens of (acere as a provision against
ron-operating income.
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N e P

Notes to the Financial Statements comiied N

for the vear ended 31 December 1954

3. Cash and 8zlances with SAMA

a) Cas<h in hnm!
b} Balances with S

9
3,474,469

In accorcance witk A-ticle 17) of the Banking Cenrral Regularions, the Bank is required o maintain a stamutery deposit with
SAMA ar stipulared percentages ofits ezll, time, savings and orhz= deposits calcularsc ot the end of ezch Gregorian monts,

. Dug from banks
1994
73,421
1,U3B,158
1,131,579
oreign branches of domestic banks
Time denosics 126,000 | 168,750
¢) International
Call accounts 1,605,396 1,142,362
Time denosic 7,516,665
i 9.122,061 12,563,187
10,378,640 l

. Trading sccurltics
a) Domestie
Shares
Fixed =ate bonds 50,5

Fixed -ate treasury bills 36622

Units in investment funds managed by the Rank 24,45 300,000

b International

External ly-managee pordobos (sharesy bon d others)
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Notes to the Financial Statements consimed Leiiiias

“ou the year ended 31 December 1224

. Loans and advances, net

a) Damestc 1994 1993
Privare secror
Real estate 3,704.036
Agriculture 140,690
i\(élzu(a:;unnnng - i oD 1,978.667
i 9,391,257
s (| 1,549.059
3,504,284
(ent, QOVETHITENT UGERCIES. TS ROVETHIMENT
wnd other public institutions 14,740.099 9,525,548
Basks 82,674 108,026
35,090,766 25,536,561
1,490,286 1,511,116
End, RUUCTHInEN! URENLIeS. :!Il‘l;g.'l,’v.‘llilu’lll o l e T
und wiber pullic insiitutivns 635,945 679,297
Banks 356915 394,502
— ] 2489.196 2,585,
37.579.962 32,122.476
Provision (o (oaa losses and accuriulated comnussions (i suspense 14,536.424) (4./96,662]
33,043,538 17,325,811

Total nen-aerforming loans and zcvances on whick no inzome was recognised amounted to SR6,9L5 million (1993: SR7,751 millien)

Loans extended 1o the privarz secror include accounrs receivable from certain partners anc members of the Generz] Management
Commitree amounting ta SRS00 million (1923: SR1,117 million). However, these parries have deposits with rhe Bank thar
exceed tae amounts of sheir lnans.

The movement on the provision for loan losses and I special is 5i in susp is as follows:
1994 1993
Balance ar beginning of the year 4,796,661 5,403,253
Bad debts writter off i set-lement for:
al estate S| (94,151) 1133,892)
—other i (486,154) 1553,905)
Proviced duriry the year: 2
- provisions for lean losses 150,000 293,400
i 226,304 197,806
Recoveries e (56,237) (100,000)
Balance at end u: the year C 4,536,424 4,796,662
The net amount chaged to operating expenses is comprised as tollows:
Provided durirg the year 150,000 293,400
Recoverivs (56,237 (100,000)
93,763 123,200




I'te Mutioral Commerciy Bank

Notes to the Financial Statements comini

tor the year ended 37 Deceniber 1954

Invastment securities, nar
a) Domustic
Shares

Fixed rute bonds

Fixed rate treasury Hills

b) Internarional

Aands [US Dallar)

wferent currencies)
teursencies)

1994
934,454
5,004,577
2,943,2.
8,942,261

71,747
3,432,713
1,179,759

Nl Rapoer 1954

The marke:fa.r valae of invazment sxcurd 2 at s balwes sheer date amouned
%0 $SK17.017 mi lion (1933 SR3,623 il

. Fixed assets, net

Buildings

Furnicure, cars

anc fixtures

1,358,682

d depreciaton
ce at heginning of rhe year
Additions

Disposals

416,594
130,659

Net book valnes

163,948)

3 1483305

522,490
79,594

128,051

654033

1994 264,751 1,016,360

1,475,736

1993 1,032,110

1,414,583

. Other real astate, net

1994

1993

wing of the

1,881,679

3,225,956

68,591

133,891

Disposuls
Loss or v inn dnring the year

(92,425)

160,530)

Depreciation on bull Lh;xgs dur.ug the }'ca.'i

(&8

0,632)
(7,006)

e ar end of the year, ner

1,850,507

1,881,675

Other assets

Customess' liabilities on accepmnces

Accrusc commissions receivable
Orker

484,100

534.631

J12,58¢

148,677

1,515.756

1,511,809




annua Repore 1934

Notes to the Financial Statements comimed

for the vear ended 31T Decanber 1994

Customers' deposits
a) L

ILe decounts
Saving
Line .Iru:v;» is
Otier

b) International — forcign currencics

Callaccouns
Savings

o) Acciued conmmissions

The Nationg Commercial Bank

22,024,626
1,922,926

B23.7229

25,224,872
5

183,016

Bt i et

164.8

532,794,449

S1438

e

Customers” deposies include an amount of SRA57 milion (1293: SR50 million) against sales of fixed rate berds undzr rapun

dqgreements.

2. Due 1o banks

a) Damestic

Call accounrs

b) Foreign hranches of domestic hanks
Time deposits

¢} International

1994

47,324
397,000

3,522,087

4,166,411

155,000

1,772,620

1,355,900
3,128,520

1223

14.842

. Dther liabilities
oursranding
distcibution
Other (ncte 21)

434,241

1.199,141

908,332

2.126,407

1,620,921

. Capital

During 1992 rhe Bank’s capizal was ncreased 1o SRE, 000 million, The lega farmalities relatir;
partnership deed in sceardand 1 the prov of the Regulatians for Companies in resocet of the inersase in czpital have not

beer camplered

to the amendment of tae
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Notes to the Financial Statements comtimred

tor the vear ended 31 December 1994

. Statutory reserve

Anncal Beport 1994

In accorcance vath the Banking Contrel Regulations, a minimum of 25% of the annual net income is required <o ke transtersed

tw a statutory resecrve untl tis resecve equals the paic up capital of the Bank. This reserve is not available for distribution.

Contra arcounts

cos of aredis
Lettzrs of gnarantee
Forward contracss o purchase foreign curtenci
Forward contracss to sell fereign currencies
Swap Iracts
Otlier

36355
942,615 A
17,513,794

S0,

360,250
654,801

57,004,747

agement does not anticipate any material loss as a result of these conri

. Gains {Insses) on other real estate
Guw on sale of other veal estate
Tass on valuatior of orher real esrare

Rensul income

gencies and cammirmcr s
1994 1923
217955 §.050
(410.532)

13,430 14,121

231,385 (388.411)

(Losses) gains on investment securities
Gain on sale of invest

Loss on valuaticn of investments

1994 1223
17,546 202,274

1226,774) [170,100)

1209,233) 32,274

Investment sarvices

The Bank provides certain investment management services
its customers. These services include the mana

vatiety of mvestment funds 17 associanon with professior
imvestment managers. The assvis of these funds do not foan
parr of the Bank’s assers and. accordingly, are n

e f atarements of the Rank.

. Centingent liabilities

Certain lawanizs were fled onrside 1z Kingdom of Sand

“rabia against the Bank and orher partics for substantial

amounts Thess [awsuits are o0 the point of scetlement.

The terrms of settizment have azen agreed with the plaintiff.

Foreigu court approval of the euns of the setdement is

required and the matter will be heard before the court in the

near furt e, Once the proval has bezn obraine

seerioment will resule in all the said lawsnits being terminared.
cquate provision has been made against the

expzcted loss of the Bark’s assets subiect o the settlement.

The other defendants invelved in the settlement have agreed
10 bzar any damages arising from the setzlement ordingly,
no provision for any conungent Laluhices bas been made,

Zakat

The Bank’s management made a provision of SR10 million for
Zakat charges (1925: nil). The balancs of acc-ued Zakat is
iaduded ander other liabilites (note 13,

Statement of cash flows

The Bank has changed the presentarion of the finaacia
statements for 1294 ta include a sratement of c2sh Aows
instead of 2 stazement f source 2ad application of funds
prepared by tie Bank an 1993,

Comparative figures

Cerrzin of the compararive tigures tor 1993 have been

res assified 1o conform with rhe classification of the financial
statements in 1994
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Saudi Arabia’s Capital Market

The Natoaal Conmencis| Rank

Saudi Arabia had the largest stock market in the region in terms of capitalisation
at SR141 billion ($38 billion) by the end of 1994.

This represents around 50% of the value of
21l shares rraded on the Arab cxchanges.
Even though there is ne official exchange
in the Kingdem, shares aze heavily traded
viz avery sophisticared screen based
svstem, ESIS [Electronic Securitics
Information Systen), developed by the
Saudi Arabian Menerary Agency (SAMA),
The top five Saudi sharchelding companies
ranked by market value arz: Saudi Basic
Industries Corporation [SABIC), the Saudi
Amcrican RBank, Al Rajhi Banking
Investment Corporation, Riyad Bank, and
the electricity company SCECO Cential.

The paid up capiral of the listed
companics amounted to SR69.4 billion
($15.5 billion) by the end of 1294,
compared to SR&S billion ($17.3 bilhon)
in 1693, an increase of 8.8%. Asa
percentage of GO, market cap:ralisation
reached 317% last year, Elecuocry

i the biggest share,

total marker

capitalisation; followec by industry
tirms, including cement compames
(23%), services (12.3%), hanks (7.9%),

There are 78 companies listed on the
exchange, bur only £8 are publicly
tradeable. The teral number of shares
culstandiag by the end of 1994 was
around 755 millicn, compared with
698 milliar rhe year hefore. This means
close to 57 million shares were issued
last year as three new compames | The
Sandi Induserial Export Company, Al
Riyadk Develosment Company and
T:buk Cement Company] have entered
rhe marker and five others boosted their
capiral by issuing new shares.

Only shares of Saudi companies may be
rraded i the Kimgdom and tiese are
normally acquired by Saudi cirizens. In
special circumsrances (o.g. 1984 Saudi
Basic Irdustries Corporation [SABIC)
issue and more recencly the Tabuk Cement
Company among 13 other Saidi
companies) specified portions of the
shares Hoated were made wwukible 1o
other Gi:'f Co-operar:on Council Citizens.
Following the last GCC summir he'd in
Baluaun 1y December 1994, a decision was
made to allow GCC natonals t vwn up
™ 25% of all Sandi shrres.

Close to 29¢ million shares, or 39.2%
of the total shares issued are held by the
Saudi government, while foreign entiries
hold 29 million sharzs er 3.8% of the
otal. Most of the shares held by the
government and by toreigners are not
eraded in the market. This means anly
238 million shares, or $7% of the teral
shares outstanding, are actually
available for rrading. Ever among those
shares available for trading, we find a
concentraaon of kage blocks w tae
hands of 1avestors who are holdirg them
for the annual carnings they generate.
Furthermore several large investors are
less likely to sell their holdings because
they de not wish o lese beard
representation or voting influence.

e depth of the Saud: stock market,
i.e. the value of shares traded as a
pereentage of taral marker valne ¢
shares outstanding, has generally been
smzll. In 1994, total number of shares
traded reached 152 mi'lion, or 35%
of the number of shares available for
trading and consututed around 20%
of rotal shares issued.

and agriculwurzl companies (2.7%).

labe Saudi arabia. official stock market indices and % change by sector and total

End of Period Danking Industry services Agricuiture Elactricity Camant

% %
Index  Change Charge
13303 3663 371
15497 1245 291
110,13 128.90) 3 .7

%
Chenge

129.E5
1413

% %
Chaage Index  Change
104.05 11843 10563
1112} 13778 lo.31

%

Index  Churge
13967 4748
21002 503 059
183,31 (5.05)

Index
436.52

Index
29141

Index Change

9164

4982 259.01

491 (1.49] 22211 11425 1978} 179.33

Q* 388.50
351.70

Q3 70.75
Q4 305.83

(2092
126.33)
124,54

17)
(18.54)
110.37)
114.39)

[13.00; AR08 11095) 183.3%

13511

15248
138.01
11471

(12.97)
23.04)
(19.29)

128.73)

(643
(2184
(51.56)

kL&) 500 1217}

9201 [164K)  S1e3  (125%) 18995 [17.25)

14192 26,

7696 30161 4764 [Z184) 12781

“Percentage chage from enc 1993 Socrees Ministrs of Faaree, Officia. Shere Merket ndics,
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The official srock marker index was down
28.7% in 1924 following a droo of 5.05%
m 1995, a sz of less than 1% m 1292
and a 91% increase in 1991 (zable 1).
Mosr world markets moved downward or
sidevaays last vear. The worlc benchmadk,
the MSCI world index was up by a
mezgre 3%. The TIS marker was up by

2.1% and only Japan’s stock market
recorded an increase in doliar terms of
19%. Afer falling by 23% in the finst
two quarters to a low of 135,01, the
otficial Saudi stock market index rose by
4.9% on its mid year level to reach

144.74 by the end of the third quarter.
The fourth guarter, however, witnessed a
rerurn of bearish senriment leading ra a
further cecline. By the erd of the vear the
ndex declned by 11.7% compa
level ar the end o7 Seprember.

WD Its

Indices of all sectors of the Saudi market
registercd cecliws last year. Shares of
industrial secror companies recorded the
smallest p2rcentage decline in 1294,
dropping 14.3% [rom 264.80 at the end
of 19930 22211 arthe end of 1994,
Bank shares registersd the lzrgest
dechne, with the index there dropping
from 491.30 arthe end of 1993 1o 3€
by the end of 1994, 2 decrease of 37.8%.
The decline in share values of bauks
coincided with the return of banks®
profits to mo=e sustainable levels in 1994
compared to the excepnional levels
recorded :n 1993, The index of electricity
companics lost 23.8% last year dropping
from 62,62 atthe end of 1953 (o 47.6% at
the end of 1994, The indices of cement,
agricu/tare and services sector
companics declined by 26%, 30.2% and
31.6%% respectively.
The slewdown in averall econamic
activitizs, the tighe liquidity conditions
m the country and the rising SR interest
rares in 1994 all conrribured ir varying
degrees ta the slump in stock prices.
Lhe policy of the banks tw cut down on
their finencing of speculative share

buying added re the stampede. Wich
share prices on the decline ard in ar
ellort w salvage the value of cthe
collaterel they hold in the form of
stocks. banks sold shares whenever
there was a buyer at a rezsonable price.
The decline in share prices in the |zst
rwo vears has rendered many stocks
undervalued at current levels,
Furchermore, the share prices of many
companies have now dropped below
their bock value.

While share prices trended lower lass
year, the numher and roral value of shares
traded rose reaching their highest level
simee 1935, The surge in trading actvity
and rhe sizeahle increase in rthe valne and
volume of shares traded point to a
tarket that has gamed smple depth and
merurity in the l2st few years. The toral
value of shares traded rose by 43% in
1294 and he guanuty by 152% [wble 2),

In 1985, 300,000 shares per month were
traded The figure ballooned 0 12.5
million shares per month i 1524, with
an average daily value of SR100 million.
The main reason Heaind this larpe
growth is the ability of the L5IS
(electronic settdement system) to setcle
all buyssell transactions on 2 next day of
trade basis.

Tsble 2
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ST ity
TRE HECON COmAMION, MM

The toral value of shares rraded in 1924
was SR24.9 billion, up from SR17.4
billion in 1993, an increase of 43%.
This followed increases of 27% and
G1% in 1293 and 1992 respectively.
The most actively traded shares last yeas
were those of services and indisrrial
sector companies, these accounted for
35.9% and 324% of wual value o
shares rraded respecrively. Rarks,
Cement, Agriculture and Electricity
followed watly 24.9%, 3.9%, 2.3% and
0.5% respecrively. A roral of 152
million shares were traded during the
year, up from 60.3 milhon m 1993, out
of which 48.2% were of servic or
companies and 31.4% were of incusteial
sector companies. 1he year witnessed
the execution of 357,180 cransactions,
up 12% on the year before, our of which
70% were for shares of companies in
the services and the industrial sectors.

Ihe head offices of the twelve Saud)
banks are now connected ro the FSIS
retwork host computer lecated ar
SAMAS headguarters m Rayadly,

The banks have exrended the
commuricatiors capability furthe s,
connectng theu designated branches
throughout the Kingdom. The banks’
head offices alse have direer
simultanecus communication hinks with

Valuz and volume of shares trades in the Saudi Stock market

Value 2t
shores trades
(58 millior |

¥ chang2 01
the yoar beforn

Quantty of
shares traged
(mi lions)

% change 01
1he year betore

1835 755.9

39

1936 330.7

53

1987 1.685.5
19498 2508

1949 3,363.7

12.0

146

i53

1990 44032

16.9

1881 8,527.3

1532 15,6988

1893 17.360.0

1994 24,3711
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Saudi Arabia’s

the Saudi Shares Kegisteation Company
(5SRC). The SSRC 5 a cenralised agency

respensible for helding records of steck

ywrership and rransfers afrer the
successful execution of buy or se!l orders.
ESIS processes share tansactions from
entry of the buy or sell order to final share
regisrration and printing of share
cerrificates (a kind of ownership nore
used for mrading purnoses).

Within the integrated electronic system,
LSIS provides elecironic Il.mdln.
ineluding maintenance curate client
in“nrmarion; release of bids and otfers
irtothe share market and exeenrion of
share transactions; delivery of sold shares

i money payments through SAMA
clearings: ard orice disseminazion to the
central rrading unirs of all parriciparing
barks and their branches.

A recenrly issned royal deeree amending
Kingdom

lias made it possible fer corporations

to issue pretersed stocks, atrer te
approval of the commerce minister. Such
ron-voting preferred stacks give the
sharcholder che right to receive a certain

the companies’ law in the

Capital Market co

percentage of the company’s net profit
of ot less than 5% of the nenimal value
of the shares berore distribuzing the
profits ef the corporarion ra other
sharehaldezs. It also gives the
shareholder of preferced stocks prioricy
in the recovery of share capiial upon
liquidarien. No company issued
preferred shares in 1994

Yields on 3 months Saudi Riyal Treasury
Pulls and Saudi Government

Development Bonds followed an upward
trend in 1992 51 Lng with those of the US,

[he cising trend stacted in Jacuary and
conrinued throvghour the year, Yiells on
the 3-month Saudi Riyz| Treasury Bills
rosc from a monthly average of 3.95% in
January to 4.84% by mid year and ended
the veur ata monthly average of 710%, a
vearly rise of 8€%. Yields on the 3-year
Saundi Gevernment Develapment RBonds
(SGDB) rose from 2 monthly average of
4.90% in January to 7.80% in December,
anannual increase of §9%. 1he yeld
differenral berween 3-maonth Saudi Rival
Treasury Bi'ls and the 3-year SGIBe rose
from 95 basis pointsin Januasy to 287

Yiulds on Saud: Treasury Bills and Develuoment Eonds (%)

3.manths
Treasury Hlls

Soyuars
Duvedoprren: Reoids

Jan, 1994 .95

3.70

Febh 1974

Mar, 199<

| Ape. 1594

| May 1934

Jun, 199

Jul. 1394

Aug 1994

Sep. 1994

CEr)

Nov. 1994

D 1994

NER

easnny

Somite=

he National Comerercial 2ark

basis aninrsin May, Fefore de.

70 basis points in December. Yields on
longer maturities also assumed 23 up
teend duzmy the year witl twse on
5-yzar SGDBs rising from 2 monthly
average of $.7% in Jannary =0 8.16%
in December, the year ¢
being 2,46% [table 3).

jear inerease

There is no privare bend marker 1o
speak of in Sandi Arahia. A demestic
Saudi Rival bond market existed till
1978, when SAMA imposed a
morazorium on Saud: Riyal issues.

In the mid 1980s, few de'lar
denominatzd floating ratz otes were
sed for local berrowers i dhe
Km dom by Saudi banks and the
Offshare Bankirg Urirs in Bahrain. The
morator:um imnased sy SAMA on Riyal
sssues has effecuvely seen appiied to
dollar denominaied ssues @5 well,
The lack of a carparare bond maker is
probably the most serious deficieney in
Saudi capital markets at the moment.
The loans o deposits ratios of the
commercizl banks have heen rising 1o
the extent
rake a much mere selective anpreach to
tern lending than they did i recent
years. Besides, several industrial
companies have medinm-rerm financing
requirements and would not like to
take the interest rate exposure
assoaiated with bank loans, some of

them are exploring the pessibiliry er

r some hanks now have ta

issning dollas denaminared bonds our
of Bzhrain.

Arother novelry last vear was the
issuance in Augoss 1954 of $280 million
in floating rate notes in the name of the
Government of the Kingdom of Saudi
Arabia. This was welcomed as an
indicarien rhart the Kingdom's financial
avthoritics are willing o start
consicering new options. The notes
were well recewved and a further issue of
3270 millien came to the market in
December last year.
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Divisional Management




Main Offices of The National Commercial Bank

GENERAL MANAGEMENT

Saudi Arabia

P.O. Box 3553 Jeddah 21481

Tel: (9662) 6446644

Tlx: 605571 NCBH §]
605573 NCRI ST
605578 NCEK 5]
601086 NCRG §]

Telefax; (9662) 6446644

OVERSEAS BRANCHES

Lebanon

Saudi National Commercial Bank
Verdun Plaza, Corniche Al Mazra’a
P.O. Box 112355

Beirur  Lebhanon

Tel: (9611) 860865 - 865059

Ilx: SAUDIB 43619 LE

Telefax: (9411) 867728

Bahrain

Saudi National Commercial Bank
#1/71 Al Zayani House

419 Road Ne. 1705

P.0, Box 10363 Manama

Tel: (973) 2118273

Tlx: 9298 NCBGN BN

Teletax: (73] 530657

SNCB SECURITIES

SNCB Securities Ltd. (London)

23 Chesham Street, London SW1X 8NQ
Tel: 1D171) §260360

Telefax: (0171) 8550341

SNCB Securities Inc (New York)
33 East 67th Streec

New York NY 10021

Tel: (212) 805 2550

I'lx: 422037 NCB NY
Telefax: (212) 805 2553

Origred awd procuced by SmmsouTyrell, Lo Phcrgraphy by Revry Lonwss: Potognph 08 £y M. 4. Xhan regrmght by Alghas Avsicucses. o = Gormany: 2iioded3 143 Pritect by The Gk, s wik

OVERSEAS OFFICES ~ REPRESENTATIVE OFFICES

Germany

The National Com mercial Bank

Wilhelm - Leuschner-Strasse 4/6
D-60329, Frankturt Am Main 1

Tel- (4969) 250181

Tlx: 416507 NCBF D

Teletax: [4969) 239137

lapan

The National Commercial Bank
he Impenal Tower 10-B-3

1-1 Uchisaiwaicho, 1-chame
Chiyoda-ku, Tokyo 100

Tel: (813) 35021228/%

Tlx: | 26676 NCRTK

Telefax: {813) 35024998

Korea

The Narional Commercial Rank

Seoul Representative Office, Sth Floor
Hyonam Building No. 1
Jangkyo-Dong,

Chung-Ku Seoul. 100,797

Korea

Tel (822) 7224661

Ilx: K 25148 NCBSEL

Telefax: (822) 7294398

Singapore

The National Commercial Bank
6 Batrery Road No. 14-01
Singaporc 0104

Tel: (65) 222-8496

Tlx: R.S. 27194 NCBSIN
Telefax: (65) 222-8396

United Kingdom

The Nartional Commercial Bank
3rd Floor, 78 Cornhill

London EC3V 3Q0

Tel: (4471) 2834233

Telefax: (4471) 9224373





