
Basel II Pillar 3- Qualitative Disclosure  

 1. Scope  

This qualitative disclosure applies to Alinma bank, Saudi Arabia. Alinma bank is a 

Saudi joint stock company formed in accordance with Royal Decree No. M/15 

dated 28/2/1427H (28/3/2006) and Ministerial Resolution No. 42 dated 

27/2/1427H (27/3/2006). The share capital of the bank is SAR 15 billion consisting 

of 1.5 billion shares with a nominal value of SAR 10 per share.  

The notes presented in the following sections will provide information about the 

bank’s exposure to risks, the bank’s risk management framework, objectives, 

governance and process, along with the details on bank’s capital adequacy.  

The Bank is compliant to the Basel II norms having submitted the SAMA 

returns under standardized approach for credit and market risks and basic 

indicator approach for operational risk.  Bank submitted to SAMA last 

February 2011 its first Internal Capital Adequacy Assessment Process (ICAAP) 

report based on December 31, 2010 audited numbers and is currently in the 

process of submitting ICAAP based on December 31, 2011 audited numbers. 

 2. Risk Management Framework  

To manage various risks being faced by the bank due to its business drivers, 

Board of Directors and Management determined and selected the levels of risks 

to which the bank can be exposed in line with the strategies set forth and the 

bank's risk management capabilities. Responsibilities have been delegated to 

the Board Committees, Asset Liability Committee, (ALCO), Risk Management 

Group, Risk Management Committee, ICAAP Task Force, BASEL department and 

various lines of business.  

All banking activities are performed and developed within a framework 

approved by the Board and Bank’s committees as defined in related policies and 

principles, to ensure adequate governance.  During the fiscal year 2011 the Bank 

enhanced and strengthened the enterprise risk management framework. As part 

of the overall risk management framework, economic capital planning and Risk 

Adjusted Return on Capital (RAROC) framework are being developed. 



 

Risk Management Philosophy  

The bank’s risk management objective is to be partner centric with appropriate 

controls and effective governance in place to increase enterprise value and 

judicious allocation of capital, increasing return on capital and improving 

consistency and quality of earnings. The bank assesses market and service 

strategies based on a thorough understanding of the financial impacts of those 

strategies, including the exposure to risk and/or loss, and the utilization of risk 

capital required to implement those strategies. To enable this philosophy, the 

bank has implemented strategic risk management framework, which aligns with 

the business and the risk management objectives.  

 

Decisions involving risk are driven by evaluating the profit potential against the 

risk to be accepted. Fundamental to this evaluation is the requirement that risk 

be identified, quantified and mitigated where it can be.  

 

The bank recognizes the importance of statutory and regulatory requirements 

and guidelines and complies with their guidance in all risk decisions.  

 

The bank is committed to adhere to the highest standards of Shariah compliant 

principles in all its activities and dealings. 

 

Setting Risk Appetite  

The Board of Directors sets the bank’s risk appetite and risk capital. Risk Appetite 

is the expression of the level of risk the bank is willing to accept in pursuit of 

value.  It results from the bank’s definition of its target for capital quality and 

associated credit and market ratings. Risk capital is the quantification of the risk 

appetite and is aligned to the bank’s solvency standard.   

 

The Risk Appetite framework is in place and an annual risk appetite workshop is 

conducted with the concerned senior executives of the bank by Risk 

management group to establish the bank’s risk appetite in support of the 

strategy and business model. The risk appetite is duly approved by the audit 

committee and the board as part of Internal Capital Adequacy Assessment 

Process (ICAAP).  



 

Allocating Capital  

We plan and allocate required capital to business units and to new business 

opportunities based largely on their expected risk-adjusted returns.  

 

Setting Risk Limits  

Bank’s management has established limits for the bank’s risk activities subject 

to review and concurrence of the Board of Directors. Limits define the 

boundaries of acceptable risk for various business activities based on the bank’s 

risk appetite. During the fiscal year 2011, bank has further strengthened the Risk 

Limits framework through successful implementation of enterprise risk 

management framework initiative.  

 

Establishing Risk Policies  

During the year Bank has started several Enterprise Risk Management initiatives 

and hired consultants to strengthen further its Enterprise Wide Risk 

Management Framework. The Bank is in the process of implementing the 

updated risk management policies for credit, market, operational, liquidity, anti-

fraud, Pillar II compliance and Stress Testing through ERM-BASEL program.  

 

3. Risk Governance Structure  

Committees  

The Board of Directors and Management are accountable for the oversight and 

management of risks. This role is discharged collectively through their 

membership of committees and individually through the business or support 

functions assigned to them and for the area where they have governance 

accountability.  

 

 The Board’s Executive Committee has the delegated responsibility and 

authority from the Board of Directors for managing banks’ certain risks defined 

in the charter including approval of financing above the authority of 

management.  

 Currently Risk Management Committee (RMC) is chaired by Chief Risk Officer 

and has the principal responsibility for assuring implementation of sound 

principles, policies, procedures and practices for the management of key risks 



under the bank's enterprise-wide risk framework and in compliance with BASEL 

requirements and SAMA guidelines.  

 The Credit Committee, whose membership is comprised of all the authorized 

lending officers, acts individually and independently as credit committee 

members of the bank. The primary function of the Credit Committee is to 

manage the bank’s overall credit portfolio in line with the established credit 

policy and procedures, limits and risk appetite; and to technically, 

independently and prudently evaluate and approve, within its delegated 

approval authority, all credit transactions, programs, models and credit-related 

products and services.  

 ICAAP Task Force has been constituted to prepare and co-ordinate preparation 

of ICAAP document and ICAAP related policies, models and framework. The task 

force has successfully prepared the ICAAP document for FY 2012 to be delivered 

to SAMA. Task force will continue to refine the pillar 2 risk measurement.  

 Additionally, the independent supervision of risk management activities of the 

bank is performed by Internal Audit according to the Audit plan supervised by 

the Audit Committee of the Board of Directors.  

 The management of bank’s balance sheet including the management of 

liquidity and funding, capital and liquidity adequacy as well as market and 

liquidity risk is delegated to Asset Liability Committee (ALCO).  The Liquidity Risk 

Management Framework is owned by the ALCO members. Managing liquidity is 

a key ALCO responsibility and that a fine balance is always maintained between 

keeping a portfolio of high quality liquid assets versus maximizing returns by 

deploying assets on higher yielding financing and other investments. Cognizant 

of the impetus of the BASEL III regime, the Risk group presents on a weekly 

basis, the bank’s Liquidity Coverage Ratio (LCR) and Net Stable Funding Ratio 

(NSFR) to Treasury and to ALCO members along with the details on the 

investment options available to Treasury and other lines of business to keep a 

portion of the bank’s liquidity in “highly liquid assets.”   

   



Risk Management Group  

The bank has an independent risk management group supervised by Chief Risk 

Officer (CRO). The risk management group is responsible for evaluating the level 

of risk being faced by the bank and as well as in determining recognized best 

practices to manage such risks.  

 

Along with the credit functions, the group addresses all types of risks including 

credit risk, equity investment risk, market risk, liquidity risk, profit rate risk and 

operational risk along with strategic and reputational risks. Beyond those, the 

bank may recognize and manage its own unique type of risk which is 

corresponding to the nature of the bank’s businesses and activities.   

 

The bank’s Risk Management Group adheres to guidelines and requirements 

issued by regulatory authorities such as Saudi Arabian Monetary Agency (SAMA) 

and Saudi Arabian Capital Market Authority (CMA). It also follows international 

guidelines & regulations set forth by BASEL Committee on banking Supervision 

(BCBS) and Islamic Financial Services Board (IFSB) where the bank may apply 

stricter regulations as needed.  
 

The principal activities, responsibilities and authorities of Risk Management 

Group are:  
 

 Establishing, maintaining and periodic review of the strategic risk policy, credit 

risk policy, market risk policy, liquidity risk policy, operational risk policy, ICAAP 

Policy and Stress Testing Policy.  

 Establishing the Risk governance framework and review system for effective 

implementation and monitoring of enterprise risk policy. 

 Reviewing and approving business processes and procedures to assure effective 

implementation of those Policies.   

 Making sure that the Bank will adhere and comply with all BASEL program 

related regulatory guidelines and reporting. 

 Establishing of risk appetite, risk tolerance and risk limits framework for credit, 

market and operational risks and the delegation of approval authorities to 

manage these risks. 

 Managing the Business Continuity Planning (BCP) and management along with 

associated policies and procedures 



 

4. Risk Management Process  

Bank has established a sound process for executing all elements of risk 

management in a proactive manner including risk identification, quantification, 

mitigation, monitoring, reporting and control.  

 

Credit Risk  

Credit risk is the potential that a bank obligor or counterparty will fail to meet its 

obligations in accordance with agreed terms. It also includes the risk arising in 

the settlement and clearing transactions. The principal bank units responsible 

for taking credit risk are:  

 

 Corporate Banking Group 

 Retail Banking Group 

 Treasury Group  

 

All credit risk taking units have developed their respective policies and guidelines 

governing their credit risk taking functions which are contained in respective 

business risk policies and frameworks. In addition the bank is in the process of 

establishing enterprise wide credit risk policy, procedures, limits, models, 

reporting and controls. All Risk Policies are reviewed, approved and monitored by 

Independent Risk Management.  Approvals of risk transactions also require the 

sign-off of independent Risk Management Group. 

 

Market risk  

Market risk is the risk that the fair value of the future cash flows of a portfolio or 

a financial instrument will decrease due to changes in market variables such as 

equity stock prices, profit rates, foreign exchange rates, and commodity prices.  

For its banking book, market risks arise from profit rate risk and to a minor 

extent from foreign exchange risks.  It also faces equity price risks on those 

securities it carries which are available for sale and for an insignificant portfolio 

of equity trading book. 

   



Profit Rate Risk 

 

The risk that the future cash flows of an investment will change due to a change 

in the absolute level of profit rates, in the spread between two rates, in the shape 

of the yield curve or in any other profit rate relationship.  This risk is mitigated by 

matching the tenor of the investment with the sources of the funding and by 

increasing the margin for longer tenor investments.  Under its business model, 

the bank cannot enter into conventional methods of hedging profit rate risks. 

  

Liquidity risk 

 

Liquidity risk is the risk that the Bank will encounter difficulty in meeting 

obligations associated with its financial liabilities that are settled by delivering 

cash or other financial assets. Liquidity risk can be caused by market disruptions 

or credit downgrades, which may cause certain sources of funding to dry up 

immediately. To mitigate this risk, management has diversified funding sources 

and assets are managed with liquidity into consideration, maintaining an 

adequate balance of cash and cash equivalents. 

 

Management monitors the daily position and the maturity profile to ensure that 

adequate liquidity is maintained. All liquidity policies and procedures are covered 

by the Treasury Policies which are subject to review and approval by the Asset 

Liability Committee (ALCO).   

 

In accordance with Banking Control Law and the regulations issued by SAMA, the 

Bank maintains a statutory deposit with SAMA equal to 7% of total demand 

deposits and 4% of customers’ time investments.  

 

In addition to the statutory deposit, the Bank also maintains liquid reserves of no 

less than 20% of its deposit liabilities, in the form of cash and assets, which can 

be converted into cash within a period not exceeding 30 days.  

 

  
 

   



Equity Price Risk 

Equity price risk refers to the risk of decrease in fair values of equities. The Bank’s 

portfolio of securities available for sale and its insignificant portfolio of equities 

for trading are regularly marked to market and +/- changes, if any, are taken into 

the bank’s equity/income. 
 

Operational Risk  

Operational risk is the risk of loss resulting from inadequate or failed internal 

processes, people and systems or from external events. Operational risk arises 

throughout the bank and from almost any activity.   

 

The bank has an Operational Risk Team under the independent Risk Management 

Group which is tasked with monitoring and controlling the Operational Risk 

issues of the Bank.  Functions of this unit are guided by the Operational Risk 

Policy and Framework.  To systematize the assessment and mitigation of 

operational risks, the Business Environment and Internal Control Framework is 

under establishment. In addition, the Bank has implemented a Disaster Recovery 

Continuity project and is in the process of implementation of Disaster Recovery 

Planning framework for its IT systems.  This will reduce the potential Operational 

risk.  

 

Legal Risk  

Legal risk is the risk that may arise as a result from contracts, lawsuits or legal 

court orders. Legal Group is responsible for managing legal risk. Bank has 

established processes to manage and mitigate legal risks.  

 

Reputational Risk  

Reputational risk is the risk arising from negative public opinion which will affect 

the bank’s ability to establish new relationships or services or continue servicing 

existing relationships. Marketing Group is responsible for managing reputation 

risk. As a part of ICAAP compliance, the bank has analyzed and stress tested its 

financials for reputation risk.  

 

   



Other Risks  

Other risks like, arising out of non compliance to Shariah guidelines are 

monitored through Risk Management Group. As part of ICAAP, the bank has 

stressed its financials for non compliance risk.  

 

5. Capital and Liquidity Adequacy   

The bank is required to adhere to regulatory and economic capital regime, the 

BASEL Accord as adapted to local conditions by Saudi Arabian Monetary Agency 

(SAMA).   

 

The bank has a process for calculating its overall capital and Liquidity adequacy 

commensurate with its risk profile, risk appetite and strategy. The capital and 

liquidity adequacy is maintained above the minimum regulatory requirements 

which are reviewed and managed by the bank’s executive management and 

ALCO to ensure its compliance to SAMA regulations.   

For Capital Adequacy calculations, the bank is using the Standardized Approach 

for credit and market risk, and basic indicator approach for operational risk, as 

part of BASEL II regime implementation as adapted by SAMA.  

 

6. Risk adjusted Compensation   

Based on the SAMA guidelines, Bank is committed to implement the risk 

adjusted compensation which is aimed at the Senior Executives of the Bank who 

are directly responsible for the performance (profit and loss making) of the 

bank.  Such compensation while performance based, will provide for a partial 

deferral of the variable compensation to account for potential delayed impact of 

some decisions which may cause reversal of prior years’ profits or losses in the 

future due to prior years’ decisions.  

 

7. Road Ahead   

Bank is committed to continue refining the enterprise risk management 

practices and institutionalize risk awareness culture across all lines of business.  

It will also embrace those BASEL III regulatory guidelines which will strengthen 

its balance sheet and improve the quality and stability of its earnings. 


