
Independent Auditors’ Report on the Audit of the Consolidated Financial Statements
To the Shareholders of The National Commercial Bank (A Saudi Joint Stock Company)
Opinion
We have audited the consolidated financial statements of The National Commercial Bank (the “Bank”) and its subsidiaries (collectively referred 
to as the “Group”), which comprise the consolidated statement of financial position as at 31 December 2019, and the consolidated statement 
of income, consolidated statement of comprehensive income, consolidated statement of changes in equity and consolidated statement of cash 
flows for the year then ended, and summary of significant accounting policies and other explanatory notes from 1 to 46. 

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects, the consolidated financial position 
of the Group as at 31 December 2019, and its consolidated financial performance and its consolidated cash flows for the year then ended in 
accordance with International Financial Reporting Standards (“IFRSs”) that are endorsed in the Kingdom of Saudi Arabia and other standards 
and pronouncements issued by the Saudi Organization for Certified Public Accountants (“SOCPA”) (collectively referred to as “IFRS that are 
endorsed in KSA).

Basis for Opinion
We conducted our audit in accordance with International Standards on Auditing (“ISAs”) that are endorsed in the Kingdom of Saudi Arabia. 
Our responsibilities under those standards are further described in the Auditors’ Responsibilities for the Audit of the consolidated financial 
statements section of our report. We are independent of the Group in accordance with the professional code of conduct and ethics, that are 
endorsed in the Kingdom of Saudi Arabia that are relevant to our audit of the consolidated financial statements, and we have fulfilled our 
other ethical responsibilities in accordance with these requirements. We believe that the audit evidence we have obtained is sufficient and 
appropriate to provide a basis for our opinion.

Key Audit Matters
Key audit matters are those matters that, in our professional judgment, were of most significance in our audit of the consolidated financial 
statements of the current period. These matters were addressed in the context of our audit of the consolidated financial statements as a 
whole, and in forming our opinion thereon, and we do not provide a separate opinion on these matters. For each matter, a description of how 
our audit addressed the matter is set out below, provided in that context: 
 

Independent Auditors’ Report

Ernst & Young & Co. (Public Accountants) 
General Partnership
King’s Road Tower - 13th Floor 
King Abdulaziz Road (Malek Road)
P. O. Box 1994 
Jeddah 21441 
Kingdom of Saudi Arabia
Head Office – Riyadh
Registration No. 45/11/323 
C.R. No. 4030276644

KPMG Al Fozan & Partners  
Certified Public Accountants
9th Floor, Tower A, Zahran Business Centre
Prince Sultan Street 
P. O. Box 55078 
Jeddah 21534
Kingdom of Saudi Arabia 
License No. 46/11/323 issued 11/3/1992

94



Key audit matter Why considered most significant How our audit addressed the key audit matter

Impairment for credit 
losses of financing  
and advance

As at 31 December 2019, the Group’s gross financing 
and advances amounted to SR 289,651 million (2018: 
SR 272,488 million), against which an impairment 
charge of SR 1,447 million (2018: SR 1,347 million) was 
recognized during the year and the total allowance  
for credit losses maintained as at the reporting date 
amounts to SR 7,362 million (2018: SR 7,426 million).

Determination of Expected credit loss (“ECL”) require 
Management estimates and assumptions. These 
included assumptions for determination of staging 
criteria stipulated in IFRS 9 – Financial Instruments 
(“IFRS 9”) defining conditions of significant increase in 
credit risk, curing period and assignment of applicable 
probability of default (PD) and loss given defaults (LGD), 
especially in the areas of classifying financing and 
advances into stages as stipulated in IFRS 9.

In accordance with the requirements of IFRS 9, the 
Group measures ECL based on the credit losses 
expected to arise over the next twelve months (‘12 
month ECL’), unless there has been a significant 
increase in credit risk since origination or default,  
in which case, the allowance is based on the ECL 
expected to arise over the tenure of the financing  
and advances (‘Lifetime ECL’).

Since, financing and advances forms a significant 
component of the Group’s consolidated assets, and  
on account of the significance of judgments, estimates 
and assumptions applied by management, we have 
considered impairment charge for credit losses on 
financing and advances to be a key audit matter.

Refer to notes 2.5(h) to the consolidated financial 
statements for significant judgments applied in the 
determination of expected credit losses, note 3.26  
for significant accounting policies pertaining to ECL, 
note 7.2 for movement in ECL during the year  
ended 31 December 2019 and note 35 for credit risk 
management strategy and credit quality analysis in 
respect of financing and advances. 

Our audit procedures in response to the significant risk 
associated with the impairment for credit losses of Group’s 
financing and advances included an assessment of adequacy of 
the impairment allowances at the date of the Financial Position. 

Based on our understanding of the process and key controls, 
we focused on the determination of expected credit loss and 
the governance controls over the impairment process and 
determination of staging criteria established by the Group, 
including continuous re-assessment by management. We have 
performed walkthroughs and testing of relevant key controls to 
determine whether they were designed, implemented and 
operated effectively throughout the year.

In addition, we tested the Information Technology (IT) controls 
related to systems in use for the computation of impairment. 
Also, we tested the entity and business unit level controls over 
the impairment model process in relation to model build (with 
specific focus on quantitative and qualitative attributes), and 
model monitoring. 

We obtained an understanding of the Group’s credit monitoring 
process comprising identifying, measuring and recording  
ECL and tested the operating effectiveness of key controls 
implemented over this process.

We obtained the Group’s impairment allowance policy and 
compared it with the requirements of IFRS 9.

We obtained an understanding of the Group’s internal rating 
model for the financing and advances and for a selected 
sample of customers verified the internal rating determined by 
the management. 

We checked the appropriateness of the policy for identifying 
significant increase in credit risk and the resultant classification 
of exposures into the stages consistent with the requirements 
of IFRS 9. For a selected sample of exposures, we checked the 
appropriateness of the staging.

For forward looking assumptions used by the Group in ECL 
calculations, we had discussed with management and 
corroborated the assumptions using publicly available information.

For data from external sources used by the management, we 
understood the process of selecting such data, its relevance  
to the Group and the controls and governance over input of 
such data.

For a sample of exposures: 
•  We checked the appropriateness of determining Exposure  

at Default (EAD) including the consideration of repayment  
in the cash flows and the resultant arithmetical calculations.

•  We checked the appropriateness of Probability of Default 
(PD) and Loss Given Default (LGD) used by the Group’s 
management in the ECL calculations.
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Independent Auditors’ Report on the Audit of the Consolidated Financial Statements (continued)

Key audit matter Why considered most significant How our audit addressed the key audit matter

Impairment for credit 
losses of financing  
and advance

For selected sample of financing and advances customers,  
we checked the:
i. computation of PD and LGD
ii. reasonableness of cash flows
iii. appropriateness of discount rate

We checked the completeness of financing and advances and 
credit related contingent items included in the ECL calculation 
as of 31 December 2019.

Where relevant, we used specialists including IT specialists and 
financial risk modelling experts to gain comfort on model 
recalibration, resultant ECL calculations and data integrity.

We also assessed the adequacy of financial statements’ 
disclosures required by IFRS 9 and IFRS 7 – Financial 
Instruments: Disclosures (“IFRS 7”).

Classification  
of investments

As at 31 December 2019, the Group’s gross investments 
amounted to SR 134,169 million (2018: SR 118,195 million), 
against which an impairment allowance of SR 178 
million (2018: SR 206 million) has been maintained as at 
31 December 2019. These include sukuks, bonds, hedge 
funds, mutual funds, quoted and unquoted shares and 
other private equity investments.

In accordance with the requirements of IFRS 9, the 
Group classifies its investments into the following 
categories: measured at amortized cost (“IAC”), measured 
at fair value through other comprehensive income 
(“FVOCI”) and measured at fair value through income 
statement (“FVIS”). These classifications are generally 
based on (except equity instruments and derivatives) 
the characteristics of contractual cash flows and the 
business models under which they are held.

The classification of investments is considered a  
key audit matter considering the fact that IFRS 9 
requires significant judgment in performing the 
contractual cash flow characteristics test and the 
business model assessment.

Refer to note 2.5(i) to the consolidated financial 
statements for significant judgments applied in the 
determination of classification of investments and  
note 3.4 for significant accounting policies pertaining  
to classification.

Our audit procedures in response to the significant risk 
associated with the classification of Group’s investments 
covered assessing the appropriateness and adequacy  
of the classification criteria and we have performed the  
below procedures.

We have checked the Group’s investment classification policy 
and compared it with the requirements of IFRS 9.

For sample of investments classified as amortized cost, we 
checked the appropriateness of the classification by verifying 
that each financial asset meets both of the following conditions 
and is not designated as FVIS:
•  the asset is held within a business model whose objective  

is to hold assets to collect contractual cash flows; and
•  the contractual terms of the financial asset give rise on 

specified dates to cash flows that are solely payments of 
principal and interest on the principal amount outstanding 
(SPPI test).

For sample of investments classified as FVOCI, we checked the 
appropriateness of the classification by verifying that a debt 
instrument is measured at FVOCI only if it meets both of the 
following conditions and is not designated as FVIS:
•  the asset is held within a business model whose objective is 

achieved by both collecting contractual cash flows and selling 
financial assets; and

•  the contractual terms of the financial asset give rise on 
specified dates to cash flows that are solely payments of 
principal and interest on the principal amount outstanding 
(SPPI test).

We assessed the financial statements’ disclosures to ensure 
compliance with IFRS 9 and IFRS 7 requirements.
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Key audit matter Why considered most significant How our audit addressed the key audit matter

Impairment for 
credit losses on 
debt investments 
held at IAC and 
FVOCI

As at 31 December 2019, the Group had gross 
investments in debt instruments held at amortised cost 
(IAC) and fair value through other comprehensive 
income (FVOCI) amounting to SR 123,572 million (2018: 
SR 111,750 million) against which an impairment 
allowance of SR 178 million has been maintained as  
at 31 December 2019 (2018: SR 206 million). These 
investments comprise government, quasi government 
and corporate sukuks and bonds which are subject to 
the risk of impairment in value due to either adverse 
market conditions and/or liquidity constraints faced by 
the issuers. 

Due to the subjectivity inherent in the process of 
identifying and computing impairment charge for credit 
losses, it requires significant management judgment.  
As per the requirements of IFRS 9, management is 
required to determine and recognize expected credit 
losses (‘ECL’). This required significant judgment, 
especially in the areas of classifying investments into 
stages as stipulated in IFRS 9, determination of 
significant increase in credit risk, establishing curing 
periods and computing probability of defaults (PD) and 
loss given default (LGD) percentages for counterparties.

In accordance with the requirements of IFRS 9, the 
Group measures ECL based on the credit losses 
expected to arise over the next twelve months (‘12 
month ECL’), unless there has been a significant 
increase in credit risk since origination or default,  
in which case, the allowance is based on the ECL 
expected to arise over the life of the investments 
(‘Lifetime ECL’).

Moreover, in making an assessment of whether an 
investment in a sovereign debt is credit-impaired,  
the Group considers creditworthiness as reflected in 
the bond yields and assessed by the rating agencies, 
the country’s ability to access the capital markets  
for new debt issuance, the probability of debt being 
restructured, the international support mechanisms  
in place to provide the necessary support to that 
country, as well as the intention, reflected in public 
statements, of governments and agencies to use  
those mechanisms. 

Since debt investments form a significant component 
of the Group’s consolidated assets, and on account of 
the significance of judgments applied by management 
in the aforementioned aspects, we have considered 
impairment charge for credit losses on IAC and FVOCI 
to be a key audit matter.

Refer to notes 2.5(h) to the consolidated financial 
statements for significant judgments applied in the 
determination of expected credit losses, note 6.2 for 
movement in ECL during the year ended 31 December 
2019, and note 35 for credit risk management strategy 
and credit quality analysis in respect of investments.

Our audit procedures in response to the significant risk 
associated with the impairment charge for credit losses on 
Group’s debt investments held at IAC and FVOCI covered 
assessing the appropriateness and adequacy of the 
corresponding impairment allowances and we have performed 
following procedures. 

We checked the Group’s impairment policy against debt 
instruments held at IAC and debt instruments held at FVOCI 
and compared it with the requirements of IFRS 9.

We assessed the design and implementation and tested the 
operating effectiveness of the key controls over management’s 
processes for determining impairment allowance against 
investment in debt instruments held at IAC and FVOCI.

We checked the appropriateness of the Group’s determination  
of significant increase in credit risk and the resultant basis for 
classification of exposures into various stages.

For provision against debt instruments classified as Stage 1, 
Stage 2 and Stage 3, we obtained an understanding of the 
Group’s provisioning methodology, assessed the reasonableness 
of the underlying assumptions and the sufficiency of the data 
used. or a sample of investments in debt instruments, we 
checked the appropriateness of determining exposure at default, 
probability of default, and loss given default used in the 
expected credit losses calculations. 

Where relevant, we used specialists including IT specialists  
and financial risk modelling experts to gain comfort on model 
recalibration, resultant ECL calculations and data integrity.

We also assessed the financial statements’ disclosures to 
ensure compliance with IFRS 9 and IFRS 7 requirements.

There were no exposures determined to be individually impaired 
classified as stage 3 as at 31 December 2019. 
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Independent Auditors’ Report on the Audit of the Consolidated Financial Statements (continued)

Key audit matter Why considered most significant How our audit addressed the key audit matter

Valuation of 
unquoted derivative 
and non-derivative 
financial instruments 
carried at fair value

As at 31 December 2019, the carrying values of 
unquoted derivative and non derivative financial assets 
and financial liabilities carried at fair value aggregated 
to SR 37,903 million (2018: SR 25,027 million) and  
SR 6,082 million (2018: SR 3,279 million), respectively. 

In the absence of observable market inputs; the 
valuation of certain unquoted derivative and non-
derivative financial instruments is derived using complex 
techniques, applying varied assumptions that are 
considered appropriate, reasonable and relevant based 
on management’s judgment. 

The valuation estimate is particularly sensitive to 
certain inputs, whereby small changes can have a 
material impact on the Group’s reported consolidated 
financial position, results and disclosures.

Accordingly, due to the significance of unquoted 
financial instruments and related estimation uncertainty, 
this has been determined as a key audit matter.

Please refer to note 2.5(a) for details of the significant 
judgments applied in valuation of unquoted financial 
instruments and note 39 for the composition and  
gross carrying values and methodology applied in the 
valuation of such financial instruments.

Our audit procedures in response to the significant risk with 
respect to the valuation of unquoted derivative and non-
derivative financial instruments included the assessment of the 
Group’s overall valuation framework; including:
•  Obtaining an understanding of the management processes for 

identification, and mitigation of valuation risk,
•  Conducting an evaluation of applied judgments and significant 

inputs used in the valuation, 
•  Assessing the reliability of the source and appropriateness  

of key assumptions, and
•  Understanding controls over approval of new models  

or changes to existing valuation models.

We carried out an independent valuation assessment for  
a sample of unquoted financial instruments. 

In addition to independently testing the valuation of derivatives, 
we have also checked the valuation of selected samples against 
counterparty valuation statements.

With respect to financial statements disclosure, we have 
assessed whether the Group has appropriately reflected its 
exposure to valuation risk of unquoted financial instruments, 
using appropriate narratives and sensitivity analysis.

Application of 
hedge accounting

As at 31 December 2019, the positive and negative fair 
values of derivatives designated under hedging 
relationships aggregated to SR 247 million (2018: SR 
890 million) and SR 1,619 million (2018: SR 809 million) 
respectively, while the corresponding unrecognised 
notional values amounted to SR 15,980 million (2018:  
SR 36,167 million).

The IAS 39 ‘Financial Instruments: recognition and 
measurement’ stipulate certain criteria including hedge 
effectiveness testing as a pre-requisite to the 
application of hedge accounting. Due to the complex 
nature of the hedge accounting rules and their 
corresponding application, we have determined hedge 
accounting to be a key audit matter.

Please refer note 14 for details of the composition, 
notional values and carrying values and note 3.9 for 
details of the corresponding accounting policy adopted 
by the Group in the application of hedge accounting.

Our audit procedures in response to the significant risk 
associated with the application of hedge accounting included:
•  obtaining an understanding of the Group’s framework for 

financial risk management and hedge accounting. 
•  Understanding the process of establishing hedge relationships, 

preparation of appropriate documentation and hedge 
monitoring process, including testing the prospective and 
retrospective effectiveness.

In addition, we have also checked hedge effectiveness testing 
for a selected sample of hedges.

Our audit procedures also included tests of the design, 
implementation and operating effectiveness of application 
controls embedded in the systems used in connection with the 
accounting for designated hedges.

We have also assessed the appropriateness of the consolidated 
financial statements disclosures reflecting the Group’s 
cumulative exposures under hedging relationships at the 
reporting date.
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Other Information included in the Group’s 2019 Annual Report
Management is responsible for the other information in Group’s annual report. Other information consists of the information included in the 
Group’s 2019 annual report, other than the consolidated financial statements and our auditors’ report thereon. The annual report is expected 
to be made available to us after the date of this auditors’ report. 

Our opinion on the consolidated financial statements does not cover the other information and we do not and will not express any form of 
assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read the other information identified above when 
it becomes available and, in doing so, consider whether the other information is materially inconsistent with the consolidated financial 
statements or our knowledge obtained in the audit, or otherwise appears to be materially misstated. 

When we read the other information, if we conclude that there is a material misstatement therein, we are required to communicate the 
matter to those charged with governance.

Responsibilities of Management and Those Charged with Governance for the Consolidated Financial Statements
Management is responsible for the preparation and fair presentation of the consolidated financial statements in accordance with IFRS that 
are endorsed in KSA, the Regulation for Companies, the Banking Control Law in the Kingdom of Saudi Arabia and the Bank’s By-laws, and 
for such internal controls as management determines is necessary to enable the preparation of consolidated financial statements that are 
free from material misstatement, whether due to fraud or error. 

In preparing the consolidated financial statements, management is responsible for assessing the Group’s ability to continue as a going 
concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accounting unless management 
either intends to liquidate the Group or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group’s financial reporting process. 

Auditors’ Responsibilities for the Audit of the Consolidated Financial Statements
Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a whole are free from material 
misstatement, whether due to fraud or error, and to issue an auditors’ report that includes our opinion. Reasonable assurance is a high level 
of assurance but is not a guarantee that an audit conducted in accordance with ISAs that are endorsed in the Kingdom of Saudi Arabia will 
always detect a material misstatement when it exists. Misstatements can arise from fraud or error and are considered material if, individually 
or in the aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of these consolidated 
financial statements.

As part of an audit in accordance with ISAs that are endorsed in the Kingdom of Saudi Arabia, we exercise professional judgment and 
maintain professional skepticism throughout the audit. We also:
•  Identify and assess the risks of material misstatement of the consolidated financial statements, whether due to fraud or error, design and 

perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to provide a basis for our 
opinion. The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting from error, as fraud may 
involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal controls.

•  Obtain an understanding of internal controls relevant to the audit in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Group’s internal controls.

•  Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related disclosures made by 
the management.

•  Conclude on the appropriateness of management’s use of the going concern basis of accounting and, based on the audit evidence obtained, 
whether a material uncertainty exists related to events or conditions that may cast significant doubt on the Group’s ability to continue as  
a going concern. If we conclude that a material uncertainty exists, we are required to draw attention in our auditors’ report to the related 
disclosures in the consolidated financial statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions are based 
on the audit evidence obtained up to the date of our auditors’ report. However, future events or conditions may cause the Group to cease to 
continue as a going concern.

•  Evaluate the overall presentation, structure and content of the consolidated financial statements, including the disclosures, and whether  
the consolidated financial statements represent the underlying transactions and events in a manner that achieves fair presentation.

•  Obtain sufficient appropriate audit evidence regarding the financial information of the entities or business activities within the Group to 
express an opinion on the consolidated financial statements. We are responsible for the direction, supervision and performance of the  
group audit. We remain solely responsible for our audit opinion.
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Independent Auditors’ Report Continued

Independent Auditors’ Report on the Audit of the Consolidated Financial Statements (continued)
Auditors’ Responsibilities for the Audit of the Consolidated Financial Statements (continued)
We communicate with those charged with governance regarding, among other matters, the planned scope and timing of the audit and 
significant audit findings, including any significant deficiencies in internal controls that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant ethical requirements regarding 
independence, and to communicate with them all relationships and other matters that may reasonably be thought to bear on our 
independence, and where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those matters that were of most significance in the 
audit of the consolidated financial statements of the current period and are therefore the key audit matters. We describe these matters  
in our auditors’ report unless law or regulation precludes public disclosure about the matter or when, in extremely rare circumstances, we 
determine that a matter should not be communicated in our report because the adverse consequences of doing so would reasonably be 
expected to outweigh the public interest benefits of such communication.

Report on other legal and regulatory requirements
Based on the information that has been made available to us while performing our audit procedures, nothing has come to our attention  
that causes us to believe that the Bank is not in compliance with the requirements of the Regulation for Companies, the Banking Control  
law in the Kingdom of Saudi Arabia and the Bank’s By-laws in so far as they affect the preparation and presentation of the consolidated 
financial statements.
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