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When credit crisis severely affected international banks’ profitability levels, UAE banking •	
sector, sheltered from the ongoing global financial turmoil, emerged more promising 
than ever. We believe the industry is set to benefit from an operating environment 
characterized by rising liquidity, large project financing pipeline and a booming real estate 
sector. 

Contributing more than 30% of the sector’s assets, Abu Dhabi banks showed stronger •	
than initially anticipated results in 2007, a performance attributable to improved core as 
well as non core businesses. In this report, we are revising our estimates as a reflection 
of stronger reported results as well as further developments that are likely to have a 
significant impact on Abu Dhabi banks’ profitability moving forward.

We update coverage on the four Abu Dhabi banks in our research universe, reiterating •	
our BUY recommendation on both NBAD and FGB, while upgrading both ADCB and UNB 
from a NEUTRAL to a BUY, resulting in a positive view on all components of our coverage. 
We see the strongest upside potential in both FGB (+19.6%) and ADCB (+18.6%) as we 
forecast the former to continue benefiting from above industry average growth, while the 
latter seems to have compensated excessive provisioning burden with sound operation, 
ambitious organic growth and expansion targets
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Investment Highlights

While managing to escape the all pervasive global credit crisis, the UAE banking system •	
remained both sound and profitable as it strongly benefits from a buoyant economy 
characterized by unprecedented oil prices hikes, booming real estate sector, a growing 
population and a sustained pipeline of mega projects. 

Abu Dhabi banks, which contribute more than 30% of the banking system’s total assets, •	
reported stronger than initially anticipated results in 2007. For 2008, we believe in their 
capacity to improve their profitability on the back of stronger core banking businesses as 
well as diversification of revenues. 

NBAD, the largest bank in Abu Dhabi and the second largest bank in the UAE in terms •	
of total assets, continued to achieve high profitability levels in 2007 with RoAE above the 
sector’s average and top line revenues remaining the main drivers for bottom line growth. 
We revise our target price on the bank upwards to AED 24.86 per share implying an 
upside of 15.6% to the current market price of AED 21.50 per share, and reiterate our BUY 
recommendation on the stock. 

Abu Dhabi Commercial Bank was the only Abu Dhabi bank to transparently disclose its •	
exposure to US subprime. Although we expect further provisioning to put pressure on 
the bank’s bottom line going forward, the latter will incorporate higher revenues from 
growing core businesses as well as contribution of its new Malaysian subsidiary. Although 
conservative in our updated forecasts for the bank, our target value presents, at AED 5.98, 
an upside potential of 18.6% compared to the current price of AED 5.04. We therefore 
upgrade our view on the bank from NEUTRAL to BUY. 

Confirming its positioning as the fastest growing bank in the UAE, First Gulf Bank •	
displayed higher than average assets and profitability growth in 2007. Strong core 
banking performance and sustained contribution from non-core banking businesses 
justified upwards revision of our forecasts for the bank. We valued FGB at AED 32.25 per 
share resulting in an upside of 19.6% compared to the current price of AED 26.95. We 
therefore reiterate our BUY recommendation on the stock.

UNB, the smallest Abu Dhabi bank in our coverage pool in terms of total assets, beat •	
our expectations for 2007. We expect the bank to improve profitability across the board 
in 2008 while diversifying income stream through trade finance activities and property 
business. We also see an upside potential if UNB Egypt’s restructuring process proves 
successful. Given our revised projections for the bank, we review our target value for UNB 
upwards to AED 10.44 per share, resulting in an upside of 10.1% compared to the current 
price of AED 9.48 per share. With a positive outlook for the bank, we have updgraded our 
recommendation on the stock from NEUTRAL to BUY.
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Banking in the UAE 

Abu Dhabi banks, a powerful engine for UAE banking

The banking system in the UAE has managed to escape the all pervasive global credit 
crisis, remaining both sound and profitable in a buoyant economy characterized by 
unprecedented oil prices hikes, booming real estate sector, a growing population and a 
sustained pipeline of mega projects. 

Aggregate balance sheet of the 51 UAE banks totalled AED 1.3tr in Q1 08, up 9% QoQ 
and 45% YoY, ranking the industry as the largest in the GCC. This performance indicates 
continuous growth in core banking as well as non core banking businesses in a highly 
supportive operating environment. The four Abu Dhabi based banks under our coverage 
enjoy a combined market share of more than 30% of the system’s total assets, with a 
combined balance sheet worth AED 413bn in Q1 08. 

Source: Central banks

Total deposits of the UAE banking sector, as a whole, amounted to AED 774bn as of March 
31st, 2008, up 7% QoQ and 39% YoY, reflecting increased liquidity in the banking system 
despite a falling interest rate environment. 

On the other hand, total claims grew faster than customer deposits, going up almost 10% 
QoQ and 40% YoY to AED 793bn. At these levels, loans over deposit ratio in Q1 08 stood 
at 102% and is expected to soar higher with a prosperous and fast-growing economy. In 
comparison, our four Abu Dhabi banks increased customer deposits, on average, by 5% 
QoQ in Q1 08, underperforming the sector. This reflects relative concentration of their 
funding base causing scattered annual funding stream. On the lending front, aggregate 
loan book grew 13% QoQ, expanding faster than the sector, with FGB taking the lead and 
recording a strong 22% QoQ rise in its loan portfolio. In terms of market share, Abu Dhabi 
banks reported respective contributions of 31% and 34% to the sector’s deposits and 
loans in Q1 08.

Strong correlation between customer deposits and GDP growth

Historically, customer deposits’ growth of the UAE banking system depicted a very strong 
correlation with GDP levels, justifying our choice to consider a regression model for the 
banking system deposits’ growth. 
We have assumed a real GDP growing at an annual pace of 12% over 2007-2012 with 
a 20% growth in 2008. In addition, population in the UAE is expected to expand, on 
average, at 6% per annum.
This exercise resulted in a deposits growth of 23% for 2008 and a CAGR of 15% over our 
five-year projection period. However, given the strong rise in liquidity recorded in Q1 08, 
we adjust our estimates upwards to 26% in FY08 and a CAGR of 16% over 2007-2012. In 
addition, we expect that deposits/ GDP will continue to be amongst the highest in the 
GCC at 107% in 2008.

Total assets by GCC country in Q1 08 (USD bn)
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Source: SHUAA Capital estimates

Besides this, increasing financing needs in a buoyant economy justifies lending 
outperforming deposits growth. We expect loans to expand by 31% in 2008 and grow at a 
CAGR of 18 % over our projection period. At 100% in 2007 and 102% in Q1 08, loans over 
deposit ratio will tighten further as increasing reliance on wholesale funding is expected. 

Deposits growth vs. deposits/ GDP
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Falling interest rates concerns…however, hinting at wider spreads in 2008

The Fed’s move to contain the fallout of the credit crisis led to a fall in US benchmark rates, 
followed by rate cuts in dollar-pegged economies of the GCC.

Source: Reuters

The UAE is no exception as 3-months EIBOR was cut three times since the beginning of 
the year, going down from 4.5% to 1.9% and standing below LIBOR. This sharp decrease in 
interbank rates reduces the value of borrowed money while leading to cheaper lending 
rates. However, asset-liability duration gaps will, according to our assumptions, lead to 
a faster decrease in funding costs than lending returns implying a slight widening of 
interest spreads in 2008. Maturity of loan books and intense competition for fundraising 
should put pressure on the spreads thereafter. 

Also, given differences of asset/ liability mix for each bank and the maturity breakdown of their 
balance sheet, the above effect is not expected to have the same impact across all banks. 

Powerful banking drivers in a fast expanding emirate 

According to recent statistics, infrastructure spending and other investments in the UAE 
are expected to account for 45% of the mammoth USD 1.8tr projects to be initiated in the 
GCC over 2008-2012. 
In Abu Dhabi, the emirate that generates more than half of UAE’s GDP and hosts the 
largest sovereign wealth fund worldwide, project financing pipeline is estimated at AED 
549bn over 2008-2012, promising strong opportunities for banking institutions.

We expect project financing to be a major growth driver for Abu Dhabi banks, more so, 
given the strong relationship the leading banks in the emirate enjoy with the government 
and influent corporate clients. 
In addition, increasing involvement in real estate combined with straightforward 
strategies to develop Islamic banking activity, improvement of wealth management 
capabilities and sophistication of the banking product will translate into diversification of 
revenues while strengthening Abu Dhabi based banks’ capacity to sustain high levels of 
profitability going forward. 

3 months EIBOR vs. LIBOR
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Industry risks 

Like in other GCC countries, inflation in the UAE reached all time highs with a rate 1. 
estimated at 11.4% for 2008. In order to curb inflation and lending frenzy, the UAE 
Central Bank sent a draft circular in April 2008 setting a number of constraints to 
consumer loans growth. Amongst the proposed measures, the circular suggested:

Capping personal car loan amount at AED 250,000 with 60 months tenure I. 
(instead of 72 months previously)
Having mortgage financing capped at 85% of construction value or purchase II. 
value and 25 years tenure
The maximum personal loans to be capped at 25 times the salaryIII. 
Debt Burden ratio not to exceed 60%IV. 

 
If this circular is adopted and approved, we can expect UAE banks to grow their retail loan 
books at a slower rate than initially expected.

We identify a risk regarding banks’ increasing exposure to real estate. Real estate loans 2. 
are capped at 20% of total loan portfolio and this ratio may be exceeded by some 
institutions as relentless financing demand arises from that sector. Besides, a number 
of banks have set up their own real estate subsidiary, deviating away from their core 
banking focus. Since the latter is not regulated by the Central Bank, it can derive 
banks to exceed what can be termed as a safe exposure to the sector. However, in an 
environment of negative real interest rates, and resultant asset price inflation, the risk 
is deferred. 

We still cannot measure the impact of the implementation of Basel II guidelines. 3. 
We can reasonably expect an erosion of Capital Adequacy Ratios (CAR) with the 
consideration of market and operational risks. 

Although disclosing sound asset quality ratios, UAE banks might experience 4. 
acceleration of NPLs as loan books mature, particularly in personal and real estate 
lending. 
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NBAD, the largest bank in Abu Dhabi and the second largest bank in the UAE in terms •	
of total assets, continued to achieve high profitability levels in 2007 with RoAE above the 
sector’s average at 25% and top line revenues remaining the main drivers for bottom line 
growth.

NBAD managed to sustain strong levels of growth while continuously investing in •	
improving its domestic franchise. Although enjoying a higher than average capital ratio 
and a high cash liquidity position, we are still waiting for the bank to deliver on its regional 
strategy to potentially utilize this cash. 

In our view, NBAD remains the safest and surest play on growth in Abu Dhabi’s banking •	
sector, as it generates the highest returns while remaining overcapitalized compared to 
peers. We revise our target price on the bank upwards to AED 24.86 per share implying an 
upside of 15.6% to the current market price of AED 21.50 per share, and reiterate our BUY 
recommendation on the stock. 

Current price AED 21.50 Country UAE

Fair value target AED 24.86 Sector Commercial banking

Recommendation BUY Exchange ADX

Year
Net profit 
(AED' 000)

BV 
 (AED' 000)

EPS  
(AED' 000)

BVPS  
(AED' 000)

RoAE  
(%)

P/E  
(x)

P/BV  
(x)

Dec-10E 4,109,403 17,456,769 2.08 8.83 25.2% 10.3 2.4

Dec-09E 3,657,073 15,196,598 1.85 7.69 25.9% 11.6 2.8

Dec-08E 3,261,682 13,020,639 1.65 6.59 26.9% 13.0 3.3

Dec-07 2,505,137 11,214,232 1.27 5.67 24.8% 17.0 3.8

52-week range (AED) 18.0-26.5

Number of shares (000') 1,976,614

Free Float (%) 27

Market cap (AED' 000) 42,497,201

Market cap (USD' 000) 11,570,161

Div. Yld. 2007 (%) 1.9

national Bank of abu dhabi (NBAD.AD)
Abu Dhabi’s biggest bank… still your safest bet 

NBAD stock performance vs. SC UAE Index

0.00

5.00

10.00

15.00

20.00

25.00

30.00

35.00

c-
05

b-
06

r-
06

Ju
n-

06

g-
06

O
ct

-0
6

c-
06

b-
07

r-
07

Ju
n-

07

g-
07

O
ct

-0
7

c-
07

b-
08

r-
08

D
e

Fe A
p

A
u D
e

Fe A
p

A
u D
e

Fe A
p

NBAD.AD SC UAE rebased



June 16th, 2008   9

Abu Dhabi Banks

Analysis and Revised Forecasts

Heavy reliance on corporate and government funds 

In 2007, NBAD’s deposits went up 16% YoY to AED 82bn, picking up significantly in 
Q4 07, reflecting customer deposits’ volatility due to heavy reliance on corporate and 
government funds (providing a combined share of almost 80% of deposits). In Q1 08, 
growth of customer deposits was robust at 13% QoQ, largely outpacing the sector. While 
historically moving below the sector’s average, we expect NBAD to slightly underperform 
the industry in 2008 with an annual customer deposits increase of 23%. Again, the 
planned opening of 28 additional branches over the medium term might sustain 
fundraising at a higher than expected pace. Over 2007 to 2012, we forecast customer 
deposits to sign a CAGR of 14%.

Long term borrowings to consolidate…

After more than doubling in 2007, long term borrowings are expected to further amplify 
going forward. The bank has already announced its intention to tap debt markets through 
its various sanctioned medium term notes programmes in various currencies, including 
AED 3.3bn in Malaysian ringgit denominated bonds (Malaysia being considered as a more 
liquid bond market). Hence, we forecast long term borrowings to reach 11bn in 2008, 
representing 6% of total assets.
Last but not least, the bank converted, in Q1 08, 56% of its convertible bonds issued in 
2006, creating 55,874 thousand new shares and rebuffing the legal reserve by AED 1.4bn. 
Right after, another AED 2bn convertible debentures were issued at the beginning of the 
year, due in 2018 and bearing interest of 3-month EIBOR less 25bps with the strike price 
set at AED 25.45. According to our estimates, conversion of the bonds would lead to a 4% 
dilution.

…and boost lending momentum

Sustained by a growing demand and a positive momentum in the corporate banking 
business, loan portfolio outpaced the banking system in 2007, recording a strong 39% 
YoY growth and exceeding our initial AED 72bn estimate for the full year. In Q1 08, loan 
portfolio recorded a 16% QoQ increase (vs. only 10% for the UAE banking industry). We 
believe the bank’s commitments will continue to grow faster than deposits and even 
faster than the sector’s assumed increase in financing (31% in 2008).
With a loans to deposits ratio crossing 100% in Q1 08, we expect it to go up to 106% in 
2008, defining a loan book size of AED 106bn (up 33% YoY). A CAGR of 17% is estimated 
for the loan portfolio going forward. 
On the assets side, significant dirham liquidity position of the bank is reflected through 
a high amount of cash and Central Bank CD’s, contributing 25% of total assets in Q1 08. 
Although speculation over revaluation of the AED currency has subsided, we believe the 
bank will maintain a pronounced cash liquidity position going forward until an attractive 
acquisition target is identified in the region. 

A top line dynamics as the main revenue driver

In 2007, falling spreads were offset by a higher than expected balance sheet growth, 
leading to a 19% growth in net interest income. In Q1 08, improvement of the spread 
combined with higher volumes propelled net interest income 44% YoY. We have based 
our outlook on the assumption that the spread business will remain the main driver for 
the bank’s bottom line growth contributing, on average, 67% of operating profit. We 
expect net interest income to record a 35% increase in 2008 reaching AED 3.2bn with net 
interest margin kept above 2.1%. 

Normalized non interest income set to achieve 20% growth in 2008 

In Q1 08, net gains on property sale worth AED 165mn inflated non interest income. 
However, on a normalized basis, this earnings component signed a 15% increase with 

Deposits to slightly 
underperform the 

sector with a controlled 
23% growth in 2008

Loan book to exceed 
AED 100bn in 2008

Net interest income to 
remain NBAD's primary 

source of revenue
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fees momentum largely compensating the reported unrealised investment losses due to 
unfavourable market conditions.
Growing franchise and larger assets will, according to our estimates, sustain fees growth 
with a significant contribution coming from retail and corporate banking fees. After 
mounting 21% YoY in Q1 08, we believe that fees will easily exceed AED 1bn by the end 
of the year. Drawing support from balance sheet growth we estimate a CAGR of 15% over 
our five-year forecasts.
Overall, we see non interest income going up 33%, or 20% excluding the reported one-off 
gains on property. 

A sustainable cost efficiency …

Despite large investments, especially on branch roll-out and human resources, we believe 
economies of scale and growth in operating income will maintain a cost efficiency of 29% 
to 30% over our projection period. This level remains below the 35% medium term target 
set by the management and stands at a competitive level amongst Abu Dhabi banks. 

…And higher provisions awaited

Although improvement of asset quality was reported in Q1 08 (with NPLs/ gross loans 
decreasing below 1%), we expect balance sheet growth to take NPLs higher. Assuming 
106% coverage ratio, this implies provision expenses at AED 150mn in 2008 vs. AED 42mn 
in 2007.

Inflated bottom line in Q1 08 suggesting strong earnings for the full year

The second largest UAE bank posted earnings of AED 2.5bn in 2007, inline with our initial 
estimates. Given the robust earnings reported in Q1 08 and the expected pick up in 
interest income, we see normalized net profit mounting 24% to AED 3.1bn in 2008 and 
yielding a high RoE of 26%, the highest amongst our targeted universe of Abu Dhabi 
banks. We revised upwards our net profit estimates of the bank believing that it will 
capitalize on momentum in spread business as well as high accumulation of fees inline 
with the expected balance sheet expansion. 
Due to lack of information, the above assumptions have not taken into account the 
upcoming launch of the Islamic banking and real estate subsidiaries of NBAD. These new 
businesses could generate significant additional recurring revenues boosting bottom line 
figures.

AED '000 2007 2008 new 2008 old

Balance Sheet    

Assets 139,430,718 172,893,380 149,362,832

loans 79,729,100 106,347,271 87,733,471

Deposits 81,736,671 100,327,614 99,697,127

Income Statement    

net interest income 2,404,957 3,238,525 2,645,609

non interest income 1,260,647 1,675,574 1,296,827

net income 3,665,604 4,914,100 3,942,436

net profit 2,505,137 3,261,682 2,768,471

Ratios    

loans/ deposits 98% 106% 88%

net interest spread 1.7% 1.9% 1.5%

Cost to income 29% 29% 23%

RoAE 25.0% 26.9% 25.0%

RoAA 2.1% 2.1% 2.0%

High profitability ratios 
expected in 2008
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Valuation

NBAD remains the safest and surest play on growth in Abu Dhabi’s banking sector, as 
it generates the highest returns while remaining overcapitalized compared to peers. 
We revise our target price on the bank upwards to AED 24.86 per share implying an 
upside of 15.6% to the current market price of AED 21.50 per share, and reiterate our BUY 
recommendation on the stock. 

 Value per share (AED)  Weight

DECF 24.93 70%

Relative valuation 24.69 30%

Target value 24.86  
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Financials

NBAD’s balance sheet - AED ‘000

 2007 2008E 2009E 2010E 2011E 2012E

Cash & Central Bank 36,399,339 38,637,436 39,849,920 40,308,746 41,623,929 43,018,634

Fixed income investments 10,054,224 12,039,314 13,793,882 15,391,503 16,969,636 18,660,793

Equity investments   1,200,725   1,570,179   1,811,745   1,997,565   2,202,443   2,428,335

Due from Banks 8,158,270 9,029,485 10,345,411 11,543,627 12,727,227 13,995,595

loans & advances (net of provisions) 79,729,100 106,347,271 124,144,934 141,088,779 158,383,273 174,167,405

Fixed assets 583,296 641,626 705,788 762,251 823,231 889,090

other assets 3,305,764 4,628,070 5,090,877 5,345,420 5,612,691 5,893,326

Total assets 139,430,718 172,893,380 195,742,556 216,437,892 238,342,431 259,053,177

Customer deposits 81,736,671 100,327,614 114,949,013 128,262,527 141,413,636 155,506,611

Due to banks 32,346,980 38,124,493 42,531,135 46,815,822 51,615,977 54,427,314

long term loans 7,511,061 10,638,848 11,957,011 12,096,518 13,014,491 13,514,491

other liabilities 4,182,093 6,273,140 6,586,796 6,916,136 7,261,943 7,625,040

Total liabilities 125,776,805 155,364,095 176,023,955 194,091,003 213,306,048 231,073,457

Total shareholders' equity 11,214,232 13,020,639 15,196,598 17,456,769 19,953,068 22,695,238

Proposed dividends - 1,467,757 1,481,115 1,849,231 2,042,426 2,243,594

Convertible bonds 2,439,681 3,040,889 3,040,889 3,040,889 3,040,889 3,040,889

Total liabilities and equity 139,430,718 172,893,380 195,742,556 216,437,892 238,342,431 259,053,177

NBAD’s income statement - AED ‘000

 2007 2008E 2009E 2010E 2011E 2012E

interest income 7,084,126 7,511,195 8,909,662 9,947,685 11,075,386 12,114,988

interest expense -4,679,169 -4,272,670 -5,120,175 -5,712,689 -6,372,843 -6,945,887

Net interest income 2,404,957 3,238,525 3,789,487 4,234,995 4,702,542 5,169,100

net fee and commission income 885,277 1,062,332 1,253,552 1,441,585 1,585,744 1,744,318

net gains from FX transactions 218,990 284,687 341,624 392,868 432,155 475,370

investment gain 118,667 69,273 84,548 95,233 105,000 115,769

other income 37,713 259,283 120,211 126,221 132,532 139,159

total non-interest income 1,260,647 1,675,574 1,799,935 2,055,907 2,255,431 2,474,617

Total income from operations 3,665,604 4,914,100 5,589,422 6,290,903 6,957,973 7,643,717

staff and general expenses -620,191 -982,820 -1,173,779 -1,352,544 -1,530,754 -1,719,836

total provision charge -41,690 -150,486 -205,214 -239,207 -262,020 -272,990

Depreciation -67,992 -61,246 -67,371 -73,402 -79,274 -85,616

other expenses -366,186 -384,495 -403,720 -423,906 -445,101 -467,356

Total non-interest expenses -1,096,059 -1,579,047 -1,850,084 -2,089,059 -2,317,150 -2,545,799

Profit before tax 2,569,545 3,335,053 3,739,339 4,201,843 4,640,823 5,097,918

taxes -64,408 -73,371 -82,265 -92,441 -102,098 -112,154

Net profit 2,505,137 3,261,682 3,657,073 4,109,403 4,538,725 4,985,764
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NBAD - Key ratios - %, unless otherwise stated

 2007 2008E 2009E 2010E 2011E 2012E CAGR 2007-2012

Growth

total equity 24.5 16.1 16.7 14.9 14.3 13.7 15

total assets 38.1 24.0 13.2 10.6 10.1 8.7 13

total loans 38.7 33.4 16.7 13.7 12.3 10.0 17

Customer deposits 15.6 22.7 14.6 11.6 10.3 10.0 14

net interest income 19.0 34.7 17.0 11.8 11.0 10.0 17

operating income 24.0 34.1 13.7 12.6 10.6 9.9 16

net profit 19.0 30.2 12.1 12.4 10.5 9.9 15

Capital Adequacy

Equity / assets 8.0 7.5 7.8 8.1 8.4 8.8

Capital base / RWA 16.2 16.3 16.0 16.0 16.1 16.4

Asset Quality

nPl / Gross loans 1.1 0.9 1.0 1.0 1.0 1.0

llP / nPl 106.0 105.0 102.0 105.0 109.0 113.0

Margins & Profitability

net interest spread 1.7 1.9 1.9 1.9 1.9 1.9

net interest Margin 2.1 2.2 2.1 2.1 2.2 2.2

net Profit Margin 30.0 35.5 34.1 34.2 34.0 34.2

RoAE 24.8 26.9 25.9 25.2 24.3 23.4

 RoAA 2.1 2.1 2.0 2.0 2.0 2.0

Efficiency and liquidity

Cost/income 29 29 29 29 30 30

loans to deposits 98 106 108 110 112 112
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General Update

Abu Dhabi Commercial Bank was the only Abu Dhabi bank to transparently disclose its •	
exposure to US subprime. With provisions worth AED 560mn on its investments portfolio, 
the bank reported a 4.5% decline in profitability in FY 07. 

On a conservative note, we expect ADCB to incur additional AED 471mn provisions on •	
investments in the next couple of years putting pressure on the bank’s earnings growth. 
However, expected pressure on the bottom line will be offset by increasing revenues from 
its core banking business as well as contribution of its new Malaysian subsidiary.

Taking into account the impact of the exposure that the bank continues to hold •	
on its books, as well as relative under provisioning, we revise downwards our target 
price on ADCB to AED 5.98 per share. However, we believe that the market reaction to 
recent events have more than accounted for this, and have not taken into account the 
longer-term sustainability of the bank’s core operations, which remain intact. Although 
conservative in our updated forecasts for the bank, our target value, compared to the 
current price of AED 5.04, presents an upside potential of 18.6%. Also, based on our 
forecasts the bank trades at the lowest 09E book and earnings multiples among its 
immediate peer group. We therefore upgrade our view on the bank from NEUTRAL to BUY. 

noise behind us, and more than adequately priced in
abu dhabi commercial Bank (ADCB.AD)

Current price AED 5.04 Country UAE

Fair value target AED 5.98 Sector Commercial banking

Recommendation BUY Exchange ADX

Year
Net profit 
(AED' 000)

BV 
 (AED' 000)

EPS  
(AED' 000)

BVPS  
(AED' 000)

RoAE  
(%)

P/E  
(x)

P/BV  
(x)

Dec-10E 3,032,061 16,073,125 0.53 2.85 20.4% 8.0 1.5

Dec-09E 2,570,739 13,723,278 0.44 2.44 20.2% 9.4 1.8

Dec-08E 2,120,572 11,730,955 0.50 2.52 19.4% 11.4 2.1

Dec-07 1,987,518 10,087,512 0.52 2.36 20.3% 12.2 2.4

52-week range (AED) 5.04-7.80

Number of shares (000') 4,810,000

Free Float (%) 35

Market cap (AED' 000) 24,242,400

Market cap (USD' 000) 6,601,781

Div. Yld. 2007 (%)  2.0 

ADCB stock performance vs. SC UAE Index
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A “fast-forward” three-year strategy to trigger growth cycle?

The announcement of a three-year strategy was the bank’s first reaction after it disclosed 
material exposure to subprime in 2007. This “fast-forward” strategic plan is designed to 
strengthen investors’ confidence in a troubled market and position ADCB as a leading 
banking institution in a booming market. Putting into perspective the necessity to 
establish stronger risk and capital management processes, the strategy was built on three 
pillars: 

Organic growth and improvement in capabilities across all 
existing business segments 

Aggressive drive to develop Islamic Banking through a 
specialized subsidiary, ADCB Meethaq

Medium term plan to achieve inorganic growth in markets 
similar to the UAE where ADCB believes it can leverage core 
assets and capabilities. 

fast forward

fast forward

fast forward

Source: ADCB

Action plan of this strategy identified 6 work streams for each of which a distinct action 
plan was determined: 

Workstreams

Islamic 
A

Strategy

Full Islamic offering through two tier strategy
Dedicated Sukuk team to capture quick wins –e.g., recruiting a top notch banker
Launch full fledged Islamic banking capability –e.g., retail, corporate, SME and 
HNW product offering

HNW 
B Build model robust to all market conditions

Grow world class coverage and advisory capabilities
Acquire target segments
Offshore offering –e.g. explore alliance or booking centre

Corporate  
C Use lending as gateway to cross-sell

Coverage teams with product specialisation
Strengthen Trade Finance and Cash Management
Pricing to reflect cost of capital
Treasury cross -selling

Commercial   
D Create dedicated product offering

Dedicated organisational focus
Specific products (standardisation, link to HNW)
Dedicated distribution channel –e.g., centres

Retail    
E Target mass affluent and improve sales effectiveness

Improve quality of portfolio –e.g. mass affluent
Higher cross-selling through best practice techniques
Leaner, quicker credit approval

Enablers     
F

Develop strategic plan and support initiatives with improved HR, capabilities, and MIS

fast forward

Source: ADCB

According to this strategy, ADCB will achieve a core net profit of over AED 4bn by 2010 
with RoE reaching 27% (vs. 20% in 2007). However, lack of specific information on 
the implementation of this strategy and the rush with which ADCB delivered such an 
ambitious roadmap raises some reservations regarding the bank’s capacity to achieve the 
announced targets over such an aggressive time horizon.  

Rush in presenting a 
new 3-year strategy… 

…raises reservations on 
achievability of targets 
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Analysis and Revised Forecasts

Transparent disclosure of exposure to US subprime

In 2007, ADCB was the only UAE bank communicating its material exposure to subprime 
crisis. A total amount of AED 560mn was booked as provisions against impaired securities, 
AED 70mn of which on credit default derivatives, leaving total P&L coverage at 51%.

In AED mn Original value P&L provision Equity provision P&L coverage Total coverage (%)

SIVs written off 73 70 - 96% 96%

SIVs restructured 257 59 - 23% 23%

SIVs pending restructuring 312 209 - 67% 67%

Funded ABS CDO 310 156 44 50% 64%

Unfunded ABS CDO 147 66 29 45% 65%

Total impaired investments 1,100 560 73 51% 58%

 Source: ADCB

In Q1 08, the bank booked an additional AED 72mn for an impacted securities portfolio 
valued at AED 883mn. Making a conservative assumption of an 85% coverage of the 
impacted portfolio in 2008 up to 100% in 2009, implies further provisions of AED 257mn 
and AED 132mn respectively for the bank’s investments securities portfolio. In addition 
we expect AED 37mn and AED 44mn to be booked against impacted credit default 
derivatives in 2008 and 2009 respectively. 

Strong reliance on wholesale funding to continue

Reflecting strong core business as well as fast growing Islamic banking segment, ADCB’s 
customer deposits jumped 32% YoY to AED 57bn, above the 29% increase recorded by 
the sector. 
In Q1 08, deposits expanded 4% QoQ to AED 59bn, propelling loans over deposits ratio to 
a high of 135% even though regulatory ratio was at a reasonable level of 86%. 
Given the bank’s strong reliance on wholesale funding compared to peers, we expect 
ADCB to grow its deposits slightly below the sector average at 22 % in 2008. A CAGR of 
16% is expected for customer deposits over our projection period. 
 
With more than AED 10bn unsecured notes and syndicated loans added in 2007, ADCB’s 
funding profile still suggests a strong reliance on wholesale funding, which represented 
32% of total assets in Q1 08 vs. 31% in 2007 and 30% in 2006. We forecast this funding to 
maintain a share around 30% of total assets. 

Primarily intending to fund the acquisition of the 25% stake in Malaysian RHB Capital 
Berhad, ADCB approved the issuance of AED 4.8bn mandatory convertible bonds in 
April 2008, with each security paying a fixed annual coupon of EIBOR +150bps quarterly. 
These securities will be converted to ordinary shares within three years (in April 2011) at a 
conversion price determined at AED 7.35 per share leading to creation of 653 million new 
shares. We estimate dilution impact of the issuance to stand at 12%. 

Lending growth partially affected by tighter liquidity

In light of a structural overutilization of deposits and tightening liquidity, ADCB’s loans 
growth underperformed the sector in 2007 with a limited 21%YoY increase to AED 76bn. 
In Q1 08, loan portfolio expanded 6% QoQ to AED 80bn attributable mainly to 
improvement in consumer banking and project financing activities. Given the bank’s 
ambition to closely monitor its liquidity position, we are assuming a 26% growth in loans 
in 2008 (below the sector’s average of 31%). Thereafter, we expect the effective launch of 
the bank’s Islamic subsidiary and synergistic opportunities with RHB Capital to make loans 
outpace the sector average. Over 2007-2012, we forecast loans to record a CAGR of 18%. 

Further provisioning 
expected in 2008 

and 2009 

Deposits growth to 
underperform the sector 
average at 22% in 2008

AED 4.8bn funded ADCB's 
move in Malaysia 
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More severe credit standards raise provisioning issues

In the last quarter, a significant shift was noted regarding asset quality. Indeed, while loan 
portfolio recorded a 6% QoQ increase, NPLs jumped 67% to AED 1.8bn, representing 
a high 2.2% of gross loans vs. only 1.4% in 2007. This deterioration in asset quality is 
directly linked to tighter credit standards adopted by the bank keen to ensure better 
risk management procedures. In fact, ADCB moved from a previously adopted 180-day 
policy on NPLs classification to a more conservative 90-day directive, leading to a surge 
in NPLs in Q1 08. According to the management, NPLs are expected to decrease in Q2 08 
restoring the NPLs/ gross loans ratio. At the same time, provisions in the last quarter were 
not adjusted according to the new reported level of NPLs leading to a significant decrease 
in NPLs coverage from 109% in 2007 to 67% in Q1 08. 

We consider insufficient NPLs coverage to potentially constitute a significant downside 
risk for the bank for, if provisioning efforts were to restore a 100% coverage level to the 
current NPLs stock, bottom line will be severely affected. 

Nonetheless, we chose to retain the best case scenario on this issue, assuming a reduction 
of NPLs to AED 1.3bn in 2008 and a NPLs/ Gross loans ratio maintained at 1.4%. 

 2007 2008e 2009e 2010e 2011e 2012e

NPLs / Gross Loans 1.4% 1.4% 1.4% 1.4% 1.4% 1.4%

 Non-performing loans 1,055,415 1,337,873 1,573,912 1,832,297 2,139,662 2,394,441

 Growth (%) - 26.8% 17.6% 16.4% 16.8% 11.9%

Provisions / NPLs 109% 104.00% 106.00% 108.00% 108.00% 110.00%

Source: ADCB, SHUAA Capital estimates

Net interest income to be impacted by lower margins …

Due to ADCB’s strong reliance on more expensive short and medium term borrowings, 
interest margins are set to witness increasing pressure in times ahead. In Q1 08, interest 
margin showed a YoY decline of 50bp to 2.1%, suggesting a slow interest income growth 
for 2008. However, we believe net interest income will be primarily driven by a volume 
effect as a result of expanding commitments. We forecast net interest income to sign a 
CAGR of 12% over 2007-2012 with net interest margin decreasing to 2.1%.

 2007a 2008e 2009e 2010e 2011e 2012e

Net Interest income 2,288,415 2,502,265 2,833,759 3,199,868 3,574,516 3,988,413 

Growth %  9.3% 13.2% 12.9% 11.7% 11.6%

Interest Spread 2.1% 2.0% 2.0% 1.9% 1.9% 1.8%

NIM 2.6% 2.3% 2.2% 2.1% 2.1% 2.1%

Source: ADCB, SHUAA Capital estimates

…yet offset by growth in fees and contribution of the Malaysian subsidiary 

In 2007, ADCB booked minimal IPO-related income of AED 2.5mn vs. AED 547mn in 
2006; causing a 23% YoY fall of overall fees to AED 874mn. Adjusted for this non recurrent 
and volatile revenue component, total fees actually achieved almost 50% YoY growth 
supported by higher retail and corporate banking fees as well as stronger investment 
banking revenues. In Q1 08, this trend was confirmed as fees jumped 64% YoY to AED 
263mn. We expect the fee income to be a main driver for non interest income growth 
going forward, growing at a CAGR of 15% over our projection period. 
 
In May 2008, ADCB completed the largest investment ever made by a Gulf bank in 
Malaysia with the acquisition of a 25% stake in RHB Capital for USD 1.23bn (AED 4.5bn), 
defining a PB transaction multiple of 2.2x. The bank’s new associate is the fourth largest 
lender in Malaysia and covers four broad categories of businesses through a number of 
subsidiaries: Commercial Banking, Islamic Banking, Investment Banking and Insurance. 

Downside risk seen in 
low NPLs coverage 
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Given the expertise of RHB and its long established presence in the domestic market, we 
see ADCB benefitting from the competencies of its partner to improve its existing core 
capabilities, develop expertise in Islamic banking and Sukuk market, and widen its reach 
in Asia. 

Taking into account RHB’s ambition to double net profit by 2010, we expect ADCB’s share 
of profit from RHB to constitute a recurring and growing source of revenue and generate 
a return on investment estimated at 11% by 2012. 

 In AED mn 2008E 2009E 2010E 2011E 2012E

RHB estimated net income 1,050 1,323 1,666 1,833 2,016

Share of profit from RHB 153 331 417 458 504

Investments in an associate 4,671 5,002 5,418 5,876 6,380

Source: SHUAA Capital estimates

All in all, we expect non interest income in 2008 to remain almost steady YoY at AED 
1.5bn, mainly due to the non recurrence of 2007 property revaluation gains, somewhat 
offset by impending growth of fees and share of income from the Malaysian subsidiary. 
However, ADCB could outperform our non interest income estimate if further positive 
land revaluations take place through its specialized subsidiary Abu Dhabi Commercial 
Properties which, according to recent comments, currently manages 3,500 commercial 
properties and 50,000 residential units in the UAE.

Operating expenses to reflect both organic and inorganic growth

With an expected step up in investment levels designed to improve the bank’s franchise 
network both domestically and overseas, we believe operating expenses (excluding 
provisions) will grow faster than operating income in the next three years. This will, 
according to our estimates, define a cost efficiency ratio of 31% in 2008 vs. our previous 
estimate of 29%. 
Further provisions on credit losses as well as impairment on portfolio securities (as 
mentioned above) will, according to our estimates, weight on the bottom line until 2010 
when impacted securities portfolio is expected to be fully covered by provisions. 

Net earnings to grow 7% in 2008 before bouncing back in 2009

In 2007, the bank’s earnings volatility was mainly due to the absence of 2006 IPO related 
revenues as well as material exposure to US subprime. However, we expect the bank’s 
core performance to absorb the upcoming expected write downs restoring ADCB’s ability 
to ensure sustainable core as well as non core banking revenues. Although quasi flat 
earnings were reported in Q1 08 compared to Q1 07, ADCB’s net profit is estimated to 
grow 7% YoY in 2008. Excluding gains on property revaluations booked in 2007, our 2008 
net earnings figure shows a 25% increase. A CAGR of 14% is expected for net profit over 
2007-2012. 

On the strategic front, the bank seems to be engaged in an expansion cycle diversifying 
revenue streams while stepping away from increasing competition in the UAE. Right 
after completing the RHB Capital deal, ADCB announced that it had received approval of 
regulatory authorities to open a fully fledged bank in Oman. 
Nonetheless, the bank is very likely to face capital requirement issues as it already 
disclosed the lowest CAR amongst Abu Dhabi banks in 2007 (at 13.5%). With expected 
growth in assets and associated risks, and compliance with Basel II requirement, we 
expect a fall of tier 1 capital ratio to around 12% in the medium term unless a capital hike 
is initiated. 

Non interest income to 
incorporate growing 

share of profit from RHB 

Net earnings to 
sign a CAGR of 14% 

over 2007-2012

With, however, 
possible capitalization 

issues to arise
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AED '000 2007 2008 new 2008 old

Balance Sheet    

Assets 106,213,849 133,814,840 104,979,285

loans 75,676,082 95,347,387 76,974,295

Deposits 57,160,820 69,596,633 54,981,640

Income Statement    

net interest income 2,288,415 2,502,265 2,171,914

non interest income 1,511,459 1,524,666 893,008

net income 3,799,874 4,026,931 3,064,922

net profit 1,987,518 2,120,572 1,968,416

Ratios    

loans/ deposits 132% 137% 140%

net interest spread 2.1% 2.0% 1.9%

Cost to income 26.5% 31.4% 29.1%

RoAE 20.3% 19.4% 19.6%

RoAA 2.1% 1.8% 2.1%

Source: SHUAA Capital estimates

Valuation

Taking into account the impact of the exposure that the bank continues to hold on 
its books, as well as relative under provisioning, we revise downwards our target price 
on ADCB to AED 5.98 per share. However, we believe that the market reaction to 
recent events have more than accounted for this, and have not taken into account the 
longer-term sustainability of the bank’s core operations, which remain intact. Although 
conservative in our updated forecasts for the bank, our target value, compared to the 
current price of AED 5.04, presents an upside potential of 18.6%. Also, based on our 
forecasts the bank trades at the lowest 09E book and earnings multiples among its 
immediate peer group. We therefore upgrade our view on the bank from NEUTRAL to BUY. 

 Value per share (AED) Weight

DECF 5.90 70%

Relative valuation 6.16 30%

Fair value 5.98  

 .



June 16th, 2008   20

Abu Dhabi Banks

Financials

ADCB’s balance sheet - In AED 000

 2007 2008E 2009E 2010E 2011E 2012E

Cash & Central Bank 15,657,588 12,114,411 12,916,715 14,418,072 15,405,284 16,848,710

Fixed income investments 2,968,188 2,783,865 2,889,400 2,954,745 3,012,771 3,043,487

Equity investments   122,433   148,905   181,101   220,258   267,881   325,801

Derivative financial instruments 3,068,242 4,758,906 5,681,551 6,493,201 7,089,516 7,740,593

Due from Banks 6,030,364 10,439,495 11,970,372 12,867,438 13,546,633 14,000,038

loans & advances (net of provisions) 75,676,082 95,347,387 113,924,921 133,440,096 151,722,294 170,435,246

investment in associate - 4,670,882 5,001,539 5,418,140 5,876,402 6,380,490

Fixed assets 492,501 517,126 542,982 570,131 598,638 628,570

other assets 2,198,451 3,033,862 3,488,942 3,837,836 4,221,620 4,643,781

Total assets 106,213,849 133,814,840 156,597,523 180,219,918 201,741,038 224,046,717

Customer deposits 57,160,820 69,596,633 82,554,291 95,314,355 108,373,067 121,739,461

Due to banks 5,598,376 8,699,579 10,319,286 11,914,294 13,546,633 15,217,433

long term loans 27,370,264 32,214,264 37,292,264 43,119,264 46,883,264 46,883,264

Derivative financial instruments 2,413,269 3,479,832 4,127,715 4,765,718 5,418,653 6,086,973

other liabilities 2,259,377 2,598,284 2,858,112 3,058,180 3,211,089 6,582,732

Total liabilities 94,802,106 116,588,592 137,151,668 158,171,810 177,432,707 196,509,863

Minority interest 114,231 218,164 344,161 492,768 660,757 847,631

Total shareholders' equity 10,087,512 11,730,955 13,723,278 16,073,125 22,876,385 25,831,334

Proposed dividends 1,210,000 477,129 578,416 682,214 771,190 857,888

Convertible bonds - 4,800,000 4,800,000 4,800,000 - -

Total liabilities and equity 106,213,849 133,814,840 156,597,523 180,219,918 201,741,038 224,046,717

ADCB’s Income Statement - In AED 000

 2007 2008E 2009E 2010E 2011E 2012E

interest income 5,992,224 6,280,941 7,413,276 8,637,220 9,763,084 10,744,515

interest expense -3,703,809 -3,778,675 -4,579,517 -5,437,352 -6,190,843 -6,765,336

Net interest income 2,288,415 2,502,265 2,833,759 3,199,868 3,572,241 3,979,178

net fee and commission income 873,960 1,048,752 1,258,502 1,447,278 1,592,006 1,751,206

net gains from FX transactions 116,566 233,132 256,445 282,090 310,299 341,329

net gain on dealing in derivatives 87,724 156,543 208,809 243,495 271,654 296,602

Dividends income 356 409 450 495 545 599

investment gain 105,456 20,350 24,750 30,102 36,610 44,526

share of profit from associate - 153,092 330,657 416,602 458,262 504,088

other income 327,397 65,479 72,027 79,230 87,153 95,868

total non-interest income 1,511,459 1,524,666 1,820,985 2,082,690 2,298,267 2,530,131

Total income from operations 3,799,874 4,026,931 4,654,744 5,282,558 5,870,508 6,509,309

staff and general expenses -543,743 -684,578 -814,580 -950,860 -1,056,691 -1,171,676

total provision charge -143,363 -241,430 -276,959 -347,180 -338,101 -373,996

impairment losses on investment securities -493,535 -257,126 -132,470 - - -

Depreciation -50,252 -60,578 -63,607 -83,484 -87,658 -92,041

other expenses -414,635 -518,294 -621,953 -715,245 -786,770 -865,447

Total non-interest expenses -1,711,588 -1,798,846 -1,953,668 -2,096,770 -2,269,220 -2,503,159

Profit before tax 2,088,286 2,228,086 2,701,077 3,185,788 3,601,287 4,006,150

taxes -3,356 -3,581 -4,341 -5,120 -5,787 -6,438

Minority interest -97,412 -103,933 -125,997 -148,607 -167,989 -186,874

Net profit 1,987,518 2,120,572 2,570,739 3,032,061 3,427,511 3,812,838
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ADCB - Key ratios - %, unless otherwise stated

 2007 2008E 2009E 2010E 2011E 2012E CAGR 2007-2012

Growth

total equity 6.8 16.3 17.0 17.1 42.3 12.9 21

total assets 31.0 26.0 17.0 15.1 11.9 11.1 16

total loans 21.2 26.0 19.5 17.1 13.7 12.3 18

Customer deposits 31.7 21.8 18.6 15.5 13.7 12.3 16

net interest income 29.0 9.3 13.2 12.9 11.6 11.4 12

total income from operations 22.7 6.0 15.6 13.5 11.1 10.9 11

net profit -4.5 6.7 21.2 17.9 13.0 11.2 14

Capital Adequacy

Equity / assets 9.5 8.8 8.8 8.9 11.3 11.5

tier 1 Capital / RWA 13.5 12.5 12.0 11.9 12.1 12.3

Asset Quality

nPl / Gross loans 1.4 1.4 1.4 1.4 1.4 1.4

llP / nPl 109 104 106 110 110 110

Margins & Profitability

interest spread 2.1 2.0 2.0 1.9 1.9 1.8

net interest Margin 2.6 2.3 2.2 2.1 2.1 2.1

net Profit Margin 26.5 27.2 27.8 28.3 28.4 28.7

RoAE 20.3 19.4 20.2 20.4 17.6 15.7

 RoAA 2.12 1.77 1.77 1.80 1.79 1.79

Efficiency & Liquidity

Cost/income 29 31 32 33 33 33

loans / Deposits 132 137 138 140 140 140
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In 2007, First Gulf Bank confirmed its positioning as the fastest growing bank in the UAE, •	
capitalizing on a sound and growing banking business as well as on an opportunistic 
approach to a booming trade in real estate in Abu Dhabi.

After jumping 31% YoY to AED 2bn, we expect the bank’s earnings to achieve a CAGR •	
of 20% over 2007-2012, the highest rate amongst our Abu Dhabi banks pool. This strong 
performance would be achieved through higher lending volumes and sustained spreads, 
as well as sustainable property related revenues.

Given our revised forecasts, the sustainability of higher than average asset and •	
profitability growth displayed by the bank, as well as the strong and sustained 
contribution from non-core banking operations, we revise upwards our target value for 
FGB to AED 32.25, resulting in an upside of 19.6% compared to the current price of AED 
26.95 per share. We therefore reiterate our BUY recommendation on the stock.

First Gulf Bank (FGB.AD)

Current price AED 26.95 Country UAE

Fair value target AED 32.25 Sector Commercial banking

Recommendation BUY Exchange ADX

Year
Net profit 
(AED' 000)

BV 
 (AED' 000)

EPS  
(AED' 000)

BVPS  
(AED' 000)

RoAE  
(%)

P/E  
(x)

P/BV  
(x)

Dec-10E 4,002,304 16,309,818 2.91 11.86 26.5% 9.3 2.3

Dec-09E 3,402,552 13,928,447 2.47 10.13 26.5% 10.9 2.7

Dec-08E 2,745,093 11,750,814 2.00 8.55 25.4% 13.5 3.2

Dec-07 2,008,138 9,870,425 1.46 7.18 22.3% 18.5 3.8

52-week range (AED) 13.60-26.95

Number of shares (000') 1,375,000

Free Float (%) 26

Market cap (AED' 000) 37,056,250

Market cap (USD' 000) 10,088,824

Div. Yld. 2007 (%) 0.7%

Sector Coverage Team
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Ahead of the curve

FGB stock performance vs. SC UAE Index
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Analysis and Revised Forecasts

Customer deposits expected to grow…despite slump in Q1 08 

Over the last few years, FGB achieved outstanding balance sheet growth on the back 
of strong fundraising power and expanding financing opportunities. Despite a limited 
distribution network of 16 branches, FGB’s deposits grew 52% YoY to AED 52bn in 2007, 
exceeding our previous forecast of AED 43bn for the full year, and outpacing the UAE 
banking sector deposits growth of 29%. This reaffirms the bank’s status as the fastest 
growing banking institution in the UAE. 

Despite slightly retreating by 2.7% in Q1 08, for a more efficient utilization of deposits, 
we believe in the bank’s ability to reload its funding base in 2008 given (i) its privileged 
relationships with the corporate sector and the government and (ii) a favourable 
economic environment in the UAE, and particularly in the emirate of Abu Dhabi.

We expect FGB’s customer deposits to reach AED 68bn in 2008, that is a 30% YoY increase, 
and to record a CAGR of 19% over 2007-2012. Reinforced positioning in the banking 
industry as well as improved franchise network are expected to push the bank’s market 
share in deposits to 7.5% in 2008.

Facing significant tightening in liquidity (from 73% in 2006 to 85% in 2007 and 107% in 
the last quarter) against its planned expansion plans (through JVs in Lybia and Algeria), 
the bank will leverage its balance sheet through the issuance of up to USD 2.5 bn (AED 
9.2bn) convertible bonds, approved in February 2008. Although no details were disclosed 
regarding characteristics of the planned issuance, we assumed AED 5bn bonds to be 
issued in 2008, taking into account the bank’s liquidity needs over our projection period. 
However, the dilution impact such an alternative should not be ignored. According to our 
estimates, the impact of dilution in the number of shares could be as high as 8% . 

Relentless financing demand to spur lending growth…

After jumping 77% YoY to AED 44bn in 2007 (vs. our initial estimate of AED 37bn), FGB’s 
loan book expanded to AED 54bn in Q1 08, that is a 22% QoQ change, way above the 
10% growth recorded by the UAE banking sector during the same period. The expansion 
emphasizes the bank’s capacity to take advantage of a growing project financing pipeline 
(especially in the real estate and services industries which held a combined share of 37% 
of FGB’s loan portfolio in 2007) while managing impressive growth in its retail loan book. 
Although FGB is commonly perceived as a corporate bank due to its limited number of 
branches, we can expect the retail business to outpace other segments on the back of an 
improving franchise network, development of alternative channels of distribution, and 
expansion of mortgage financing and Islamic banking. 

We expect FGB’s loan portfolio to develop faster than deposits at 50% in 2008 vs. our 
forecast of 31% for the UAE banking sector. Hence, we revise our loans to deposits target 
for the bank in 2008 upwards from 90% to 98%.

…and continuous investments in real estate 

In 2006, FGB’s opportunistic approach to the fast growing real estate arena in Abu Dhabi 
translated into the establishment of Mismak Properties. This property investments firm, 
fully owned by the bank and enjoying strong support from the Abu Dhabi ruling family as 
well as the major real estate players of Abu Dhabi (Aldar, Sorouh and Reem Investments), 
acquires land and develops properties for sale or lease (through Green Emirates, the 
property mortgage subsidiary of the bank). Although the leasing business remains limited, 
FGB’s investment properties portfolio should be viewed, in the long term, as involving: (1) 
buy/ develop/ sell, (2) buy/ develop/ lease and (3) buy/ sell. 

In Q1 08, FGB’s investment properties portfolio amounted to AED 3.7bn, that is 4.4% of 
total assets. We expect investment properties to contribute 5.6% of FGB’s assets in 2008 
and reach a share of 10% by 2012.

Customer deposits to 
record a CAGR of 19%  

over 2007-2012 

Convertible bonds to 
be issued in 2008.. 

Loan book grows
 by 22% in Q1 08 

Investment properties 
to reach 5.6% of total 

assets in 2008
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Overall, we believe FGB’s balance sheet is well positioned to cross the AED 100bn level in 
2008. A CAGR of 20% for total assets is projected over our five-year forecast. 

Balance sheet growth and widening spread to boost net Interest income in 2008

Interest spreads tightened from 2.3% in 2006 to 2.0% in 2007 primarily as a result of large 
non-recurring IPO income booked in 2006. In Q1 08, net interest spread significantly 
widened to 2.8% as falling interest rates led to a quick drop off in funding costs, and a 
slower adjustment in yields. While interest revenues are forecasted to reflect lending 
repricing, we continue to expect cost of funds to adjust quicker given balance sheet 
maturity gaps. However, we anticipate competition to put upward pressure on costs of 
customer deposits. Although the AED 5bn convertible bonds will soften funding costs, we 
maintain a conservative expectation of FGB’s interest spread to hover between 2.2% and 
2.3% over our forecast period with net interest margin kept below 2.4%. Benefiting from 
the combination of widening spread and balance sheet growth, net interest income is 
estimated to grow 36% to AED 1.8bn in 2008 and to sign a CAGR of 20% over 2007-2012.

More ‘non recurrent’ revenues awaited

In 2007, gains on revaluation of investment properties were the primary driver for 
non interest income, which at AED 427mn was almost a third of non interest income. 
Disregarding these (formerly considered ‘one-off’) items, non interest income would have 
totalled AED 1bn, still showing a strong 49% increase over 2006 normalized non interest 
revenues. 

We believe FGB will continue to witness growth of non interest earnings component 
through high revenues to be generated from its property business. In Q1 08, AED 251mn 
was booked as gains on sale of land, once again inflating the bank’s bottom line. We 
anticipate returns on the bank’s investment properties portfolio to stand at AED 640mn in 
2008 (up 50% YoY) and we expect them to reach AED 1.7bn by 2012. 

Fees and commissions, the bank’s second major non-interest income component, grew 
by 64% YoY in 2007, and almost tripled to AED 244mn in Q1 08. Going forward, we expect 
fees to be driven by balance sheet expansion through the booking of larger retail assets 
(personal loans and credit cards), while commissions growth is anticipated to rely on 
contingent assets growth (Letters of Credit and Letters of Guarantee). We forecast fees and 
commissions to stand at AED 854mn in 2008, up 85% YoY, and to record a CAGR of 20% 
over 2007-2012. In addition, FGB signed a strategic partnership with SALAMA Group, the 
world’s largest Takaful company, in order to offer insurance products to the bank’s First 
Wealth customers. Not only will this service bring more sophistication to the bank’s range 
of products, but should also ensure an additional stream of commissions. 

Following the launch of its first representative office in Singapore, the bank received 
approval from the Libyan Central Bank, in May 2008, to launch operations of First Gulf 
Libyan Bank, a 50% joint venture with the Libyan Economic and Social Development 
Fund, with a paid-up capital of USD 200mn (AED 735mn). Other announced expansion 
plans on international front include another fully-owned JV in Algeria by 2009 with a start 
capital once again of USD 200mn. 

Besides, we expect FGB’s associate companies (namely First Gulf Financial Services, Green 
Emirates Properties and Aseel Finance) to generate growing recurring revenues for the 
bank. We forecast share of associates’ profits to stand at AED 100mn in 2008, up 35% YoY. 

Continuous investments to slightly impair cost efficiency 

Continuous investments and new hiring in an inflationary cost environment lifted G&A 
expenses to AED 611mn in 2007 (up 53% YoY) resulting in a cost to income ratio of 21.6% 
(vs. 19.4% in 2006). In Q1 08, operating expenses almost doubled YoY and we can expect 
the trend to continue with the rising requirement of adequate infrastructure and talent 
to keep pace with rapid expansion of bank’s activities. We forecasts G&A expenses to rise 

Interest income to 
soar 36% in 2008

Property investment 
gains to push non 

interest income 

Fees & commissions 
to record a CAGR of 

20% over 2007-2012

Beginning of the bank's 
expansion cycle?

G&A expenses to 
rise 49% in 2008
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49% in 2008 in line with the bank’s plans to increase staff by 30% during the year and to 
open four additional branches. Operating costs are expected to record a CAGR of 25% 
over 2007-2012 with cost efficiency maintained below 24%. 

In 2007, the bank’s asset quality improved as NPLs/ Gross loans went down from 1.4% in 
2006 to 1% mainly reflecting implementation of strict credit standards. We believe FGB 
will continue to follow a stringent policy on the lending side, maintaining a cost of risk 
below 0.4% over our projection period and a provisioning rate above 130%. 

Strong earnings outlook significantly lifts profitability levels

Capitalizing on improved core banking performance, higher gains on property 
investments and controlled operating expenses, FGB’s bottom line recorded a robust 31% 
YoY growth in 2007 to exceed AED 2bn, which, on a normalized basis (excluding property 
gains), came in line with our initial estimate of AED 1.5bn. Inflated by the AED 251mn 
gains on sale of investment properties mentioned earlier, Q1 08 earnings jumped 66% 
YoY to AED 675mn. We expect FGB’s net profit to ultimately reach AED 2.7bn in 2008 - a 
37% YoY increase, a RoAE of over 25% and a RoAA of 3.2%. We forecast the bottom line to 
record the highest CAGR amongst our Abu Dhabi banks pool at 20% over 2007-2012. 

Regarding capital adequacy, we expect a more efficient use of capital resources and 
adoption of Basel II guidelines to be translated into lower CAR. As per management’s 
guidance, we revise target tier 1 capital ratio downwards from 14% to 12.5%.

AED '000 2007 2008 new 2008 old

Balance Sheet    

Assets 73,197,545 100,474,899 69,999,063

loans 44,409,268 66,433,150 44,794,381

Deposits 52,256,069 67,788,928 49,771,535

Income Statement    

net interest income 1,331,312 1,814,132 1,657,732

non interest income 1,494,494 2,094,227 790,972

net income 2,825,806 3,908,359 2,448,705

net profit 2,008,138 2,745,093 1,703,340

Ratios    

loans/ deposits 85% 98% 90%

net interest spread 2.0% 2.3% 2.3%

Cost to income 21.6% 23.3% 27.2%

RoAE 22.3% 25.5% 18.5%

RoAA 3.3% 3.2% 2.6%

Valuation

Given our revised forecasts for the bank, and the sustainability of higher than average 
asset and profitability growth displayed by the bank, as well as the strong and sustained 
contribution from non-core banking operations, we revise upwards our target value for 
FGB to AED 32.25, resulting an upside of 19.6% compared to the current price of AED 
26.95 per share. We therefore reiterate our BUY recommendation on the stock.

 Value per share (AED) Weight

DECF 33.23 70%

Relative valuation 29.95 30%

Target value 32.25  

Net profit to record 
a CAGR of 20% 

over 2007-2012
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Financials
FGB’s Balance Sheet - AED ‘000

 2007 2008E 2009E 2010E 2011E 2012E

Cash & Central Bank 8,977,874 10,610,651 11,029,589 11,633,019 11,924,220 12,100,230

Fixed income investments 6,462,800 8,473,616 8,746,575 9,037,213 9,753,576 9,952,423

Equity investments   3,647,386   4,595,706   5,009,320   5,460,159   5,924,272   6,427,835

Due from Banks 4,184,886 2,711,557 2,834,538 3,012,404 3,359,565 3,732,159

loans & advances (net of provisions) 44,409,268 66,433,150 80,176,936 95,079,010 110,540,528 128,137,448

investment properties 2,922,286 5,607,630 8,186,540 11,024,540 14,124,279 17,925,536

investment in associates 326,383 791,846 1,639,732 1,769,552 1,918,845 2,090,532

Fixed assets 1,525,849 435,849 610,189 732,226 878,672 1,054,406

other assets 740,813 814,894 896,384 986,022 1,084,624 1,193,087

Total assets 73,197,545 100,474,899 119,129,803 138,734,147 159,508,581 182,613,655

Customer deposits 52,256,069 67,788,928 80,986,804 94,137,634 108,373,067 124,405,289

Due to banks 2,786,232 5,423,114 6,478,944 7,531,011 8,669,845 9,952,423

long term loans 5,784,975 7,284,975 9,030,175 11,530,175 14,030,175 16,500,175

other liabilities 2,249,835 2,362,327 2,480,443 2,604,465 2,734,689 2,871,423

Total liabilities 63,077,111 82,859,344 98,976,367 115,803,285 133,807,776 153,729,310

Minority interest 9 36 70 111 156 206

Total shareholders' equity 9,870,425 11,750,814 13,928,447 16,309,818 23,866,653 26,852,057

Proposed dividends 250,000 864,704 1,224,919 1,620,933 1,833,997 2,032,082

Convertible bonds - 5,000,000 5,000,000 5,000,000 - -

Total liabilities and equity 73,197,545 100,474,899 119,129,803 138,734,147 159,508,581 182,613,655

FGB’s Income Statement - AED ‘000

 2007 2008E 2009E 2010E 2011E 2012E

interest income 3,602,851 4,318,468 5,475,075 6,380,539 7,336,350 8,415,681

interest expense -2,271,539 -2,504,335 -3,251,378 -3,824,977 -4,408,793 -5,061,820

Net interest income 1,331,312 1,814,132 2,223,697 2,555,563 2,927,557 3,353,861

net fee and commission income 461,521 853,814 939,195 1,033,115 1,084,770 1,139,009

net gains from FX transactions 119,263 143,116 157,427 165,299 173,563 182,242

Gains from revaluation/ sale of properties 426,998 639,744 896,621 1,200,693 1,446,057 1,682,615

investment gain 280,144 218,843 321,699 400,746 436,813 473,942

other income 133,855 140,548 147,575 154,954 162,702 170,837

share of profits of associates 72,713 98,163 112,887 129,820 149,293 171,687

total non-interest income 1,494,494 2,094,227 2,575,405 3,084,625 3,453,198 3,820,331

Total income from operations 2,825,806 3,908,359 4,799,102 5,640,188 6,380,755 7,174,192

staff and general expenses -585,241 -879,381 -1,103,794 -1,325,444 -1,499,477 -1,685,935

total provision charge -206,946 -254,432 -277,032 -292,263 -328,682 -441,725

Depreciation -25,460 -29,425 -15,691 -20,136 -24,163 -28,996

Total non-interest expenses -817,647 -1,163,239 -1,396,516 -1,637,843 -1,852,323 -2,156,656

Profit before tax 2,008,159 2,745,120 3,402,586 4,002,345 4,528,432 5,017,536

Minority interest -21 -27 -34 -40 -45 -50

Net profit 2,008,138 2,745,093 3,402,552 4,002,304 4,528,387 5,017,486
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FGB - Key ratios - %, unless otherwise stated

 2007 2008E 2009E 2010E 2011E 2012E CAGR 07-12

Growth

total equity 21.7 19.1 18.5 17.1 46.4 12.5 22

total assets 53.3 37.3 18.6 16.5 15.0 14.5 20

total loans 76.5 49.6 20.7 18.6 16.3 15.9 24

Customer deposits 51.8 29.7 19.5 16.2 15.1 14.8 19

net interest income 10.2 36.3 22.6 14.9 14.6 14.6 20

operating income 36.6 38.3 22.8 17.5 13.1 12.4 21

net profit 30.8 36.7 24.0 17.6 13.1 10.8 20

Capital Adequacy

Equity / assets 13.5 11.7 11.7 11.8 15.0 14.7

tier 1 Capital / RWA 15.0 13.6 13.5 13.6 13.8 14.0

Asset Quality

nPl / Gross loans 1.0 1.0 1.1 1.1 1.1 1.1

llP / nPl 144 130 130 135 140 150

Margins & Profitability

net interest spread 2.0 2.3 2.3 2.3 2.2 2.2

net interest Margin 2.5 2.4 2.3 2.3 2.3 2.3

net Profit Margin 39.4 42.8 42.3 42.3 42.0 41.0

RoAE 22.3 25.4 26.5 26.5 22.5 19.8

 RoAA 3.3 3.2 3.1 3.1 3.0 2.9

Efficiency & Liquidity

 Cost/income 22 23 23 24 24 24

loans / Deposits 85 98 99 101 102 103
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General Update

UNB, the smallest Abu Dhabi bank in our coverage pool in terms of total assets, beat •	
our expectations for 2007 on the back of higher than expected balance sheet growth and 
solid operating income despite the non recurrence of windfall income of 2006. 

Although UNB has adopted conservative approach relative to local peers, we believe •	
the bank will improve profitability in 2008 diversifying its income stream, especially 
through trade finance activities and real estate funding. We also see an upside potential if 
UNB Egypt’s restructuring process proves successful. 

In our view, the fact that growth in the bank’s assets and profitability will trail the bank’s •	
immediate peers over our forecast horizon is compensated by solid asset quality and low 
multiple of book value relative to its peers. Otherwise, the bank is exposed to and stands 
to gain from the same positive environment that benefits all its peers in Abu Dhabi. Given 
our revised forecasts for the bank, we revise our target value for UNB upwards to AED 
10.44 per share, resulting in an upside of 10.1% compared to the current price of AED 9.48 
per share. We upgrade our recommendation on the stock from NEUTRAL to BUY.

A more ‘conservative’ player, but attractively priced 
Union National Bank (UNB.AD)

Current price AED 9.48 Country UAE

Fair value target AED 10.44 Sector Commercial banking

Recommendation BUY Exchange ADX
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Year
Net profit 
(AED' 000)

BV 
 (AED' 000)

EPS  
(AED' 000)

BVPS  
(AED' 000)

RoAE  
(%)

P/E  
(x)

P/BV  
(x)

Dec-10E 1,740,672 9,689,273 0.93 5.17 19.1% 10.2 1.8

Dec-09E 1,562,012 8,575,243 0.83 4.57 19.4% 11.4 2.1

Dec-08E 1,369,621 7,505,264 0.73 4.00 19.5% 13.0 2.4

Dec-07 1,168,419 6,567,074 0.62 3.50 18.7% 15.2 2.7

52-week range (AED) 6.67-10.50

Number of shares (000') 1,875,000

Free Float (%) 40

Market cap (AED' 000) 17,775,000

Market cap (USD' 000) 4,839,368

Div. Yld. 2007 (%) 1.8%
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Analysis and Revised Forecasts

Concentrated and volatile funding base…yet to grow at a strong pace in 2008

Predominant in UNB’s funding mix are customer deposits with an average contribution 
as high as 87% of interest bearing liabilities since 2005. Customer deposits expanded 34% 
in FY 2007, outpacing the 29% increase recorded by the UAE banking sector. In Q1 08, 
UNB’s customer funds went up a mere 1.6% QoQ, well below the 7% industry’s average. 
This trend highlights the bank’s reliance on a few number of large depositors (with the 
corporate sector and the government providing a combined share of 71% of deposits), 
causing irregular funding inflow throughout the year as was the case in 2007. 

We expect the bank’s announced branch roll out, (opening of 13 additional branches 
in the UAE and abroad in 2008) the buoyant domestic economy, strong support of the 
bank’s main fund suppliers and the development of its recently restructured Egyptian 
franchise (UNB Egypt) to help regulate customer deposits growth. Therefore, we forecast 
them to develop almost inline with the sector at 24% in 2008 and at a CAGR of 14.5% over 
2007-2012.

Although a minor component in the bank’s funding base, medium term borrowings 
represented 11% of the bank’s assets in 2007 as well as in Q1 08. While the bank is only 
using a small portion of its USD 3bn EMTN program, we expect a balanced reliance on 
medium term borrowings to match their higher contribution in total assets, a share 
estimated at 12% to 13% over our forecast horizon. 

Tightened liquidity yet not restraining further lending growth 

UNB’s loan book expanded 36% YoY to AED 37bn in 2007 and reached AED 40bn in Q1 
08. As a result, loans to deposits ratio climbed to 98% from 93% in 2007. According to the 
management, the bank’s lending strategy will be oriented towards (i) improving market 
share on existing business segments, and (ii) intensifying exposure to retail, SMEs and 
selectively for mortgage lending. However, conservative policy of the bank regarding 
liquidity coupled with the persistent dominance of corporate and public commitments 
on its books justify our forecast of a 29% loans growth in 2008, slightly below our 
expectations of 31% for the industry. Over 2007-2012, we expect UNB’s loan portfolio 
to record a CAGR of 16.4%, paced by all business lines with a particular focus on Islamic 
banking. Indeed, this activity could be a notable driver for the bank’s assets growth in the 
foreseeable future. Islamic financing represented 8% of total loans in Q1 2008 vs. a low 3% 
in 2006, reflecting positive performance of the bank’s specialized subsidiary established in 
2006 (Al Wifaq Finance Company). 

Diversification into real estate likely to materialize in 2008 

Late 2007, the bank announced plans to establish a real estate subsidiary by second half 
of 2008 (subject to the approval of regulatory authorities). The new entity will have a 
paid-up capital of AED 1bn, 40% owned by UNB and the remaining 60% held by strategic 
investors. The new entity aims at investing in the booming UAE real estate market and, 
at the same time, developing value added synergies with the conventional and Islamic 
banking businesses. Enjoying support of both Abu Dhabi and Dubai governments, 
we expect UNB’s investment properties to appear in its financials in 2008 with a gross 
contribution estimated at 2% of total assets. The bank, however, is somewhat late in the 
game on this front. 

Customer deposits to 
grow 24% in 2008

Loans expected to 
sign a CAGR of 16% 

over 2007-2012

Another bank to play in 
the real estate field?
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Interest-related revenues to remain dominant in earnings’ structure

Net interest income increased 23% to AED 1.1bn in 2007 and almost 20% to AED 282mn 
in Q1 08, driven by growth in lending business as well as a slight improvement of interest 
spread. With customer deposits remaining the main source of funding, we expect UNB 
to manage interest spreads at a similar level as the last quarter (1.9%) and to come only 
slightly under pressure at 1.8% over our forecast period - somewhat higher than our 
previous estimates of 1.7%.
Driven by balance sheet growth and controlled spreads, net interest income is expected 
to come in at AED 1.3bn in 2008 with a CAGR of 12.3% over our five-year forecast.

Expected fees recovery and other sources of earnings to sustain non interest 
income

After falling 37% in 2006, non-interest income dropped by 4% in 2007 as fall in IPO related 
revenues was partially compensated by higher gains on investments. In Q1 08, fees and 
commissions picked up 60% and we expect these to be sustained, underpinned by 
improving core banking business and retail banking fees, development of trade finance 
(emphasized by the imminent launch of UNB’s branch in Qatar Financial Centre and a 
representative office in China), and increased asset management activities as UNB has 
initiated launch of Sharia compliant collective investments schemes this year. 

Besides this, gains on property investments are anticipated to constitute an additional 
source of revenue for the bank starting 2009. All in all, we expect non-interest income to 
gain 26% in 2008 and 21% in 2009 before slowing down thereafter. 

Outstanding asset quality indicators

Branch network extension in 2008, and setting up its Egyptian platform could bring 
UNB’s G&A expenses under pressure. However, we believe that anticipated growth in 
operating income will help maintain cost efficiency below 29% during our forecast 
period. Regarding provision expenses, cost of risk stood at a low 0.02% in 2007, with NPLs 
coverage ratio amongst the highest in the industry at 143% (up to 164% in Q1 08). These 
outstanding asset quality figures reflect efficiency of the bank’s recovery procedures as 
NPLs reduced significantly to represent only 0.8% of gross loans in Q1 08, the lowest ratio 
amongst local peers. However, in light of the bank’s conservative policy on asset quality 
and despite ambitions to make further inroads into riskier segments such as retail and 
SME, we believe UNB will only disclose slighlty higher ratios going forward. We expect 
NPLs/ gross loans to hover around 0.9% level in the foreseeable future with a coverage 
ratio in the range of 140%-150% in the medium term. 

Net profit projections revised upwards

Although we had initially anticipated 2007 net profit to fall as a result of non recurring 
2006 windfall income, UNB’s net earnings came up 17% above our initial estimates at 
AED 1.2bn. This outperformance was achieved on the back of stronger than expected 
balance sheet growth, resilience of non interest component and controlled operating 
and provisioning expenses. We revise upwards our net profit estimates at AED 1.4bn in 
2008 representing a 17% YoY increase and a RoAE close to 20% (the level targeted by 
the management in the medium term). A CAGR of 12% is expected over our five-year 
projection phase. 

As for capital requirement, UNB’s overall and tier 1 capital ratio stood at 15.2% in 2007 (vs. 
18.1% in 2006). With the expected assets growth and the implementation of Basel 2, we 
are expecting a CAR close to the 13.5% level well within the management’s target range 
of 12% to 14%. 

On another front, a recent restructuring phase which is seeing substantial investments 
in human talent, branch refurbishing and expansion, and improvement of the service 

Fees income to 
substantially grow 

Net profit to develop 
17% in 2008 
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offering, has well positioned UNB Egypt to capitalize on these investments. With a strategy 
focused on building a robust retail and commercial banking franchise, UNB Egypt could, 
over the medium term, contribute between 5 to 10% of the consolidated net income. 
However, given intensifying competition in the Egyptian market and the fact that many 
implications of the recent restructuring exercise have yet to unfold, we remain cautious 
about the contribution of UNB Egypt towards UNB’s growth going forward.

AED '000 2007 2008 new 2008 old

Balance Sheet    

Assets 55,456,725 69,859,394 61,546,624

loans 37,378,599 48,220,524 41,473,485

Deposits 40,204,419 49,711,881 43,201,546

Income Statement    

net interest income 1,089,908 1,280,538 1,197,399

non interest income 604,654 759,358 591,298

net income 1,694,562 2,039,896 1,788,697

net profit 1,168,419 1,369,621 1,149,533

Ratios    

loans/ deposits 93% 97% 96%

net interest spread 1.9% 1.9% 1.7%

Cost to income 29.4% 28.5% 29.4%

RoAE 18.7% 19.5% 17.1%

RoAA 2.4% 2.2% 2.1%

Source UNB’s financials and: SHUAA Capital estimates

Valuation

In our view, the fact that growth in the bank’s assets and profitability will trail the bank’s 
immediate peers over our forecast horizon is compensated for by solid asset quality and 
a lower multiple of book value than peers. Otherwise, the bank is exposed to and stands 
to gain from the same positive environment that benefits all its peers in Abu Dhabi. Given 
our revised forecasts for the bank, we revise our target value for UNB upwards to AED 
10.44 per share, resulting in an upside of 10.1% compared to the current price of AED 9.48 
per share. We upgrade our recommendation on the stock from NEUTRAL to BUY.

 Value per share (AED)  Weight

DECF 10.52 70%

Relative valuation 10.25 30%

Target value 10.44  
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Financials

UNB’s balance sheet - in AED 000

 2007 2008E 2009E 2010E 2011E 2012E

Cash & Central Bank 9,861,717 10,701,810 11,228,027 11,826,086 12,135,020 12,624,108

Fixed income investments 1,712,199 2,137,611 2,442,667 2,629,382 2,890,389 3,010,904

Equity investments   857,988   1,025,855   1,192,688   1,359,154   1,533,386   1,714,405

Due from Banks 3,719,765 3,479,832 3,735,843 3,847,876 4,282,058 4,754,059

loans & advances (net of provisions) 37,378,599 48,220,524 56,899,761 64,131,263 71,724,468 80,026,664

Fixed assets 279,589 352,282 412,170 457,509 507,835 563,697

investment properties - 1,500,000 2,038,462 2,456,607 2,960,527 3,567,815

investments in an associate - 400,000 400,000 400,000 400,000 400,000

other assets 1,384,602 1,779,214 2,099,472 2,393,398 2,656,672 2,948,906

Goodwill 262,266 262,266 262,266 262,266 262,266 262,266

Total assets 55,456,725 69,859,394 80,711,356 89,763,541 99,352,620 109,872,823

Customer deposits 40,204,419 49,711,881 57,474,506 64,131,263 71,367,630 79,234,321

Due to banks 814,807 994,238 1,149,490 1,282,625 1,427,353 1,584,686

long term loans 6,090,341 9,177,307 10,777,307 11,673,000 12,500,000 13,500,000

other liabilities 1,642,500 1,888,875 2,077,763 2,181,651 2,290,733 2,405,270

Total liabilities 48,752,067 61,772,300 71,479,066 79,268,539 87,585,715 96,724,277

Minority interest 137,584 150,398 165,013 179,087 194,314 210,833

Total shareholders' equity 6,567,074 7,505,264 8,575,243 9,689,273 10,894,596 12,202,191

Proposed dividends - 431,431 492,034 626,642 677,994 735,522

Total liabilities and equity 55,456,725 69,859,394 80,711,356 89,763,541 99,352,620 109,872,823

UNB’s income statement - in AED 000

 2007 2008E 2009E 2010E 2011E 2012E

interest income 2,891,717 3,141,583 3,758,265 4,247,436 4,688,421 5,152,778

interest expense -1,801,809 -1,861,045 -2,297,543 -2,631,362 -2,906,722 -3,204,691

Net interest income 1,089,908 1,280,538 1,460,722 1,616,074 1,781,699 1,948,086

net fee and commission income 372,513 502,893 553,182 608,500 638,925 670,871

net gains from FX transactions 42,002 48,302 53,133 58,446 63,121 68,171

investment gain 142,259 150,707 158,626 165,870 173,552 180,252

income from investment properties - - 88,462 112,377 135,428 163,209

other income 47,880 57,456 66,074 72,682 79,950 87,945

total non-interest income 604,654 759,358 919,476 1,017,874 1,090,977 1,170,448

Total income from operations 1,694,562 2,039,896 2,380,198 2,633,948 2,872,676 3,118,535

staff and general expenses -336,866 -397,780 -464,139 -500,450 -545,808 -592,522

total provision charge -5,872 -73,294 -129,059 -145,130 -170,767 -182,415

Provisions on non trading investments -8,264 - - - - -

Depreciation -38,046 -47,390 -57,334 -65,226 -72,401 -80,365

other expenses -123,146 -135,461 -149,007 -163,907 -180,298 -198,328

Total non-interest expenses -512,194 -653,925 -799,538 -874,713 -969,275 -1,053,630

Profit before tax 1,182,368 1,385,972 1,580,660 1,759,235 1,903,401 2,064,905

taxes -3,017 -3,537 -4,033 -4,489 -4,857 -5,269

Minority interest -10,932 -12,814 -14,615 -14,074 -15,227 -16,519

Net profit 1,168,419 1,369,621 1,562,012 1,740,672 1,883,317 2,043,117
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UNB - Key ratios - %, unless otherwise stated

 2007 2008E 2009E 2010E 2011E 2012E CAGR 07 12

Growth

total equity 10.8 14.3 14.3 13.0 12.4 12.0 13

total assets 33.4 26.0 15.5 11.2 10.7 10.6 15

total loans 35.9 29.0 18.0 12.7 11.8 11.6 16

Customer deposits 33.8 23.6 15.6 11.6 11.3 11.0 15

net interest income 22.7 17.5 14.1 10.6 10.2 9.3 12

total income from operations 11.4 20.4 16.7 10.7 9.1 8.6 13

net profit 15.9 17.2 14.0 11.4 8.2 8.5 12

Capital Adequacy

Equity / assets 11.8 10.7 10.6 10.8 11.0 11.1

Capital base/ RWA 14.9 13.6 13.3 13.5 13.6 13.8

Asset Quality

nPl / Gross loans 0.9 0.8 0.9 0.9 1.0 1.0

llP / nPl 143 140 140 140 145 150

Margins & Profitability

interest spread 1.9 1.9 1.9 1.9 1.9 1.9

net interest Margin 2.4 2.2 2.1 2.1 2.1 2.1

net Profit Margin 33.4 35.1 33.4 33.1 32.6 32.3

RoAE 18.7 19.5 19.4 19.1 18.3 17.7

 RoAA 2.4 2.2 2.1 2.0 2.0 2.0

Efficiency & Liquidity

Cost/ income 29.4 28.5 28.2 27.7 27.8 27.9

loans / Deposits 93 97 99 100 101 101
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construed as an offer or the solicitation of an offer to purchase or subscribe or sell any investment or subscribe to any investment 
management or advisory service. This document is not intended as investment advice as to the value of any securities or as to the 
advisability of investing in, purchasing, or selling any security. SHUAA Capital has based this document on information obtained 
from sources it believes to be reliable. It makes no guarantee, representation or warranty as to its accuracy or completeness and 
accepts no responsibility or liability in respect thereof or for any reliance placed by any person on such information. All opinions 
expressed herein are subject to change without notice. This document may not be reproduced or circulated without the prior 
written consent of SHUAA Capital psc.


