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Banque Saudi Fransi (BSF) is a medium-size Saudi 

bank with around a 10% market share of total assets, 
loans, and deposits. The bank has a particularly strong 
franchise in corporate banking.

BSF’s broad strategy is to protect the bank’s strong 

franchise in corporate banking where the bank enjoys 
a market share of around 14% as well as develop 
its retail and SME businesses. At the end of 2007, 
consumer loans represented only 7% of BSF’s total 
loans, indicating much room for expansion of the retail 
business.

In 2008, BSF outperformed its peers as the bank posted 

a 3.5% increase in net profit, compared to a 16% decline 
for its peers. This follows an outperformance in 2007 
when BSF saw its net profit decline by 10% due to a 
drop in brokerage commissions, compared to a 15% 
decline in the combined net profit of the other Saudi 
banks.

The earnings of Saudi banks were hit hard in 4Q2008 

as three banks incurred losses while six other banks 
saw their combined net profit drop by 14% compared 
with 4Q2007. BSF, after witnessing an 8% increase 
in its earnings in 9M2008, saw its net profit drop by 
11% in 4Q2008 compared with 4Q2007 due to higher 
provisioning.

Going forward, we forecast BSF’s net loans to grow 

by 7% and 9% in 2009 and 2010, respectively, before 
picking up again in 2011 and beyond. Total operating 
income and net profit are forecasted to grow by a CAGR 
of 8% in the coming five years.

Our estimate of BSF’s fair value per share stands at 

SAR 67.00, 33% above the share’s closing price as of 
January 27 — hence, our “Buy” recommendation.

We have assigned BSF a risk rating of 2 (on a scale 

of 1 to 5). We believe the current global and regional 
financial and economic situation represents the most 
important risk facing any financial institution. 

** Please refer to the last page for recommendations and risk ratings.

Sources: Reuters and NBK Capital
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IBP = Income before Provisions, a = actual, e = estimate, f = forecast.                
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Fair Value: SAR 67.00

Recommendation: Buy – Risk Level**: 2 

Reason for Report: Initiation of Coverage

 Closing Price* Avg. Value traded per day
SAR 50.25 SAR 12.2 million

52-week High market Cap
SAR 97.5 SAR 28.3 billion

52-week Low Shares outstanding
SAR 40.1 562.5 million
Reuters Bloomberg
1050.SE BSFR AB

Closely Held: 59% Public: 41%
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BSF MSCI Saudi Saudi Banking

2007 a 2008 e 2009 f 2010 f 2011 f

P/B 2.5 2.1 1.8 1.6 1.4
P/E 10.4 10.1 9.8 9.5 8.8

Net Profit Growth -9.8% 3.5% 2.6% 3.0% 8.1%
RoAE 26.3% 22.8% 19.7% 17.6% 16.8%
RoAA 3.0% 2.5% 2.2% 2.1% 2.0%

Net Interest Margin 2.8% 2.7% 2.4% 2.4% 2.3%
Dividend Payout 38.8% 20.0% 25.4% 36.5% 39.4%

2Q2008 IBP a 3Q2008 IBP a
SAR 802.7 million SAR 857.6 million

4Q2008 IBP e 1Q2009 IBP f
SAR 858.5 million SAR 720 million
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ExEcutivE summARy

Banque Saudi Fransi (BSF) is a medium-size Saudi bank with around a 10% market share 
of total assets, loans, and deposits. The bank has a particularly strong franchise in corporate 
banking. In the past three years, BSF has generally outperformed its peers in terms of net 
profit growth, cost efficiency, and return on capital.   

The bank’s strategy rests on two main pillars. First, BSF would like to protect its strong 
franchise in corporate banking where the bank enjoys a market share of around 14%. 
Second, the bank is developing its retail and SME businesses. At the end of 2007, consumer 
loans represented only 7% of BSF’s total loans, indicating much room for expansion of the 
high-margin retail business.

In 2008, BSF outperformed its peers as the bank posted a 3.5% increase in net profit, 
compared to a 16% decline for its peers. This follows an outperformance in 2007 when 
BSF saw its net profit decline by 10% due to a drop in brokerage commissions and despite 
strong growth in core banking activities, compared to a 15% decline in the combined net 
profit of the other Saudi banks.

The earnings of Saudi banks were hit hard in 4Q2008 as three banks incurred losses while 
six other banks saw their combined net profit drop by 14% compared with 4Q2007. BSF, 
after witnessing an increase in earnings in the first three quarters of 2008 as net profit in 
9M2008 was 8% over 9M2007, saw its net profit drop by 11% in 4Q2008 compared with 
4Q2007 due to higher provisioning.

Going forward, we expect a slowdown in balance sheet growth as well as in profitability on 
the back of slower economic growth and the low interest rate environment. We forecast 
BSF’s net loans to grow by 7% and 9% in 2009 and 2010, respectively, before picking up 
again in 2011 and beyond. Total operating income and net profit are forecasted to grow by 
a CAGR of 8% in the coming five years, reaching SAR 6.4 billion and SAR 4.1 billion in 
2013, respectively.

Our estimate of BSF’s fair value per share stands at SAR 67.00, 33% above the share’s 
closing price as of January 27 —hence, our “Buy” recommendation. This value is a weighted 
average of three estimates reached using three valuation models: the Discounted Equity 
Cash Flow Model, the Dividend Discount Model, and a peer-based multiples valuation 
model. 

We have assigned BSF a risk rating of 2 (on a scale of 1 to 5). This follows our subjective 
criteria for risk, such as franchise strength, stock price volatility, and the overall operating 
environment. We believe there is one major risk facing BSF:

The current global and regional financial and economic situation: We believe this 

currently represents the most important risk facing any financial institution. The current 
environment brings with it possible investment losses, lower liquidity, higher risk 
aversion, worsening asset quality, and, most importantly, a lower price for oil, which 
will, no doubt, lead to lower economic growth, and, hence, lower profitability for all 
regional banks, including BSF.
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DiscounteD equity cash Flow 

DECF is a function of the following variables, which we forecast over the next five years:

Forecasts of Net Attributable Income (NAI) – This is an earnings measure and therefore 

primarily a function of total income, cost structure, and provisioning levels.

Forecasts of Changes in Risk-Weighted Assets – Globally accepted standards and 

local Saudi banking regulations mandate that minimum levels of capital adequacy be 
maintained as growth occurs. Hence, a percentage of income must be reinvested, 
which is thus not available for distribution. While the current minimum ratio required by 
the Saudi Arabian Monetary Agency (SAMA)—the Central Bank of Saudi Arabia— is 
8%, BSF’s management has indicated that 10% to 11% is a target range for the bank’s 
CAR. Hence, 11% was used for BSF.

Forecasts of Depreciation – These are primarily a function of the bank’s gross fixed 

assets level. 

In addition, estimates of the following two variables are required:

The long-term expected growth rate in equity cash flows beyond the forecast horizon 

(that is, beyond the next five years) – This should be a sustainable growth rate that 

vAluAtion

The purpose of this valuation exercise is to estimate BSF’s fair value per share. Although 
the estimate reached is our best guess of the share’s value, this does not mean we believe 
the price will actually migrate toward this fair value. Ultimately, it is investor behavior that 
determines the price of any share. This behavior is a function of a wide array of factors, 
including sentiment, risk tolerance, objectives, and technical analysis, as well as analyst 
recommendations.

Our estimate of BSF’s fair value per share stands at SAR 67.00, 33% above the share’s 
closing price as of January 27. This value is a weighted average of three estimates 
reached via three valuation models: Discounted Equity Cash Flow (DECF), the Dividend 
Discount Model (DDM), and a peer-based multiples valuation model, which is a variant of 
the Warranted Equity Valuation (WEV) model (Figure 1). DECF carries the highest weight 
because this model is a more firm-specific, cash-flow-based valuation method that entails 
a comprehensive and detailed breakdown of the bank’s future cash flows.

Our fair value for BSF is 
SAR 67.00 per share

Source: NBK Capital

Weighted Average Fair value per shareFigure 1 

Discounted Equity Cash Flow (DECF)
Dividend Discount Model (DDM)
Peer-Based Valuation (WEV)

weighted Average Fair Value

Valuation method Value (SAR) weight (%)

67.00 100%

70.70
66.90
44.40

60%
30%
10%
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extends in perpetuity and is necessary to estimate BSF’s value at the end of the 
forecast horizon, widely known as the Terminal Value.

The Cost of Equity for BSF – This is the investors’ minimum required return for investing 

in BSF’s shares and hence is used to discount future equity cash flows.

In the DECF valuation (Figure 2), full financial statements are forecasted until 2013. Equity 
cash flows (ECFs), defined as NAI plus depreciation minus 11% of the increase in risk-
weighted assets, are then extracted from those financial statements. In addition, ECFs are 
assumed to grow at a perpetual rate of 5.5% in 2014 and beyond. ECFs beyond 2009 are 
then discounted to end December 2009, yielding a total value to shareholders of SAR 39.8 
billion. Dividing this value by the current number of shares outstanding (562.5 million) yields 
a fair value of SAR 70.70 per share.

The chosen cost of equity (9.2%) is mainly a function of interest rate levels, risks in the 
operating environment, a subjective assessment of the equity risk premium, and the 
volatility of BSF’s share price returns compared with those of the stock market.

The DECF valuation 
resulted in a fair value 
of SAR 70.70 per share

The estimate of fair 
value is highly sensitive 

to two primary inputs

Source: NBK Capital

Source: NBK Capital

DEcF valuationFigure 2 

DEcF sensitivityFigure 3 

One major drawback of discounted cash flow valuations is that they are highly sensitive to 
the inputs. This issue is more acute in the case of banks because they are more heavily 
leveraged than most other companies. To assess the impact of input changes on the 
valuation output, we performed a sensitivity analysis on two primary inputs of the DECF 
model: the cost of equity and the perpetual growth rate (Figure 3).

Figures in SAR thousands
Fiscal year Ends december 2009 2010 2011 2012 2013

Net Attributable Income 2,879,290   2,966,608    3,206,954   3,654,386   4,119,110    
Equity Cash Flows 1,737,163   1,517,529    1,293,621   1,413,250   1,662,000    

terminal Value 47,389,472  

total Value of Equity - end of 2009 39,792,400  

Number of Shares outstanding ('000) 562,500       

Fair Value per Share (SAR) 70.70           

Forecast

70.7                           4.5% 5.0% 5.5% 6.0% 6.5%
8.2% 72.6 82.4 95.9 115.6 146.7
8.7% 64.2 71.6 81.4 94.7 114.0
9.2% 57.7 63.4 70.7 80.3 93.5
9.7% 52.4 57.0 62.7 69.9 79.3

10.2% 48.0 51.8 56.3 61.9 69.0C
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ity
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DiviDenD Discount MoDel

The DDM can be used when the dividend stream can be reasonably forecasted, a situation 
that generally applies to banks. DDM is a function of the following variables:

Dividends that will be declared and paid during the forecast horizon,

An assumption regarding the perpetual growth rate in dividends beyond the forecast 

horizon (similar to the case for the DECF model), and

BSF’s cost of equity.

The DDM yields a total value for shareholders of SAR 37.6 billion. Dividing by 562.5 million 
shares outstanding, we have arrived at a fair value of SAR 66.90 per share (Figure 4). 

The DDM resulted in a 
fair value of SAR 66.90 

per share

Source: NBK Capital

Dividend Discount modelFigure 4 

Peer-BaseD valuation

We used a peer-based multiples valuation model that is a variant of the WEV valuation 
model. We employed it by comparing the adjusted price-to-book (P/B) multiples of some 
similarly rated commercial banks operating in countries comparable to Saudi Arabia in 
terms of gross domestic product (GDP) per capita. In fact, the majority of the countries we 
chose have a higher GDP per capita than Saudi Arabia. One reason for this is our inability 
to identify a comparable sample of banks if we specify a respective GDP per capita that 
is very close to Saudi Arabia’s. Nevertheless, we believe that Saudi banks should, in fact, 
be compared to banks in countries with a higher GDP per capita owing to the enormous 
amount of oil, and hence potential growth that Saudi Arabia should witness. Additionally, 
we include some other GCC banks in the sample because their operating environments 
are similar to Saudi Arabia’s, even if the respective countries’ GDP-per-capita levels are 
dissimilar.

In this peer-based valuation, we adjust the P/B ratio by correcting for two variables that 
significantly affect the P/B level, namely, expectations of future earnings growth and future 
return on equity levels. Specifically, the adjusted P/B is obtained by dividing the raw leading 
P/B by both the CAGR in earnings per share (EPS) for the coming three or four years 
and the average return on equity (ROE) for the same period (all based on consensus 

Figures in SAR thousands

Fiscal year Ends december 2009 2010 2011 2012 2013

Dividend Payout 25.4% 36.5% 39.4% 39.5% 39.5%
dividends 731,250       1,083,713    1,264,331    1,444,950    1,625,569    

terminal Value 46,350,677  

total Value of Equity - end of 2009 37,632,847  

Number of Shares outstanding ('000) 562,500       

Fair Value per Share (SAR) 66.90           

Forecast
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estimates). The rationale behind this adjustment is that different P/B multiples among 
banks do not necessarily reflect differences in “valuations,” but rather can be a reflection of 
different growth expectations and potential. After adjusting the P/B ratios for the sample of 
BSF’s peers, we eliminate the highest value and the lowest value, and then we average. 
We then assume that BSF’s adjusted P/B should be equal to that average. Afterward, we 
plug in our forecast of BSF’s CAGR in EPS and average ROE for the coming four years to 
extract a raw leading P/B ratio. Finally, using our forecast of BSF’s book value per share, 
we arrive at a value of SAR 44.40 per share for BSF (Figure 5).

BSF appeared 
overvalued compared to 

its peers

* Prices as of January 25, 2009. * ROE is the average of the forecasted ROEs for the next three or four years, 
based on consensus estimates. *** EPS growth is the CAGR in forecasted EPS for the next three or four years, 
based on consensus estimates. Sources: Reuters Knowledge, Moody’s, and NBK Capital

Peer-Based valuationFigure 5 

risks anD challenges

We believe the current global and regional financial and economic situation represents 

the most important risk facing any financial institution. The current environment brings 
with it possible investment losses, lower liquidity, higher risk aversion, worsening asset 
quality, and, most importantly, a lower price for oil, which will, no doubt, lead to lower 
economic growth, and, hence, lower profitability for all regional banks, including BSF.

BSF is a domestic Saudi player. Hence, the bank is overexposed to the vagaries of 

the Saudi economy, which is very much tied to one single factor: the price of oil. The 
vertical drop in the price of oil since July 2008 will, undoubtedly, lead to a slowdown 
in the growth of the Saudi economy. This in turn will decelerate banks’ balance sheet 
growth, hamper earnings, and worsen asset quality, especially if oil prices remain 
low. 

Country Bank P/B*   
(2009 f) RoE ** EPS growth *** wEV FSR 

moody's

South Korea Korea Exchange Bank 0.5 12.7% 9.8% 43.4 C-
Greece National Bank of Greece 0.7 18.7% 4.2% 86.1 C+
Greece Emporiki Bank of Greece 0.7 14.5% 1.7% 272.0 C-
Portugal Banco BPI 0.7 8.8% 3.6% 236.7 C
Portugal Banco Comercial Portugues SA 0.7 9.8% 6.9% 103.3 C+
Portugal Banco Espirito Santo 0.6 9.9% 2.0% 279.1 C+
Czech Republic Komercni Banka 1.5 19.8% 5.1% 143.8 C
Hungary OTP Bank 0.5 14.1% 2.8% 118.6 C+
UAE Abu Dhabi Commercial Bank 0.5 16.5% 2.0% 142.5 C-
UAE National Bank of Abu Dhabi 0.9 20.0% 7.2% 59.9 C
UAE Dubai Islamic Bank 0.5 22.4% 14.1% 14.9 D+
Saudi Arabia Samba Financial Group 1.6 24.6% 11.2% 58.3 C+
Saudi Arabia Arab National Bank 1.5 22.5% 16.7% 39.4 C
Saudi Arabia Riyad Bank 1.1 15.6% 6.1% 119.6 C
Saudi Arabia Saudi British Bank 2.9 30.2% 11.8% 82.2 C+
Cyprus Bank of Cyprus 0.6 14.6% 9.5% 41.7 C-
Cyprus Marfin Popular Bank 0.4 8.6% 0.3% 1632.4 C-

Average 121.8

Saudi Arabia BSF 1.6 19.1% 6.8% 121.8 C+

Fair Value (SAR) 44.40
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BSF’s CAR dropped to 10.17% as of September 2008, down from 12.21% at the end 

of 2007. The main reason for this decline was the implementation of Basel II in January 
2008. The drop in the CAR will put pressure on balance sheet growth going forward.

BSF has some exposure to structured finance investments, such as structured 

investment vehicles (SIVs) that were affected by the meltdown in the US subprime 
mortgage market and the ensuing liquidity crisis. However, BSF’s management has 
indicated that the bank’s SIV exposure, at the end of 2008, was 100% covered and, 
hence, no further provisions on SIVs are expected in 2009 and beyond.  
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sAuDi BAnKing sEctoR HigHligHts

sector size versus econoMy size

The Saudi banking sector is the second largest in the GCC in terms of assets, right behind 
the United Arab Emirates. Total banking assets in Saudi Arabia reached USD 349 billion at 
the end of November 2008. When compared to the size of the underlying economy, however, 
the Saudi sector is one of the smallest, with lower commercial banking penetration rates 
than the other GCC countries, with the exception of Oman (Figure 6). This relatively under-
banked status of the economy naturally translates into growth potential for the banking 
sector.

Low commercial banking 
penetration rates 

indicate room for Saudi 
banking sector growth

* GDP figures for 2007. **As of August 2008. Sources: GCC central banks and NBK Capital

Banking Penetration Rates* – september 2008Figure 6 

The Saudi sector comprises 18 commercial banks, seven of which are branches of foreign 
banks operating in the country. SAMA is gradually opening up the sector to foreign banks. 
In addition to the banks currently operating, it has licensed a few others that have not yet 
opened for business. Furthermore, the SAR 10.5 billion initial public offering (IPO) of Inmaa 
Bank, a new Saudi bank, took place in April 2008, which will increase the number of banks 
operating in the country to 19.

The banking sector has been operating in the midst of a very supportive operating 
environment where the economy has grown robustly, driven by high oil prices, government 
spending and high investment. Nominal GDP doubled in the five years ending in 2007 with 
even higher growth in the money supply (as measured by M2), which increased by 115% 
during the same period. 
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The Saudi sector is composed of 18 commercial banks, seven of which are branches of 
foreign banks operating in the country. SAMA is gradually opening up the sector to foreign 
banks. In addition to the banks currently operating, SAMA has licensed a few others that 
have not yet opened for business. Furthermore, the SAR 10.5 billion initial public offering 
(IPO) of Inmaa Bank, a new Saudi bank, took place in April 2008, which will increase the 
number of banks operating in the country to 19.

The banking sector has been operating in the midst of a very supportive operating 
environment where the economy has grown robustly, driven by high oil prices, government 
spending, and high investment. Nominal GDP doubled in the five years ending in 2007 with 
even higher growth in the money supply (as measured by M2), which increased by 115% 
during the same period. 

However, the global economic and financial crisis has started to affect Saudi Arabia and 
the rest of the GCC on many fronts. The dip in the price of oil from around USD 150 per 
barrel in July 2008 to around USD 45 by the end of 2008 has had a drastic effect on the 
outlook of regional economies. The International Monetary Fund (IMF) has dropped its 
2009 real GDP growth estimate for Saudi Arabia to 4.3% from 5.6% previously. Others 
have lower estimates, incorporating a lower price of oil than the IMF-assumed USD 100 per 
barrel in 2009. The dip in the price of oil will put an end to the sizable budget and current 
account surpluses witnessed in previous years. Nevertheless, Saudi Arabia has amassed 
substantial surplus capital in the past few years, which will be utilized to help sustain public 
spending and investment. With the US Federal Funds target rate at close to zero, and the 
expectation that it will remain so for a while, monetary policy in the US, and accordingly in 
Saudi Arabia, has little room to play in stimulating the economy going forward. Hence, we 
believe that resorting to expansionary fiscal policy will play an important role in lessening the 
drop in GDP growth in Saudi Arabia in the coming few years. In fact, the Saudi government 
already announced some preliminary macroeconomic data for 2008 and the highlights of 
the 2009 budget, which has kept expenditures high in 2009. It is estimated now that the 
nominal GDP expanded by 22% in 2008 to reach USD 467.5 billion, while the real GDP 
grew by 4.2%. Total revenues are estimated to have reached USD 293.3 billion in 2008 
while expenditures are estimated at USD 136 billion, resulting in an estimated USD 157 
billion budget surplus. Despite the dip in the price of oil, the Saudi government has kept 
projected expenditures high in 2009, reaching USD 126.7 billion, the country’s highest 
budget ever. This is 16% over the 2008 budget, but around 7% below the actual estimated 
expenditures in 2008. Total revenue is projected at USD 109.3 billion in 2009, 63% below 
the actual estimated revenue in 2008, resulting in a projected budget deficit of USD 17.3 
billion, the first budget deficit since 2002. It is important to mention that capital expenditures 
are budgeted at USD 60 billion, a 36% increase over their 2008 budgeted level.

lenDing

Lending growth picked up again starting in 2Q2007 after five quarters of weak growth, 
which was triggered by SAMA’s tightening regulations on consumer lending in late 2005 
(Figure 7). However, the latest SAMA figures indicate that lending has started to slow again, 
as growth dropped to 5% in 3Q2008 from a staggering 10% in 2Q2008, and growth in 
October 2008 and November 2008 stood at 1.1% and 0.9%, respectively, while the monthly 
average growth rate since the start of 2007 was 2.1%. Individual bank data shows that the 
combined net loans of Saudi banks grew by a mere 1.2% in 4Q2008, corroborating the view 
that lending growth has recently subsided significantly. 
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Going forward, we expect a significant drop in lending growth in Saudi Arabia on the back 
of lower oil prices, which will lead to a deceleration in economic growth. Additionally, we 
believe Saudi banks will focus more on liquidity, asset quality, and capitalization, and 
defending interest margins rather than on balance sheet growth going forward. 

Corporate banking has been the driver of lending growth in the past three years. Since 
SAMA’s consumer lending regulations in 2005, personal lending growth has reached a 
standstill, and personal loans as a share of total loans have continued to drop, standing at 
27% in June 2008, down from a 41% high at the end of 2005 (Figure 8).

Lending growth slowed 
in 2H2008 after loans 

surged by 18% in 1H2008

* 4Q08 growth is based on individual banks’ financial results, not SAMA data. Sources: Banks’ financial statements, 
SAMA, and NBK Capital

growth in lending – Quarter-on-QuarterFigure 7 

Personal lending has 
been flat since early 

2006

Sources: SAMA and NBK Capital

Personal lending versus total creditFigure 8 
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ProFitaBility

The 51% drop in total traded value on the Saudi Stock Exchange (Tadawul) in 2007 painfully 
impacted banks’ earnings during that year. Saudi banks’ income from fees and commissions 
dropped by 36% in 2007, which was the primary reason for the 14% drop in their combined 
net profit in the same year (Figure 9). Activity on Tadawul continued to drop in 2008 as the 
total value traded was 23% lower than in 2007. Nevertheless, total income from fees and 
commissions increased by 20% in 9M2008 (full year figures are not yet available) driven by 
robust growth in fees derived from core banking operations. 

Income from fees and 
commissions increased 

by 20% in 9M2008 
compared to 9M2007, 

despite the 18% drop in 
trading on Tadawul

Sources: Tadawul and NBK Capital

value traded on tadawul and Earnings from Fees and Figure 9 
commissions

Strong growth in core banking operations safeguarded the return on average equity (RoAE) 
at a still-robust 25% in 2007, dropping from around 34% in the previous two years. The 
return on average assets (RoAA) stood at 3.3% in 2007, compared with a whopping 4.6% 
in 2006 (Figure 10). 

Investment losses, cost expansion, and lower brokerage commissions kept total net profit 
almost flat in 9M2008, compared with 9M2007, despite steady growth in net interest 
income and fees from core banking operations. Preliminary results for 4Q2008 indicate 
that profitability took a hit in 4Q2008 as six Saudi banks saw their net profit drop (compared 
with 4Q2007) while three other banks incurred losses. The six banks that saw their net 
profit decline witnessed a 14% drop in their combined net profit in 4Q2008. Losses for 
The National Commercial Bank (NCB) were very significant, estimated at around SAR 2.5 
billion in 4Q2008, and resulting in a 66% plummet in the bank’s net profit in 2008. Excluding 
NCB, the combined net profit of Saudi banks dropped by a slight 1.4% in 2008.
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The combined net profit 
of Saudi banks dropped 

by 14% in 2008 on the 
back of investment 

losses, cost expansion, 
and lower brokerage 

commissions

Sources: Banks’ financial statements and NBK Capital

Returns and Net Profit Growth: Ten Largest Saudi BanksFigure 10 

MoveMent in interest rates anD Monetary Policy 

The unusual times that the global economy and financial markets are passing through 
are affecting the Saudi banking sector immensely. Recently, SAMA has changed its focus 
from limiting the prior excessive lending growth and containing inflation to ensuring the 
stability of the Saudi banking sector and its continued growth. Since the Fed started cutting 
interest rates in September 2007, SAMA has generally followed the Fed and cut its reverse 
repurchase rate, the rate SAMA pays for deposits, but refrained from cutting the repurchase 
rate (repo), keeping it constant at 5.5%, until October 2008. In addition, in late 2007 and 
1H2008, SAMA repeatedly increased the reserve requirements for banks in order to curb 
the rapid growth in lending. SAMA increased the reserve requirement pertaining to demand 
deposits from 7% to 13% in four phases and increased the reserve requirement pertaining 
to saving and time deposits from 2% to 4%. 

However, as the global financial turmoil worsened, oil prices dipped, foreign speculative 
“hot” money exited, and liquidity started becoming scarcer (as can be seen in the increase 
in SAIBOR from 2.14% in early May 2008 to 4.67% in mid-October 2008), SAMA reversed 
its monetary policy, adopting an expansionary policy to safeguard the flow of credit by Saudi 
banks. For that, the repo was dropped from 5.5% in October 2008 to 2.5% in December 
2008 in four stages, while the reserve requirement pertaining to demand deposits was back 
at 7%, having been dropped from 13%, in two stages. The reverse repo was dropped by 
only 0.5%, bringing it down to 1.5% in December 2008. These measures had an immediate 
effect on SAIBOR, which dropped from 4.67% in mid-October 2008 to around 2.5% in 
late December 2008. Furthermore, in January 2009, SAMA carried on its expansionary 
monetary policy as the repo was cut by 0.5% to stand at 2%, while the reverse repo was 
dropped by 0.75% to stand at 0.75%. SAIBOR continued to drop rapidly to stand at around 
1.25% by end January 2009 compared with 2.5% at the end of December 2008. We believe 
SAMA’s independent move (from the US Fed) in its latest interest rate cut is in response 
to the slowdown in lending that is already being seen in Saudi Arabia and to keep credit 
flowing as economic growth slows down in 2009.
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The Saudi banking sector does not benefit much from a low interest rate environment due 
to an abundance of non-interest-bearing (NIB) deposits in the sector’s total deposit base. 
We believe the low interest rate environment currently prevailing in Saudi Arabia will lead 
to a slow growth in net interest income, which will result in lower total operating income 
growth and lower net profit growth for the banks. Demand deposits, which can be used as 
a rough approximation of NIB deposits, stood at 41% of total sector deposits at the end of 
September 2008.

Mortgage lenDing

The Saudi Shoura Council passed the long-awaited mortgage law in early July 2008. The 
law still has to be approved by the Saudi government before coming into effect. The lack 
of such a law is one reason for the almost non-existent mortgage market in Saudi Arabia. 
Mortgage lending is under-penetrated in the country and hence is one of the growth drivers 
for bank lending in the long term. Mortgage lending provided by Saudi banks was a slim 
SAR 15.6 billion at the end of June 2008, representing only 1% of GDP and 2.2% of total 
credit. Another reason to be bullish on the growth of mortgage lending is the relatively large 
Saudi population (estimated at 24 million in 2007). In addition, this population is “young,” 
with an estimated 70% below the age of 35. Another important growth driver is the fact that 
the share of Saudis who own houses is not high, roughly estimated at between 20% and 
35%. Finally, it is worth mentioning that real estate mortgage loans, although considered 
consumer loans, are excluded from SAMA’s consumer-lending regulations that cap total 
debt payments at a third of a borrower’s salary.

Saudi interbank rates 
started dropping again 
in October 2008 after 

surging in the previous 
five months

Sources: Reuters, SAMA, and NBK Capital
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Bank BackgrounD

BSF is a medium-size Saudi bank with around 10% market share of total assets, loans, 
and deposits. The bank is 31% owned by Calyon, the investment-banking arm of Credit 
Agricole, one of the largest French banks. BSF has entered into a technical assistance 
agreement with Calyon, which was last renewed in 2007 for a period of five years, via which 
key executives are seconded from Calyon to BSF. BSF is a universal bank offering both 
conventional and Shari’a-compliant products and services. The bank’s business operations 
can be broadly broken down into four major segments: retail banking, corporate banking, 
treasury, and investment banking and brokerage, accounting for 34%, 35%, 25%, and 6%, 
respectively, of the bank’s total operating income in 9M2008. The bank has 75 branches in 
Saudi Arabia, including 13 ladies sections, three self-service fully automated branches, 321 
ATMs, and over 3,800 point-of-sale terminals. At the end of December 2007, BSF employed 
more than 2,300 staff. BSF is rated by the main international rating agencies, Standard 
and Poor’s, Moody’s, and Fitch, as A, A1, and A, respectively.  Banks in Saudi Arabia 
were required, by the Capital Market Authority, to spin-off their capital market activities into 
separate licensed entities. Accordingly, BSF established the following subsidiaries: Fransi 
Tadawul Company (99% share in equity) for brokerage activities, CAAM Saudi Fransi (60% 
share in equity) for asset management, Sofinco Saudi Fransi (50% share in equity) for 
consumer finance, and Calyon Saudi Fransi (45% share in equity) for investment banking 
activities.

strategy

There are two main pillars for BSF’s strategy. First, the bank would like to protect its strong 
franchise in corporate banking. BSF is in fact a corporate bank, enjoying around 14% 
market share of corporate credit in Saudi Arabia, according to BSF’s management. At 
the end of 2007, consumer loans represented only 7% of BSF’s total loans, indicating 
the dominance of corporate banking in the bank’s activities. The second pillar of BSF’s 
strategy is to develop its retail and SME activities. There is a lot of room for BSF to grow 
its retail business, as the bank’s market share is around 2% (according to management), 
and consumer loans are a very small portion of the bank’s total loan book, as mentioned 
previously. The bank is also bullish on the SME sector, believing that this sector is, to a 
large extent, underpenetrated and enjoys a favorable risk-reward status. 

Focusing on sales, rather than on transactions, in the branches is one means by which BSF 
is planning to boost the retail business. The goal is to redesign the branches to make them 
more proactive in terms of sales and, hence, more profitable. This is related to the bank’s 
strategic goal of increasing non-interest income in total operating income as opposed to the 
current dominance of net interest income. The thrust into retail, if successful, will also help 
decrease the high concentration risks in the lending book, which BSF as well as most Saudi 
banks suffer from. BSF’s management has indicated that decreasing concentration risks 
in the lending book is a key concern for the bank going forward. The second major means 
to expand the retail franchise is through a closer interaction and association with Credit 
Agricole, which is the number one retail bank in France. More broadly, BSF’s management 
has indicated that Credit Agricole is showing more interest in expanding its presence in the 
Middle East and that BSF will be the flagship of that strategy.  

BAnK ovERviEW
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FinAnciAl ovERviEW AnD FoREcAsts

lenDing

Lending growth at BSF has been high in the past few years as net loans grew by a CAGR 
of 25% in the five years ending in 2008 (Figure 12).

BSF had witnessed a decline in lending growth between 2004 and 2007, dropping from 29% 
in 2004 to 17% in 2007, before rebounding in 2008 to exceed the growth in the sector as a 
whole. The dominance of the corporate book at BSF explains the bank’s underperformance 
in 2004 and 2005, a time when consumer lending was the main driver of lending in Saudi 
Arabia. The corporate book also explains the clear outperformance of BSF in 2006, a year 
when consumer-lending growth in the sector was nil following SAMA’s consumer lending 
tightening regulations that were imposed at the end of 2005.

Figure 13 shows the breakdown of BSF’s lending book between 2004 and 2007 where 
the small share of personal loans (7% at the end of 2007 compared to the sector average 
of 32%) can be seen. This is related to BSF’s focus on corporate banking and the bank’s 
smaller branch network. In 2007, two lending categories, namely, Manufacturing and 
Commerce, accounted for 47% of BSF’s total increase in loans. The “Other” credit category, 
which includes loans to holding companies, conglomerates, and high-net-worth individuals, 
accounted for a further 16.5% of the increase in loans. The shares of the various sectors 
in the total lending book have been relatively stable in the past few years. The commerce 
sector dominates, as it represented around 24% of total loans in the period from 2004 to 
2007.

BSF’s net loans 
expanded by 35% in 

2008, outperforming 
that of the sector 

*Sector in 2008 corresponds to largest 10 Saudi banks and not to data from SAMA. Sources: Banks’ financial state-
ments, SAMA, and NBK Capital

Loan Growth: BSF versus SectorFigure 12 
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It is worth noting that BSF’s Shari’a-compliant loans have been growing much faster than 
the bank’s conventional loans in the past few years, hence increasing their share from 
11% in 2004 to 29% in 2007 (Figure 14). While conventional loans grew by a CAGR of 
11% in the three years ending in 2007, Shari’a-compliant loans surged by a CAGR of 69% 
in the same period. This is a trend that can be seen across Saudi Arabia, where clients 
simply prefer to bank in a Shari’a-compliant way, especially in retail, where the majority of 
business today is Islamic. 

The corporate book 
dominates lending with 

the Commerce sector 
representing a quarter 

of total loans

BSF’s Shari’a-compliant 
loans have been growing 

much faster than the 
bank’s conventional 

loans

Sources: BSF’s financial statements and NBK Capital

Sources: BSF’s financial statements and NBK Capital

Breakdown of BsF’s lending BookFigure 13 

shari’a-compliant loans versus conventional loansFigure 14 
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Commercial banking penetration rates (as measured by loans-to-GDP, for example) have 
tended to increase in Saudi Arabia in the past few years. Nevertheless, with a low loans-to-
GDP ratio of 43% (2008 estimate), we believe there is still room for growth. The SME and 
mortgage sectors are underserved while consumer lending will grow again if SAMA relaxes 
its regulations. 

However, we believe lending growth in Saudi Arabia will witness a significant slowdown 
going forward owing to the dip in the price of oil on the back of the global economic 
slowdown and the current financial crisis. The slowdown will be most felt in corporate 
banking as consumer lending has already been flat in the past three years. The significant 
surplus capital that Saudi Arabia accumulated in the past few years will lessen the impact 
of the current crisis on project financing. BSF’s strategy to expand its consumer and SME 
businesses, if successful, will contribute to lending growth and moderate the slowdown in 
overall lending due to the fall in the rate of growth of the corporate book. During 9M2008, 
a much quicker growth in lending (32%) compared to deposit accumulation (13%) took 
BSF’s loans-to-deposits ratio to 94% at the end of September 2008 from much lower levels 
in the years before. Nevertheless, matters took a turn in 4Q2008 when deposits surged 
by 10.5% while net loans grew by a relatively slim 2%, bringing down the simple loans-to-
deposits ratio to 87%. SAMA has a “soft rule” limiting banks’ loans to 85% of their deposits 
(here, deposits include borrowings also). In addition, BSF’s management has indicated that 
they wish to stick to a loans-to-deposits ratio of 85% in the short term. Furthermore, BSF 
has indicated that the bank will be more selective in its lending activity than it was before, 
primarily to defend margins and to keep concentration risks in its lending book in check. 
Accordingly, we forecast BSF’s loan book to grow by 7% in 2009 and by a CAGR of 12.6% 
in the following three years (Figure 15).

We forecast BSF’s net 
loans to grow by 7% in 
2009 and by a CAGR of 
12.6% in the following 

three years 

Sources: BSF’s financial statements and NBK Capital

BsF’s net loansFigure 15 
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BSF’s deposit growth has picked up since 2006, registering 21%, 19%, and 25% in 2006, 
2007, and 2008, respectively, in line with growth rates seen in the sector as a whole (Figure 
16). Hence, BSF was able to defend its market share of deposits at around 10.5% in the 
past three years, although BSF is, effectively, a corporate bank with limited retail business 
and a branch network that is much smaller than some of its Saudi peers. For example, as of 
September 2008, the bank had 75 branches, compared to 127 branches for Arab National 
Bank (ANB), which holds similar market shares in terms of assets, loans, and deposits.

BSF’s deposits grew 
rapidly in the past three 

years, at rates similar 
to those seen in the 

sector as a whole 

*Sector in 2008 corresponds to largest 10 Saudi banks and not to data from SAMA. Sources: Banks’ financial state-
ments, SAMA, and NBK Capital

Deposit Growth: BSF versus SectorFigure 16 

BSF, like its Saudi peers, benefits from a high share of non-interest bearing (NIB) deposits 
in its total deposit base. At the end of 2007, NIB deposits stood at around SAR 25 billion 
according to management, representing around 34% of total deposits. BSF has indicated 
that growing the bank’s deposit base is a key issue going forward and the 10.5% surge in 
deposits in 4Q2008 is testimony to that. We believe BSF’s deposits will grow slightly faster 
than its loans, at least in 2009, and for the bank’s simple loans-to-deposits ratio hovering 
around 85% in our forecast period. Accordingly, we forecast BSF’s deposits to grow by 9% 
in 2009 and by a CAGR of 13% in the following three years (Figure 17).   
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We forecast BSF’s 
deposits to grow by 9% 
in 2009 and by a CAGR 
of 13% in the following 

three years

Sources: BSF’s financial statements and NBK Capital

BsF’s DepositsFigure 17 

total Balance sheet growth anD uses oF FunDs

In terms of total balance sheet growth, BSF slightly outgrew the overall sector in 2008 after 
growing in line with it in 2007 (Figure 18).

BSF slightly outgrew the 
overall sector in 2008 
after growing in line 

with it in 2007

*Sector in 2008 corresponds to largest 10 Saudi banks and not to data from SAMA. Sources: Banks’ financial state-
ments, SAMA, and NBK Capital

Asset Growth: BSF versus SectorFigure 18 
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The share of investments in BSF’s total assets gradually dropped in the years before 2007, 
as seen in Figure 19. Investments even dropped in absolute terms between 2003 and 
2006. The major reason for this was a drop in BSF’s holding of Saudi government securities 
during that period as these became less available due to the Saudi government lowering its 
outstanding debt. Total holdings of Saudi government bonds by all banks in Saudi Arabia 
dropped from SAR 150.5 billion in 2003 to SAR 114.1 billion in 2006. Preliminary estimates 
show that total public debt in Saudi Arabia was around SAR 237 billion at the end of 2008, 
representing 13.5% of the 2008 GDP, compared with 18.7% one year before. 

BSF’s investments soared by an estimated 24% in 2008, driven by the Saudi government’s 
issuance of treasury bills. A closer look reveals that the surge happened in 3Q2008 as 
BSF’s net investments jumped by 37%. Total treasury bills held by commercial banks 
in Saudi Arabia increased from SAR 3 billion in September 2007 to SAR 17 billion by 
December 2007, and rocketed to SAR 82 billion by October 2008. The explanation for 
this trend was that the Saudi government was issuing more bills to reduce excess liquidity 
in the sector, hence decreasing lending growth, with the aim of eventually controlling the 
soaring inflation.

We forecast loans to 
represent around 64% 

of assets in the coming 
three years

Sources: BSF’s financial statements and NBK Capital

BsF’s Asset BreakdownFigure 19 

On the other hand, the share of loans in total assets has hovered between 60% and 65% in 
the past two years. Going forward, we do not expect major changes in the shares of loans 
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around 64% and 23%, respectively, of total assets in the coming three years.
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ProFitaBility

BSF outperformed its peers in terms of net profit growth in the past three years, as seen 
in Figure 20. A 43% drop in BSF’s fees and commissions in 2007 was the primary reason 
for the 10% decline in the bank’s net profit in 2007. Nevertheless, this performance was 
relatively better than the 15% drop in the combined earnings of the bank’s peers during 
that year. 

BSF outperformed its 
peers in terms of net 
profit growth in the 

past three years

Sources: Banks’ financial statements and NBK Capital

Net Profit Growth: BSF versus PeersFigure 20 

As mentioned before, the drop in trading activity on Tadawul was behind the drop in fees 
and commissions for BSF as well as for all other Saudi banks in 2007. BSF’s brokerage 
commissions accounted for approximately three-quarters of total fees in 2006, and the 
estimated 66% drop in these commissions in 2007 dragged down total fees earned and 
net profit. 

In 2008, BSF’s net profit grew by 3.5%, outperforming the bank’s peers, which witnessed 
a 16% decline in their combined earnings. Even after excluding NCB, which witnessed 
a significant 66% plummet in its net profit in 2008, BSF still outperforms its peers, which 
witnessed a 2% drop in their combined earnings in 2008. A 23% growth in net interest 
income on the back of a 35% surge in net loans was the main driver of BSF’s profitability 
in 2008. In addition, net trading income and earnings from foreign exchange boosted net 
profit in 2008, as they expanded by 84% and 44%, respectively, in 9M2008. On the other 
hand, BSF’s fees dropped by 7% in 9M2008, underperforming the bank’s peers. The 
ongoing drop in brokerage commissions is one reason for the decrease in total fees and 
commissions in 9M2008. For full 2008, BSF’s brokerage commissions are estimated to 
have decreased by around 50%.

Another damper on BSF’s bottom line in 2008 was provisioning for impairment of investments. 
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related to BSF’s exposure to SIVs that were affected by the meltdown in the US subprime 
mortgage market and the ensuing liquidity crisis. Further provisions were taken in 4Q2008 
such that total provisions taken in full 2008 were an estimated SAR 410 million. According 
to BSF’s management, the SIV exposure at the end of December 2008 was fully provided 
for and no further provisions on that exposure are expected in 2009 and beyond.   

In Figure 21, we plot the components of BSF’s operating income in the past four years. Net 
interest income accounted for 62% of total operating income in both 2007 and 9M2008. 
This is lower than the 70% contribution in 2004 but higher than the 50%-55% contribution in 
2005 and 2006 due to exploding brokerage commissions during those two years. Increasing 
the share of non-interest income in total operating income is a strategic goal for BSF, and 
the bank would like to reach a stage where around 50% of its earnings are in the form of 
non-interest earnings.      

Going forward, despite the low interest rate environment, we expect net interest income to 
remain the major income component, accounting for around 66% of total operating income 
in our forecast horizon. With the expected slowdown in lending and the prevailing low 
interest rate environment, BSF as well as other Saudi banks will focus on selective lending, 
trying as well to defend margins and safeguard asset quality. Spreads and margins will 
be supported also if BSF succeeds in increasing the share of high-margin retail and SME 
loans in the bank’s total lending book. On the other hand, we expect competition to exert 
pressure on spreads and margins in the longer term. We also forecast income from fees 
and commissions to grow by a CAGR of 10% in the coming five years, driven by both core 
and non-core banking operations. BSF wishes to increase the contribution of the asset 
management, private banking, and brokerage businesses to the bottom line, and as we 

Net interest income 
has accounted for 62% 
of operating income in 

2007 and 9M2008 

Sources: BSF’s financial statements and NBK Capital
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BSF exhibited a lower 
cost-to-income ratio 
than its peers in the 

past four years

Sources: Banks’ financial statements and NBK Capital

Cost-to-Income Ratio: BSF versus PeersFigure 22 

mentioned previously, the bank targets as much as 50% of its earnings to be derived from 
non-interest sources. 

As for cost-efficiency, BSF’s cost-to-income ratio has been consistently lower than the 
weighted average for its peers in the past few years, as can be seen in Figure 22. BSF had 
the lowest cost-to-income ratio in the Saudi banking sector in 2007, at 25.5%. In 9M2008, 
the bank’s ratio dropped to 24%, once again the lowest in the sector. 

In Figure 23, we plot the net profit per branch and net profit per employee for the sample of 
Saudi banks. BSF has one of the highest indicators among its peers, corroborating our view 
that productivity and cost-efficiency tend to be better at BSF than at other Saudi banks. 
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We forecast BSF’s total 
operating income and 

net profit to grow by a 
CAGR of 7% in the four 

years ending in 2012

Sources: BSF’s financial statements and NBK Capital

We believe BSF will continue to do a good job in controlling its cost expansion, thus 
maintaining the cost-efficiency advantage it has over its Saudi peers. However, going 
forward, we expect a slight increase in the cost-to-income ratio, and for it to hover around 
28% in our forecast horizon. We forecast BSF’s total operating income growth and net profit 
growth to be weak in 2009 and 2010 but to pick up again in 2011 and beyond. All in all, we 
forecast total operating income and net profit to grow by a CAGR of 7% in the coming four 
years, reaching SAR 5.7 billion and SAR 3.7 billion, respectively, in 2012 (Figure 24).

BSF’s Total Operating Income and Net ProfitFigure 24 

BSF has a relatively high 
net profit per branch 

and net profit per 
employee, indicating 

generally better 
operational efficiency 

than its peers

*As of December 2006. ** As of September 2007. Sources: Banks’ financial statements and NBK Capital

Net Profit per Branch and Net Profit per Employee - 2007Figure 23 
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BSF has outperformed 
its peers in terms of 

RoAE in 2006 and 2007

Sources: Banks’ financial statements and NBK Capital

RoAE: BSF versus PeersFigure 25 

In terms of return on capital, BSF has logged a higher RoAE than the average of its peers 
in 2006 and 2007 (Figure 25). This is partly because BSF had a lower equity-to-assets 
ratio than its peers during that time. In 2008, BSF’s RoAE is estimated to have dropped to 
23%. We expect RoAE to drop to around 20% in 2009 and to a further 17% to 18% in the 
following four years.

asset quality

BSF’s asset quality indicators have improved significantly between 2003 and 2007. The 
NPLs-to-gross loans ratio decreased from 2% in 2003 to 0.7% in 2007 while the NPL 
coverage ratio increased from 145% in 2003 to 190% in 2007 (Figure 26). Going forward, 
we expect the worsening operating environment on the back of the drop in oil prices and 
decelerating GDP growth to lead to deteriorating asset quality. Hence, we are factoring in 
an increase in provisioning, a rise in NPLs-to-gross loans, and a drop in NPL coverage 
during our forecast horizon. Excess provisions that have been accumulated before will 
prove useful, serving as a cushion in the short term. 
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BSF, like all Saudi banks, has implemented, since January 2008, the Standardized Approach 
for credit risk, market risk, and operational risk under Basel II. The implementation of Basel 
II was a major reason for the drop in BSF’s CAR from 12.21% in December 2007 to 10.17% 
in September 2008, mainly due to the additional operational risk and Pillar II risks capital 
charges. The surge in net loans (+32% in 9M2008) was another reason for the drop in 
capital adequacy. We expect BSF to be able to maintain a CAR of close to 11% in our 
forecast horizon.

Asset quality indicators 
have steadily improved 
in the past few years. 

Going forward, we 
expect asset quality to 

deteriorate

Sources: BSF’s financial statements and NBK Capital

BsF’s Asset Quality indicatorsFigure 26 
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* Equivalent to net interest income. Sources: BSF’s financial statements and NBK Capital

FinAnciAl stAtEmEnts

Balance Sheet (SAR thousands)
Fiscal year Ends december 2006 2007 2008 E 2009 2010 2011 2012 2013

ASSEtS

Cash and balances with central banks 3,398,836        10,152,190      5,438,565        5,830,985        6,553,563        6,995,064        7,877,254        8,852,750        
Due from Banks 6,223,277        3,224,062        7,504,256        7,666,576        7,897,117        8,225,615        8,576,959        8,960,398        
Net Investments 16,017,754      22,505,544      27,896,477      30,669,296      33,718,088      37,721,139      42,201,065      45,990,271      
Net Loans and Advances 51,130,195      59,849,952      80,896,778      86,631,882      94,785,736      108,433,415    123,576,822    140,044,402    
Net Fixed Assets 552,382           577,318           628,461           674,920           726,954           785,232           850,504           923,608           
Other Assets 2,258,566        3,499,044        3,619,160        3,476,448        3,567,463        3,660,699        3,766,542        3,879,699        
total Assets 79,581,010      99,808,110      125,983,697    134,950,106    147,248,921    165,821,164    186,849,145    208,651,129    

LIABILItIES & EQuIty

Due to Banks 3,456,313        8,122,713        10,581,000      9,199,891        9,871,396        10,282,019      11,064,277      12,544,558      
Customer Deposits 61,998,107      74,007,251      92,800,000      100,916,003    112,443,057    128,867,975    146,435,170    165,607,138    
Other Purchased Funds 2,437,500        2,437,500        4,956,638        4,956,638        2,519,138        1,832,888        1,832,888        -                     
Other Liabilities 2,284,309        4,000,011        4,194,537        4,086,373        4,363,592        4,634,346        4,889,520        5,159,688        
total Liabilities 70,176,229      88,567,475      112,532,175    119,158,905    129,197,183    145,617,228    164,221,855    183,311,384    

minority Interest -                     -                     27,947             50,837             76,017             104,973           138,272           176,567           

total Shareholders' Equity 9,404,781        11,240,635      13,423,574      15,740,364      17,975,722      20,098,964      22,489,018      25,163,179      

totAL LIABILItIES & EQuIty 79,581,010      99,808,110      125,983,697    134,950,106    147,248,921    165,821,164    186,849,145    208,651,129    

Forecast

Income Statement (SAR thousands)
Fiscal year Ends december 2006 2007 2008 E 2009 2010 2011 2012 2013

Net Special Commission Income * 2,016,867        2,296,089        2,820,781        2,927,665        3,056,783        3,287,171        3,760,520        4,262,086        
Income from Fees and Commissions 1,571,961        897,234           827,961           867,316           950,188           1,088,209        1,205,350        1,331,535        
Other Operating Income 350,004           507,833           733,066           542,357           598,885           671,747           756,532           850,868           
total operating Income 3,938,832        3,701,156        4,381,808        4,337,337        4,605,857        5,047,128        5,722,403        6,444,489        
Provisions for Credit Losses (90,484)            (42,011)            (94,000)            (270,451)          (324,182)          (376,102)          (437,918)          (510,269)          
Salaries and Employee Related Expenses (462,923)          (543,322)          (631,992)          (701,511)          (778,678)          (872,119)          (976,773)          (1,093,986)       
General and Administrative Expenses (305,368)          (321,734)          (353,788)          (389,167)          (428,083)          (470,892)          (517,981)          (569,779)          
Depreciation (68,138)            (77,965)            (84,376)            (94,897)            (106,285)          (119,039)          (133,324)          (149,323)          
Other Provisions and Operating Expenses (4,971)              (5,014)              (412,021)          (2,021)              (2,021)              (2,021)              (2,021)              (2,021)              
total operating Expenses (931,884)          (990,046)          (1,576,177)       (1,458,047)       (1,639,249)       (1,840,173)       (2,068,016)       (2,325,378)       

Net operating Profit 3,006,948        2,711,110        2,805,631        2,879,290        2,966,608        3,206,954        3,654,386        4,119,110        
Other Income / (Expenses) -                     -                     -                     -                     -                     -                     -                     -                     
Net Profit 3,006,948        2,711,110        2,805,631        2,879,290        2,966,608        3,206,954        3,654,386        4,119,110        

Forecast

Key Ratios
Fiscal year Ends december 2006 2007 2008 E 2009 2010 2011 2012 2013

Growth in Loans 19.0% 17.1% 35.2% 7.1% 9.4% 14.4% 14.0% 13.3%
Growth in Deposits 21.3% 19.4% 25.4% 8.7% 11.4% 14.6% 13.6% 13.1%
Growth in Net Profit 35.7% -9.8% 3.5% 2.6% 3.0% 8.1% 14.0% 12.7%
Growth in Operating Income 27.3% -6.0% 18.4% -1.0% 6.2% 9.6% 13.4% 12.6%

Loans-to-Assets 64.2% 60.0% 64.2% 64.2% 64.4% 65.4% 66.1% 67.1%
Loans-to-Deposits 82.5% 80.9% 87.2% 85.8% 84.3% 84.1% 84.4% 84.6%
NPLs-to-Gross Loans 1.2% 0.7% 0.7% 1.0% 1.3% 1.5% 1.7% 2.0%
NPL Coverage 148.3% 189.6% 151.8% 129.4% 116.7% 107.5% 101.7% 97.3%
Capital Adequacy 14.4% 12.2% 10.0% 10.8% 11.3% 11.4% 11.4% 11.5%

Growth in Costs 13.6% 12.7% 13.5% 10.8% 10.8% 11.3% 11.4% 11.4%
Non Interest Expense-to-Average Assets 1.3% 1.1% 1.4% 1.1% 1.2% 1.2% 1.2% 1.2%
Cost-to-Income 21.4% 25.6% 24.5% 27.4% 28.6% 29.0% 28.5% 28.2%
Non Interest Income-to-Operating Income 48.8% 38.0% 35.6% 32.5% 33.6% 34.9% 34.3% 33.9%

Dividend Payout 25.0% 38.8% 20.0% 25.4% 36.5% 39.4% 39.5% 39.5%
Net Interest Margin 3.0% 2.8% 2.7% 2.4% 2.4% 2.3% 2.3% 2.3%
RoAE 36.3% 26.3% 22.8% 19.7% 17.6% 16.8% 17.2% 17.3%
RoAA 4.1% 3.0% 2.5% 2.2% 2.1% 2.0% 2.1% 2.1%

Forecast
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