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Non-interest income boosted 2007 earnings 

FGB reported net income of AED 2.0 bn, an increase of 30.8% YoY and ahead of 
our estimates by 14.2%. We are positively surprised by investment income driven 
by revaluation and disposal of investments and Government grant. Adjusting for 
these, our estimates were marginally lower by 0.6%.   
 
Strong growth in funding supported asset growth 

Total assets reached AED 73.2 bn, a growth of 53.3% YoY and 10.2% above our 
estimates. Balance sheet expansion was on the back of robust growth in 
customer deposits (+51.8%) and bank borrowings (+131.9%). Gross loan book 
reached AED 45.1 bn, an increase of 75.8% YoY and marginally below (-0.7%) 
our estimates. Mandatory cash reserve deposits with the Central Bank for the 
year 2007 stood at AED 1.1 bn, which was 2.1% of customer deposits. FGB had 
additional AED 7.8 bn deposits parked with the Central Bank.  
 
Revised target price at AED 21.8, remains Fairly Priced  

We increase our fair value by 7.1% to AED 21.8, which is 3.1% lower than the 
last closing price of AED 22.55. Although we have upgraded our price target for 
FGB, our recommendation remains Fairly Priced. In our opinion, valuations are 
running ahead of fundamentals and the current price has factored in the strong 
growth potential of the bank. 
 
Since our initiation on November 22

nd
, 2007, the stock has appreciated by 12.8%, 

but has underperformed the market by 2.8%. In 2007, the stock price appreciated 
by 81.6%, outperforming both the market by 29.8% and the sector by 45.2%.   
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Share Data 

No of shares (m)* 1,250.0 

Daily turnover (US$m) 8.43 

Daily turnover (AEDm) 30.95 

Free Float 26% 

Mkt cap (US$m) 7,681 

Mkt cap (AEDm) 28,188 

Source: Company, Reuters  
  *2007 

Forecast and Ratios  

Yr to Dec  
Net interest 

income 

Operating 

Income 
Net Profit 

EPS   

(AED) 

PE 

(x) 

Book 

Value 

PB 

 (x) 

 (AEDm) (AEDm) (AEDm)     

2007 1,331.3 2,825.8 2,008.2 1.6 13.8 7.9 2.8

2008E 1,791.1 3,475.5 2,495.5 1.8 12.4 8.1 2.8

2009E 2,272.2 4,185.7 3,039.3 2.2 10.2 9.2 2.5

2010E 2,716.7 4,992.5 3,604.7 2.6 8.6 10.5 2.2

2011E 3,224.5 5,867.7 4,204.9 3.1 7.4 11.9 1.9 
Source: TNI Investment Research 
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Impressive financial performance 

Judiciously shifting asset mix 

FGB’s thrust towards lending to various economic sectors resulted in 
increasing net loan to deposit ratio from 74.4% in 2006 to 86.2% in 2007. 
The bank’s non-trading investment book continued to register strong 
growth on the back of buoyant capital markets. As a result, investments 
to customer deposit increased from 13.7% in 2006 to 19.3% in 2007. 
Increased focus towards the real estate market gathered further 
momentum in 2007 as the contribution of investment properties portfolio 
to customer deposit increased from less than 1% in 2005 to 5.6% by the 
end of 2007 

 
Asset quality - showing no signs of stress 

FGB manages credit risk by setting limits for both individuals and 
corporate borrowers. In addition, the bank controls credit concentration 
through diversification of lending portfolio to avoid undue concentration to 
any particular economic sector.  
 
In absolute terms, gross NPLs increased from AED 360.0m in 2006 to 
AED 452.8m in 2007 on the back of retail exposure. However, the 
NPLs/gross loans ratio has declined to 1.0% in 2007 compared to 1.4% 
in 2006. During the same period, the provision coverage ratio improved 
from 129.6% in 2006 to 144.4% in 2007. 
 
Adjusted core banking income continues to grow steadily  

Net interest income excluding IPO related income grew by 27.3% YoY, 
5.4% below our estimates. Interest income excluding IPO increased from 
AED 2.3 bn in 2006 to reach AED 3.4 bn in 2007, a YoY growth of 52.6%. 
The increasing reliance on time deposits and intensifying competition 
were the main reason for the rising cost of fund, which resulted in margin 
contraction by 8 bps.  
 

Positive surprises in non-interest income  

Non-interest income continues to surprise us as it was up by 73.8% in 
2007 to reach AED 1.5 bn. We are positively surprised by the 
Government grant and gains on investment portfolio. Adjusting for these, 
our non-interest income estimates were marginally lower by 1.0%.   
 
FGB capitalised on the surging capital markets as investment income 
jumped by seven-fold on the back of revaluation and down-selling of non-
trading investment book. Government grant of AED 50.8m surprised us 
most. The bank received a similar Government grant of AED 164.6m in 
2006 as well, which according to us was a one off item.  
 

Impressive financial performance 

Prudent risk management 
platform improves asset 
quality 

Non-interest income 
improves the overall 
performance  
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Impressive financial performance 

Revaluation gain on investment properties continues to contribute 
significantly on the back of surging property markets. FGB has the early 
mover advantage relative to its peers, who have recently started 
venturing into real estate business.   
 
Cost structure – likely to inch up further 

Total operating expenses increased by 52.6% YoY, thereby resulting in 
an increase to the cost to income ratio by 225bps, from 19.4% in 2006 to 
21.6% in 2007. Necessary investment in technology, manpower and 
distribution channels to support on-going and new business initiatives is 
likely to result in operating overheads to register strong growth in the 
foreseeable future. Rising cost ratios is a trend witnessed across the 
banking sector as banks are gearing up to combat competition and 
building the necessary infrastructure and human capital base to support 
business growth.  
 

Efficient utilization of capital   

As we mentioned in our earlier report, efficient utilization of capital will 
deliver robust growth in earnings. During 2007, the risk adjusted assets 
grew by 74.5% as compared to asset growth of 53.3% YoY. As a result, 
the Capital Adequacy Ratio (CAR) declined to 15.0% in 2007, which is 
higher than the minimum regulatory requirement of 10%. However, we 
believe FGB may need to further strengthen its capital base to support 
strong growth in risk weighted assets.   
 
Chart 1: Capital Adequacy Ratio  
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Source: TNI Investment Research 

 

 

Operating expenses are 
likely to increase and so will 
the cost to income ratio 

FGB is likely to strengthen 
its capital base to support 
ambitious expansion plans 
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Ambitious expansion plans 

Organic growth in both corporate and retail  

FGB’s strategy is to grow organically in both the corporate and consumer 
segments. In addition, in order to shore up its fee based income the bank 
intends to focus on wealth management. To cater to the High Net worth 
Individual category and provide superior, customised services, the bank 
is planning to open new business centres across the UAE.   
 
The bank plans to enter Libya and Algeria through joint ventures with 
governments of respective countries to operate as full fledged banking 
units. FGB is waiting to receive necessary license approvals from both 
the regulatory authorities. It is expected to start operations by 3Q/08, 
provided all necessary procedures are completed. 
 
FGB opened a representative office in Singapore in 2007. More 
representative offices are planned in London, Bombay, Qatar and 
Shanghai in 2008. In our opinion, this will complement the existing 
business operations to generate additional fee and commission related 
income. This is in line with the management’s effort to shore up its fee 
related income both in corporate and retail sectors.  

 
Increasing alternative delivery channels   

At the end of 2007, the total number of branches was 16. In the next two 
years, another five branches are likely to be opened across the UAE. 
FGB plans to double its ATM network from the current 21 over the next 
18 months. We believe this should help in reducing transaction cost and 
thereby increasing operating efficiency.  
 

Ambitious expansion plans  

Shoring up fee based 
income in both corporate 
and retail segments 
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Valuation

Recommendation remains fairly priced at AED 21.8/share  

We increase our fair value by 7.1% to AED 21.8, which is 3.1% lower 
than the last closing price of AED 22.55. This adjustment is based on two 
factors: 1/ we have revised our earlier estimates based on the robust 
growth on back of efficient utilization of assets and 2/ sector P/BV of 2.5x 
based on 2008 estimates.  
 
Although we have upgraded our fair price for FGB, our recommendation 
remains Fairly Priced. In our opinion, valuations are running ahead of 
fundamentals and the current price is factoring the strong growth. 
However, we still have a positive outlook on the bank and believe there 
might be more earning surprises to come.  
 
Since our initiation, the stock has appreciated by 12.8%, but has 
underperformed the market by 2.8%. In 2007, the stock price appreciated 
by 81.6%, outperforming both the market by 29.8% and the sector by 
45.2%.   
 
The next catalyst for the stock price should be: 1/ ongoing surprises in 
quarterly results and 2/ successful implementation of business initiatives. 

Valuation 

We upgrade our fair value 
by 7.1% to AED 21.8 
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Valuation

Table 1: DDM valuation 

(AED ‘000) 2008E 2009E 2010E 2011E 

Expected dividends 1,100,000 1,512,500 1,787,500 2,062,500 

    Discount factor 90% 79% 70% 61% 

Discounted dividends 989,181 1,197,398 1,245,802 1,265,485 

     

Cost of Equity 13.59%    

     

PV of future dividends   4,697,866    

Discounted TV 22,367,049    

Value of equity 27,064,915    

# of shares (‘000) 1,250,000    

Fair value (AED)             21.7    

Stock price as on Feb 28              22.55    

Upside potential % -4.0%       
Source: TNI Investment Research 

 

 

Table 2: Average sector P/BV 

 Equity* Shares Out. BV/Share Price** Market Cap. P/BV 

 (AEDm) (m)  (AED)  (AED) (AEDm) (x) 

ENBD          26,954             4,394                 6.1            14.6            64,145              2.4 

Mashreq             9,487                113               84.3          320.0            36,034              3.8 

DIB          12,070             2,996                 4.0            12.4            37,150              3.1 

NBAD          11,391             1,224                 9.3              9.3            14,531              1.9 

ADCB          13,422             4,000                 3.4            22.5            27,542              2.4 

CBD            5,686             1,052                 5.4              6.5            26,000              1.9 

UNB            7,648             1,563                 4.9            14.6            15,361              2.7 

ADIB            5,624                150               37.5            60.5              9,075              1.6 

NBQ            2,276                660                 3.4              8.5              5,610              2.5 

NBF            1,545             1,100                 1.4              4.6              5,038              3.3 

UAB            1,834                712                 2.6              7.4              5,231              2.9 

RAKB            1,846                617                 3.0              8.1              4,995              2.7 

SIB            1,615             1,100                 1.5              4.3              4,686              2.9 

BOS            1,360             1,250                 1.1              3.4              4,250              3.1 

CBI            1,737             1,089                 1.6              3.1              3,387              1.9 

Weighted average                 2.5  
Source: Company Reports and TNI Investment Research 

*Equity based on 2008E 

**Price as on February 28
th
, , 2008 

 

Valuation 
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Financial Summary 

 

Table 3: Financial statements  

AED (‘000) 2007 2008E 2009E 2010E 2011E 

Balance sheet      

Net loans and advances  44,409,268 61,136,495 77,707,556 94,655,467 114,563,093 

Customer deposits 52,256,069 69,273,793 87,209,950 105,925,181 127,023,183 

Total assets 73,197,545 93,387,868 113,969,526 136,802,492 161,461,183 

      

Income statement       

Net interest income 1,331,312 1,791,052 2,272,218 2,716,738 3,224,522 

Operating income 1,494,494 1,684,431 1,913,504 2,275,802 2,643,153 

Net profit 2,008,180 2,495,456 3,039,309 3,604,665 4,204,855 

 

Key ratios 

ROAA 3.3% 3.0% 2.9% 2.9% 2.8% 

ROAE 21.0% 22.3% 23.0% 23.8% 24.3% 

Yield on interest earning assets 6.5% 6.7% 6.9% 7.0% 7.1% 

Cost of interest bearing liabilities 4.6% 4.6% 4.8% 4.9% 5.0% 

Net Spread 1.9% 2.1% 2.1% 2.1% 2.2% 

Net Interest margin 2.4% 2.4% 2.4% 2.4% 2.4% 

Cost/ income  21.6% 22.7% 23.4% 24.0% 24.6% 

OPEX to AA 1.0% 0.9% 0.9% 1.0% 1.0% 

EPS  (AED)                1.6                1.8                  2.2                  2.6                  3.1 

P/E (x)             13.8             12.4               10.2                  8.6                  7.4 

P/B (x)                2.8                2.8                  2.5                  2.2                  1.9  
Source: TNI Investment Research 

 

 
 
 
 
 
 
 
 
 
 

Financial Summary  
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Disclosure

Ratings Definitions 

Underpriced 

A stock is rated Underpriced when TNI Investment Research believes its 
fair value lies at 15% above the current market price and the stock is 
likely to reach such fair value within the next 12-18 months. 
 
Fairly Priced 

A stock is rated Fairly Priced when TNI Investment Research believes its 
fair value lies between -15% and +15% of the current market price and 
the stock is likely to stay within this range during the next 12-18 months. 
 
Overpriced 

A stock is rated Overpriced when TNI Investment Research believes its 
fair value lies at least 15% below the current market price and the stock is 
likely to reach such fair value within the next 12-18 months. 
 
 
 
All stock market data refer to the closing prices of February 28, 2008. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
This report is solely intended to be a market update for the recipients of 
this report on certain information about the company, which we 
reasonably believe may be price sensitive. However it should be noted 
that the report does not constitute a recommendation or opinion 
expressed by TNI Investment Research, nor should be construed as a 
solicitation or offer, to buy or sell any securities. The content of the report 
should be read in conjunction with our initiation report on the company 
and disclaimers included therein.   
 
 

 

Disclosure 


