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 National Bank of Abu Dhabi (NBAD) is a major 
player in the UAE banking sector, with 12% of the 
country’s total banking assets. Among its UAE peers, 
NBAD has the most extensive presence abroad and 
therefore is the most diversified against the risk of a 
slowdown in the UAE economy. 

 NBAD has consistently achieved one of the highest 
returns on equity among its peers. This has not been 
due to excessive risk-taking, however, as NBAD’s 
capital adequacy is ahead of most of its peers. 

 NBAD is currently restructuring its business 
operations and is expanding rapidly, both 
domestically and overseas. The bank is planning to 
open as many as 15 new domestic branches and to 
launch an Islamic finance subsidiary and a real 
estate subsidiary, having already launched a private 
banking subsidiary in Switzerland this year. 

 We forecast net loans and deposits to grow by a 
compound annual growth rate (CAGR) of 15% in the 
five years ending in 2012. Total operating income 
and net profit are forecast to grow by a CAGR of 
17% and 16%, respectively, in the coming five years. 

 Our estimate of NBAD’s 12-month fair value per 
share is AED 28.5. This value is a weighted average 
of three estimates reached by using three valuation 
models: Discounted Equity Cash Flow (DECF), the 
Dividend Discount Model (DDM), and a peer-based 
multiples valuation model known as Warranted 
Equity Valuation (WEV). 

 We have assigned NBAD a risk rating of 2 (on a 
scale of 1 to 5). We believe that the major challenge 
facing NBAD relates to whether the bank will 
succeed in lowering its exposure to the government, 
especially on the funding side, and in simultaneously 
strengthening its private sector business, particularly 
retail. 
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Closing Price* Avg. Value Traded per Day
AED 22.9 AED 4.2 million
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52-Week Low Shares Outstanding
AED 13.75 1591.3 million
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1Q2007 IBP a 2Q2007 IBP a
AED 600.9 million AED 591.5 million

3Q2007 IBP a 4Q2007 IBP f
AED 589.6 million AED 658.6 million

2007 f 2008 f 2009 f 2010 f 2011 f

P/B 3.3 2.3 2.0 1.7 1.5
P/E 15.3 12.4 10.5 9.1 8.1

EPS Growth 13.3% 17.5% 16.9% 15.0% 12.4%
RoAE 24.0% 22.3% 20.7% 20.6% 20.1%
RoAA 2.1% 2.1% 2.1% 2.2% 2.2%

Net Interest Margin 2.2% 2.3% 2.4% 2.4% 2.4%
Dividend Payout 30.0% 31.6% 35.0% 36.5% 37.3%
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      EXECUTIVE SUMMARY 

National Bank of Abu Dhabi is a major player in the UAE banking sector, with 12% of the 
country’s total banking assets as of June 2007. NBAD is a universal bank that offers a 
wide variety of services and has an especially strong corporate banking franchise. 
Among its UAE peers, NBAD has the most extensive presence abroad, which currently 
contributes around 20% of the bank’s operating income. 

NBAD’s net loans and deposits grew by a CAGR of 23% and 24%, respectively, in the 
four years ending in 2006, compared to growth rates of 34% and 25% for the overall 
sector. Going forward, we forecast NBAD’s net loans and deposits to grow by a CAGR of 
15% in the five years ending in 2012. Total operating income and net profit are forecast 
to reach AED 7.7 billion and AED 5.1 billion by 2012, growing by a CAGR of 17% and 
16%, respectively.  

NBAD has outperformed its peers in cost efficiency, as the bank has logged a lower cost-
to-income ratio over the past four years. NBAD has consistently achieved one of the 
highest returns on equity among its peers. This outperformance has not been due to 
excessive risk-taking, as NBAD’s capital adequacy ratio stood at 21% at the end of 2006, 
compared with a 17% weighted average for its peers and a 10% minimum regulatory 
requirement. 

NBAD is currently restructuring its business operations. The number of distinct divisions 
within the bank has been increased to eight, with a plan to eventually raise the number to 
13 after further reorganization. NBAD is expanding rapidly, both domestically and 
overseas. The bank is planning to open as many as 15 new domestic branches and to 
launch an Islamic finance subsidiary and a real estate subsidiary, having already 
launched a private banking subsidiary in Switzerland this year. 

Our estimate of NBAD’s 12-month fair value per share stands at AED 28.5, 24% above 
the share’s official closing price as of November 18—hence our “Buy” recommendation. 
This value is a weighted average of three estimates reached by using three valuation 
models: Discounted Equity Cash Flow (DECF), the Dividend Discount Model (DDM), and 
a peer-based multiples valuation model known as Warranted Equity Valuation (WEV). 

We have assigned NBAD 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 that NBAD faces two major challenges and risks: 

 The major challenge facing NBAD is whether the bank succeeds in lowering its 
exposure to the government sector, especially on the funding side, and in 
simultaneously strengthening its private sector business, particularly retail. 

 Although NBAD has an overseas presence that dwarfs that of its UAE peers, its 
domestic operations still account for the bulk of its earnings. Therefore, NBAD is 
still significantly exposed to the vagaries of the UAE economy, which is very 
much tied to the price of oil. 
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      VALUATION 

The purpose of this valuation exercise is to estimate NBAD’s fair value per share 12 
months from now. Although the estimate reached is our best guess of the share’s value 
one year from now, this does not mean that we believe that this value will necessarily 
prevail at that time. Valuation, even though it is implemented according to well 
established, sound, and quasi-scientific methods, remains a highly subjective exercise. 
The subjectivity does not lie in the implementation of the procedures and methods that 
are used to reach an estimate of fair value, but in the assumptions that must be made 
regarding various variables without which a fair value cannot be reached. Therefore, the 
estimate of fair value is, to a significant degree, an outcome of those assumptions. 
Accordingly, parties with different assumptions will undoubtedly reach different estimates 
of the share’s fair value. This is a primary reason why our 12-month fair value estimate 
will not necessarily prevail at that time. Nevertheless, even when a consensus among 
analysts exists as to the fair value of a company’s share, that is still no guarantee that the 
share price will migrate toward that fair value. Ultimately, it is primarily 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 
analysts’ recommendations. 

Our estimate of NBAD’s 12-month fair value per share stands at AED 28.5, 24% above 
the share’s official closing price as of November 18. This value is a weighted average of 
three estimates (Figure 1) reached via three valuation models: Discounted Equity Cash 
Flow (DECF), the Dividend Discount Model (DDM), and a peer-based multiples valuation 
model known as Warranted Equity Valuation (WEV). DECF carries the highest weight 
because it is a more firm-specific cash flow-based valuation method that entails a 
comprehensive and detailed breakdown of the bank’s future cash flows. 

  Figure 1 Weighted Average Fair Value per Share 

Our estimate of the 12-
month fair value is AED 

28.5 per share 

 

 
  

Source: NBK Capital 

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 UAE banking regulations mandate that minimum levels of capital 
adequacy be maintained as growth occurs. Hence, a percentage of income must 

Discounted Equity Cash Flow (DECF)
Dividend Discount Model (DDM)
Warranted Equity Valuation (WEV)

Weighted Average Fair Value 28.5 100%

32.5
18.8
33.5

60%
30%
10%

Valuation Method Value (AED) Weight (%)
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be reinvested and so is not available for distribution. While the current minimum 
ratio required by the Central Bank of the UAE (CBUAE) is 10%, NBAD has 
always maintained a much higher ratio. We subjectively chose 13% as a ratio 
applicable to NBAD. 

 Forecasts of Additional Net Investments in Fixed Assets. Although fixed assets 
constitute a much smaller share of the total balance sheet of banks than is the 
case for other companies, we still account for them for the sake of 
completeness. 

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

 The Cost of Equity for NBAD. This is investors’ minimum required return for 
investing in NBAD’s shares and hence is used to discount future equity cash 
flows. 

In the DECF valuation (Figure 2), full financial statements are forecasted until 2012. 
Equity cash flows (ECFs), defined as NAI plus depreciation, minus additional net 
investments in fixed assets, and minus 13% of the increase in risk-weighted assets, are 
then extracted from those financial statements. In addition, ECFs are assumed to grow at 
a perpetual growth rate of 5% in 2013 and beyond. ECFs beyond 2007 are then 
discounted to a point in time that is 12 months from now, yielding a total value to 
shareholders of AED 54.9 billion.  

NBAD currently has AED 2.5 billion worth of subordinated convertible notes outstanding. 
The first conversion date is on March 15, 2008, with a conversion price of AED 24.85. As 
our estimate of the 12-month fair value per share (AED 28.5) is higher than the 
conversion price, we assume full conversion of the AED 2.5 billion convertible notes into 
approximately 100.6 million NBAD shares. Adding those shares to NBAD’s current 
number of shares outstanding (1.59 billion) yields 1.69 billion shares, representing our 
estimate of NBAD’s number of shares outstanding 12 months from now. We then divide 
our calculated total value to shareholders (AED 54.9 billion) by this number of 
outstanding shares to arrive at a fair value of AED 32.5 per share. 

The chosen cost of equity (10%) 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 NBAD’s share price returns as compared with those of the stock market. 
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  Figure 2 DECF Valuation 

 

The DECF valuation 
resulted in a fair value 
of AED 32.5 per share  

 

 
 
 

  

Source: NBK Capital             * Assuming full conversion of the AED 2.5 billion convertible notes in March 2008 

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 much more 
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). 

  Figure 3 DECF Sensitivity 

The estimate of fair 
value is highly sensitive 

to two primary inputs 

 

 
  

Source: NBK Capital 
 

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). 

 NBAD’s cost of equity. 

The DDM yields a total value for shareholders of AED 31.8 billion 12 months from now. 
Using the fully diluted scenario of 1.69 billion outstanding shares, we have arrived at a 
fair value of AED 18.8 per share (Figure 4). 

Figures in AED Thousands
Fiscal Year Ends December 2008 2009 2010 2011 2012

Net Attributable Income 2,939,009   3,479,404   4,000,756   4,497,335   5,106,581   
Add: Depreciation 81,428        91,464        100,611      110,672      121,739      
Deduct: Investment in Fixed Assets (161,916)     (116,783)     (128,352)     (141,076)     (155,070)     
Deduct: 13% of Change in Risk- (1,445,635)  (1,424,582)  (1,456,684)  (1,644,838)  (1,856,378)  

     Weighted Assets
Equity Cash Flows 1,412,886   2,029,503   2,516,330   2,822,092   3,216,871   

Terminal Value 67,554,290 

Total Value of Equity in 12 Months 54,916,125 

Number of Shares Outstanding (Thousand) * 1,691,908   

Fair Value per Share in 12 Months (AED) 32.5            

Forecast

32.5                    4.0% 4.5% 5.0% 5.5% 6.0%
9.0% 33.4 36.6 40.6 45.8 52.7
9.5% 30.3 32.9 36.1 40.0 45.1

10.0% 27.8 29.9 32.5 35.6 39.5
10.5% 25.6 27.4 29.5 32.0 35.1
11.0% 23.8 25.3 27.0 29.1 31.6C

os
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  Figure 4 Dividend Discount Model 

The DDM resulted in a 
fair value of AED 18.8 

per share  

 

 
  

Source: NBK Capital            * Assuming full conversion of the AED 2.5 billion convertible notes in March 2008 

WARRANTED EQUITY VALUATION 

WEV is a form of peer-based multiples valuation model. We employed it by comparing 
the adjusted price-to-book (P/B) multiples of a number of similarly rated commercial 
banks that operate in countries comparable to the UAE in terms of gross domestic 
product (GDP) per capita. Additionally, we include some other GCC banks in the sample 
because their operating environments are similar to that of the UAE, even if the 
respective countries’ GDP-per-capita levels are not similar to that of the UAE. Finally, 
four UAE banks were also included in the sample, even though they have lower ratings 
than NBAD.  

In the WEV, 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 two or three years and the 
average return on equity (ROE) for the same period (all based on consensus 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 
NBAD’s peers, we eliminate the highest and lowest values and we average. We then 
assume that NBAD’s adjusted P/B should be equal to that average. Afterward, we plug in 
our forecast of NBAD’s 2008–2010 CAGR in EPS and average ROE for the same period 
to extract a raw leading P/B ratio for NBAD. Finally, using our forecast of NBAD’s book 
value per share, we arrive at a value of AED 33.5 per share for NBAD (Figure 5). 

 

 

 

 

 

 

Figures in AED Thousands
Fiscal Year Ends December 2008 2009 2010 2011 2012

Dividend Payout 31.6% 35.0% 36.5% 37.3% 36.2%
Dividends 930,549       1,218,174    1,461,809    1,681,080    1,849,188    

Terminal Value 38,832,943  

Total Value of Equity in 12 Months 31,786,587  

Number of Shares Outstanding (Thousand) * 1,691,908    

Fair Value per Share in 12 Months (AED) 18.8             

Forecast
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  Figure 5 Warranted Equity Valuation  

 

Using the WEV model, 
NBAD appeared 

undervalued compared 
to its peers  

 

 
 

  

Sources: Reuters Knowledge, Moody’s, and NBK Capital  
* Prices as of November 16, 2007 
** ROE is the average of the forecasted ROEs for the next two or three years, based on consensus estimates 
*** EPS growth is the CAGR in forecasted EPS for the next two or three years, based on consensus estimates  

RISKS AND CHALLENGES 

  One major challenge facing NBAD lies in whether the bank succeeds in lowering its 
exposure to the government and public sector, especially on the funding side. This is 
very much related to the bank’s ability to strengthen its retail business, especially in 
terms of its need to build a wide and stable deposit base. 

 Although NBAD has an overseas presence that dwarfs that of its UAE peers, its 
domestic operations still account for the bulk of its earnings. Therefore, NBAD is still 
significantly exposed to the vagaries of the UAE economy, which is very much tied to 
the price of oil. A deteriorating UAE economy will hamper earnings and balance 
sheet growth as well as worsen asset quality. 

  NBAD faces the risk of loss in market share driven by increased competition from 
smaller but more aggressive banks operating in the UAE. 

 The performance of the UAE stock market was at the heart of UAE banks’ 
performance in the past few years. NBAD and other banks in the UAE will be 
exposed to another equity boom and bust if this situation rematerializes. Also, the 

Country Bank P/B*   
(2007 f) ROE ** EPS Growth 

*** WEV FSR 
Moody's

Italy Banca CR Firenze 3.1 14.0% 17.4% 128.7 C
Italy Banca Monte dei Paschi di Siena 1.3 14.0% 12.9% 74.1 C+
Italy Banco Popolare Societa Cooperativa 0.9 11.5% 22.0% 34.0 C-
Italy Unione di Banche Italiane 1.1 11.8% 15.1% 60.8 C
Germany Bayerische Hypo-und Vereinsbank 1.6 17.0% 42.5% 22.7 C-
Germany Deutsche Postbank 1.5 13.6% 10.4% 105.2 C+
Germany Commerzbank 1.1 12.3% 10.8% 81.7 C+
Australia Adelaide Bank 2.0 16.8% 8.1% 147.1 C
Australia Bank of Queensland 1.7 13.4% 10.3% 125.8 C
UAE Abu Dhabi Commercial Bank 2.4 20.6% 8.2% 142.1 C-
UAE Dubai Islamic Bank 3.6 23.4% 4.0% 378.8 D+
UAE First Gulf Bank 2.9 19.1% 14.4% 105.3 D+
UAE Union National Bank 2.4 19.3% 16.3% 76.5 D+
Saudi Arabia Samba Financial Group 5.0 32.9% 15.9% 95.3 C+
Saudi Arabia Saudi British Bank 4.7 30.6% 15.1% 101.1 C
Saudi Arabia Banque Saudi Fransi 4.1 29.1% 11.3% 126.1 C
Kuwait Gulf Bank 5.1 41.7% 15.4% 80.1 C
Kuwait Commercial Bank Of Kuwait 4.1 37.7% 18.6% 58.7 C
Kuwait Kuwait Finance House 5.4 35.8% 21.6% 69.5 C-
Kuwait Bank of Kuwait and the Middle East 2.5 18.9% 15.6% 84.4 C-
Kuwait Burgan Bank 3.1 29.4% 16.0% 65.6 C-

Average 92.7

UAE National Bank of Abu Dhabi 3.6 23.9% 16.5% 92.7 C

12-Month Fair Value (AED) 33.5
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banking sector has sizable exposure to the buoyant real estate market. Although 
unlikely, a severe correction in that market could trigger a countrywide economic 
slowdown with grave consequences on the banking sector. 

 Another risk arises from the fact that banks are heavily regulated. The imposition of 
overly cautious policies that could hamper growth is an ever-present risk that cannot 
be directly addressed. 
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      UAE BANKING SECTOR HIGHLIGHTS 

SECTOR SIZE VERSUS ECONOMY SIZE  

Until the end of 2005, the UAE banking sector was the second largest in the GCC, trailing 
the Saudi Arabian sector. Nevertheless, in 2006, the UAE sector overtook its Saudi 
counterpart, as UAE banking sector assets grew by a robust 35%, reaching USD 234.2 
billion, slightly surpassing the Saudi sector’s 2006 year-end total of USD 229.6 billion. 
The UAE sector sustained its quicker growth during the first six months of 2007 as assets 
grew by 16.6%, reaching USD 273.2 billion, versus a slower 8.7% growth in Saudi 
Arabia. 

The UAE banking sector comprises 48 banks, 22 of which are national and 26 foreign. 
Among the national banks, six are Islamic and the rest are conventional.  

Compared to the banking sectors in the other GCC countries, the UAE sector is 
considered to be fragmented. Assets per bank in the UAE stood at USD 5.1 billion at the 
end of 2006, compared with USD 14.4 billion in Saudi Arabia. With a population of 
around five million, there is one bank for every 104,000 individuals in the UAE, compared 
with one bank for every 1.44 million individuals in Saudi Arabia. 

The UAE has higher commercial banking penetration rates than the rest of the GCC 
countries. As Figure 6 shows, with the highest loans-to-GDP and deposits-to-GDP ratios 
in the GCC, the UAE banking sector is the largest in the GCC—not only in absolute 
terms, but also in relative terms as compared with the size of the underlying economy. 

  Figure 6 Banking Penetration Rates — 2006  

 

The UAE has higher 
commercial banking 

penetration rates then 
the rest of the GCC 

countries  

 

 
 

  

Sources: GCC central banks and NBK Capital 

The UAE economy has grown robustly over the past few years. Nominal GDP more than 
doubled in the four years ending in 2006, benefiting from high oil prices as well as from 
the successful implementation of economic diversification strategies away from the oil 
sector. Construction, trade, tourism, and financial services are some of the rapidly 
growing sectors. Nowadays, the UAE is one of the largest construction markets in the 
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world. Moreover, the UAE’s substantial stock of foreign assets enables it to mitigate 
exposure to oil-price volatility. This favorable economic environment is expected to be 
sustained for the medium term. The International Monetary Fund (IMF) is forecasting 
nominal GDP to surpass one trillion AED by 2012, reflecting a CAGR of 10% for the 
coming five years. 

NATIONAL VERSUS FOREIGN BANKS 

The number of foreign commercial banks exceeds the number of national banks in the 
UAE. Nevertheless, national banks dominate the sector, accounting for the majority of 
the total banking business. At the end of June 2007, national banks held 86% of all 
branches and accounted for 78% of total assets. One reason for the national banks’ 
dominance lies in the number of branches that licensed foreign banks can open, which is 
currently capped at eight. Nevertheless, a closer look reveals that many foreign banks 
have not reached that limit, indicating room for a further widening of the branch network 
for at least some of those banks. Some foreign banks are very well established in the 
UAE, such as HSBC (the largest foreign bank operating in the UAE) and Standard 
Chartered, as they command strong franchises and compete aggressively, employing 
non-branch-dependent forms of banking, such as online and telephone banking. In fact, 
despite the disadvantages caused by their smaller branch networks, foreign banks have 
successfully defended their market share of total assets, as seen in Figure 7. 

  Figure 7 Assets of National and Foreign Banks as a Share of Total 
Assets 

 

Assets of foreign banks 
as a share of total 

assets have been 
relatively stable in the 

past few years  

 

 
 

  

Sources: CBUAE and NBK Capital 
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FOREIGN ASSETS AND LIABILITIES OF BANKS OPERATING IN THE UAE 

Ample liquidity derived from the high-oil-price environment is encouraging the acquisition 
of international financial assets by UAE entities, and the banks are no exception. The 
foreign assets of banks operating in the UAE grew 84% in the two years ending in 2006 
as those banks increasingly looked abroad for investing and lending opportunities (Figure 
8). At the same time, the foreign liabilities of those banks, especially the national ones, 
have risen rapidly, growing more than six-fold from end-2003 to June 2007. One reason 
for this lies in the trend to revert to capital market funding, given the very rapid increase 
in lending accompanied by a more moderate growth in deposits. 

  Figure 8 Foreign Assets and Liabilities of Banks Operating in the UAE 

 

Both foreign assets and 
foreign liabilities of 

banks operating in the 
UAE are growing 

rapidly  

 

 
 

  

Sources: CBUAE and NBK Capital 

Compared with the banking sectors of other GCC countries, the UAE banking sector is 
generally more involved in transactions beyond its borders. The relatively high share of 
foreign assets has a clear diversification benefit, as it lowers exposure to the domestic 
operating environment. In the long term, this should decrease the risks borne by banks 
and hence, improve their valuations. On the funding side, foreign liabilities constitute a 
bigger share of total banking liabilities in the UAE than they do elsewhere in the GCC. A 
higher share of foreign liabilities indicates a more diversified funding base. This will be a 
support for the banks in the face of an admittedly highly unlikely local banking crisis in 
which (in the extreme case) liquidity dries up. 

LOAN GROWTH VERSUS DEPOSIT GROWTH AND LIQUIDITY 

Lending grew more rapidly than deposit accumulation in each of the last three years, 
driving the loans-to-deposits ratio to 97% as of the end of 2006, up from 83% three years 
earlier (Figure 9). The CBUAE does not impose a cap on the loans-to-deposits ratio per 
se, but rather requires that a bank’s advances do not exceed its stable resources, 
roughly defined as deposits plus long-term borrowing plus equity. 
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  Figure 9 Sector Loans versus Sector Deposits  

 

Lending growth fell 
behind deposit growth 
in the first half of this 

year after exceeding it 
in the previous three 

years  

 

 
 

  

Sources: CBUAE and NBK Capital 

Growth in loans and deposits was most rapid in 2005 at 42% and 41%, respectively, but 
lessened in 2006 to 39% and 27%, respectively. The slower growth in deposits as 
compared with lending is constraining balance sheet liquidity and is a prime reason for 
why banks are increasingly resorting to wholesale funding through Euro Medium Term 
Note (EMTN) programs and syndicated borrowings. This tight liquidity translated in 
deposit growth surpassing lending growth in the first half of 2007—for the first time since 
2001. 

SOURCES OF FUNDS 

As mentioned above, banks increasingly resorted to borrowing funds in the years leading 
up to 2006. This was mainly due to slower deposit growth compared with lending growth. 
Nevertheless, this also served to mitigate the banks’ asset/liability maturity mismatch and 
to diversify and stabilize their funding bases. The share of borrowed funds in total 
liabilities increased steadily from 3% in 2003 to 10% in 2006 for the ten largest national 
UAE banks (representing 71% of total banking assets) as of December 2006, while the 
share of deposits dropped from 84% to 73% during the same period (Figure 10). The 
recent turmoil in the global credit markets resulting from the sub-prime mortgage crisis 
will be an essential factor in deciding whether or not capital market funding will be further 
utilized. 
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  Figure 10 Breakdown of Total Liabilities: Ten Largest National Banks 
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Sources: Banks’ financial statements and NBK Capital 

PROFITABILITY 

Net profits of UAE banks rose moderately in 2006, after more than doubling the year 
before. The phenomenal growth in profits witnessed in 2005 was driven by a robust 
expansion in core banking operations as well as significant benefits derived from various 
equity market-related sources of earnings. Subsequently, the plunge in those sources of 
earnings in 2006 was countered by the steady growth in income derived from core 
banking operations. Banks’ results in the first nine months of this year indicate a pickup in 
earnings growth, as the combined earnings of our sample of banks increased by 23% 
compared with the same period last year. Figure 11 shows the Return on Average Equity 
(RoAE), Return on Average Assets (RoAA), and net profit growth since 2003 for our 
sample of banks. 
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  Figure 11 Weighted Average Returns and Net Profit Growth: Ten 
Largest National Banks 
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Sources: Banks’ financial statements and NBK Capital 
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      BANK OVERVIEW 

BANK BACKGROUND 

National Bank of Abu Dhabi is a major player in the UAE banking sector, with 12% of the 
country’s total banking assets as of June 2007. Before the merger of Emirates Bank 
International (EBI) and National Bank of Dubai (NBD), NBAD was the largest UAE bank. 
NBAD is 73%-owned by the government of Abu Dhabi through the Abu Dhabi Investment 
Council. Foreigners are permitted to own up to 25% of the bank’s total outstanding 
shares. NBAD, which was founded in 1968, is a leading corporate bank and the prime 
banker for the government of Abu Dhabi. Although the bank is restructuring, its 
operations can still be broken down into four major divisions: Domestic Banking, 
International Banking, Investment Banking, and the Head Office, accounting for 52%, 
20%, 16%, and 12%, respectively, of the total operating income for the first nine months 
of 2007. Among its UAE peers, NBAD is the most "international" bank as it has a 
substantial presence abroad through branches and subsidiaries. Domestically, as of 
September 2007, the bank had 73 branches and a presence in all seven emirates, with a 
concentration in Abu Dhabi. As of the end of 2006, the bank employed 2,591 staff, 29% 
of whom were UAE nationals. NBAD is rated by the main international rating agencies, 
Standard and Poor’s, Moody’s, and Fitch, as A+, Aa3, and AA-, respectively, one of the 
best ratings in the GCC. 

STRATEGY AND RESTRUCTURING 

NBAD is currently restructuring its business operations. The Investment Banking Division 
has been split up into four distinct groups: the Financial Markets Group, which includes 
the treasury and capital markets operations, the Corporate Finance Group, which 
includes advisory services and the provision of investment banking products, the Asset 
Management Group, which includes funds and discretionary portfolio management, and 
a brokerage business through the wholly owned subsidiary, Abu Dhabi Financial 
Services. Additionally, private banking has been separated into a business of its own. 
Finally, before the end of 2007, NBAD expects to launch its wholly owned Islamic finance 
subsidiary, which will operate as a business of its own, driving up the number of distinct 
divisions to eight, as compared with the previously mentioned three divisions and the 
Head Office. This current structure is meant to be temporary, as the bank is aiming to 
eventually have 13 distinct businesses through further splitting of the current eight 
businesses. The Domestic Banking Division will probably be split into separate retail, 
corporate, SME, and leasing (through the wholly owned subsidiary, Abu Dhabi National 
Leasing) businesses. Other potential restructuring steps could materialize in the 
International Banking Division. In June of this year, NBAD hired McKinsey&Company, a 
renowned consultancy, to help in that restructuring. McKinsey&Company is also 
expected to test NBAD’s assumptions regarding future growth, in the process validating 
the overall restructuring process. The objective of this restructuring is to exploit the 
potential earnings from each business line and to boost efficiency. It is expected that the 
restructuring will better equip the bank, in this increasingly competitive banking 
environment, to achieve long-term sustainable growth, benefiting from the robust 
economic backdrop. 

NBAD has a sort of rolling five-year plan, a kind of medium-term outlook, which is 
revisited and probably modified on a yearly basis. This plan has explicit and well-defined 
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financial targets. Some of the elements of the current plan are attaining a minimum RoAE 
of 25%, capping the cost-to-income ratio at 35%, achieving a minimum annual growth of 
20% in earnings per share (EPS), and limiting the dividend payout ratio to no more than 
40%. 

NBAD is in the midst of an aggressive domestic and international expansion policy that 
manifests itself in opening new domestic branches, launching various subsidiaries, and in 
increasing the bank’s presence in countries in which it is already present as well as in 
expanding to new countries. 

Since the merger of EBI and NBD, much has been written and said about other potential 
mergers taking place in the UAE. NBAD’s management, especially the CEO, has, on 
several occasions, commented on the importance of undertaking a major acquisition to 
realize economies of scale and to be better prepared to face increased competition. 
NBAD still believes that there is room for organic growth, but also understands that this 
sort of growth has its limits. The bank realizes that more rapid growth could materialize 
inorganically, but, at the same time, NBAD is very cautious not to overpay and thus 
penalize its shareholders for realizing that growth. Finally, NBAD is aware that resolving 
cultural differences between two merged entities could take a heavy toll on 
management’s time and efficiency post-merger, and would prefer to avoid such a 
scenario. 

EXPANSION AND FOREIGN OPERATIONS 

NBAD is expanding rapidly in the UAE and overseas, as previously mentioned. As of 
September 2007, eight new domestic branches had already been opened this year, with 
15 more branch openings planned before the end of 2007 and into 2008. NBAD’s Islamic 
finance subsidiary, Abu Dhabi National Islamic Finance, is expected to be launched 
before the end of 2007. Management expects that this subsidiary could account for up to 
5% of operating income in the long term. This could be an attainable objective, given the 
very high demand for Shari’a-compliant products in the UAE and across the GCC. In 
addition, NBAD expects to launch a real estate subsidiary in the first quarter of 2008, 
following a regulation passed by the CBUAE in March of this year allowing commercial 
banks to establish real estate subsidiaries. In fact, NBAD has always been a major player 
in real estate financing, especially on the commercial side (which is a core strength of the 
bank), and is also focusing on expanding its retail mortgage business. 

Internationally, in May 2007, NBAD established a presence in Switzerland through a 
wholly owned subsidiary, NBAD Private Bank (Suisse), which offers private banking and 
trade finance services. The plan is to make this subsidiary the center of NBAD’s global 
private banking business. Management believes that this subsidiary could account for as 
much as 7% of total bank revenues in the long term, despite Switzerland’s very 
competitive environment. 

NBAD has an extensive network of overseas branches. In the GCC, it has four branches 
in Oman (and is planning to increase that number to six), one branch in Kuwait, and an 
offshore unit and a soon-to-be opened onshore branch in Bahrain. NBAD has also 
applied for a license in Qatar. This GCC presence is in addition to the UAE-based Abu 
Dhabi International Group, which is mainly concerned with underwriting syndicated 
facilities for GCC borrowers in addition to being engaged in structured products and in 
purchasing a wide array of financial instruments. In Europe, the bank has one branch in 
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the United Kingdom and another in France. In the United States, NBAD is present 
through a wholly owned Washington-based subsidiary, Abu Dhabi International Bank. In 
Africa, NBAD is present in Sudan (in which it plans to expand further) and in Egypt. 

It is in Egypt that the bank has an extensive presence through more than 20 branches. 
According to management, the Egyptian network has been highly profitable and enjoys 
very good asset quality. NBAD believes that there is significant potential in Egypt and is 
planning further expansion there.  

Overseas operations have indeed given a significant boost to NBAD’s bottom line. Figure 
12 shows the operating income and profit before taxation of NBAD’s International 
Banking Division. The importance of that division lies not only in the robust growth in 
income it has achieved in the past few years, but also in the relative stability of this 
growth (unlike that of some other divisions of the bank, such as the Investment Banking 
Division). 

  Figure 12 Profit before Taxation and Operating Income of the 
International Banking Division 
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Sources: NBAD’s financial statements and NBK Capital 

A substantial portion of NBAD’s net loans is extended to borrowers residing overseas, 
especially in the Arab countries and in Europe (mainly through the London branch), 
which jointly accounted for 38% of total net loans at the end of 2006 after growing by 
18% during that year. We view favorably the fact that NBAD has a substantial amount of 
its assets invested abroad, especially since the bank’s foreign operations are contributing 
handsomely to its bottom line. This is a clear diversification advantage that NBAD enjoys, 
an advantage that will emerge as more valuable if the domestic operating environment 
witnesses a slowdown. 

NBAD is also considering expansion to other countries, such as Jordan, Morocco, 
Singapore, and Hong Kong. One of NBAD’s objectives in its expansion beyond the 
MENA region is to support MENA customers doing business in the countries that it 
expands into and customers from those countries wanting to do business in the MENA 
region, and this is largely driven by trade relations.  
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BORROWED FUNDS 

NBAD is borrowing funds domestically and internationally in line with the trend in the 
overall UAE sector during the past few years. Borrowed funds support and diversify the 
bank’s funding base as well as mitigate the asset/liability maturity mismatch. In addition, 
if subordinated, they enhance the bank’s capital adequacy. As of September 2007, 
NBAD’s borrowed funds stood at AED 9.92 billion, representing 8.4% of the balance 
sheet. This is 25% (AED 2.44 billion) in subordinated convertible notes that were issued 
in March 2006 and are due in 2016 but are callable starting in 2011. Being subordinated, 
they count toward Tier II capital. The notes were priced at the Emirates Interbank Offer 
Rate (EBOR) + 25 basis points, and can be converted to shares on the second, third, 
fourth, and fifth anniversaries of their issue date. The remaining balance of AED 7.48 
billion is almost entirely in medium-term notes issued under the bank’s USD 5 billion 
EMTN program, established in December 2005. The bulk of the notes outstanding is 
denominated in USD paying Libor + 30 basis points and in British pounds (GBP) paying 
5.875% fixed. Additionally, NBAD established a USD 2 billion Euro Commercial Paper 
(ECP) program in September 2006 that was rated A-1 by Standard and Poor’s. A mere 
AED 70 million was outstanding as of September 2007, as issuance was affected by the 
global credit crunch. NBAD also established an Australian dollar (AUD) 2 billion Medium 
Term Note (MTN) program in March 2007. Finally, in September of this year, NBAD 
received shareholder approval for issuance of 10-year AED 2 billion subordinated 
convertible notes as well as Japanese yen (JPY) 40 billion and Malaysian ringgit (MYR) 3 
billion medium term notes. These various programs will be utilized when needed, 
whether to support the overall balance sheet or to fund a certain book, and of course on 
terms believed by NBAD to be appropriate. We expect NBAD to continue utilizing this 
form of funding, especially with the difficulty the bank is facing in increasing its deposit 
base; therefore, we forecast borrowed funds to represent 7% of total assets by 2012. 
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      FINANCIAL OVERVIEW AND FORECASTS 

LENDING 

NBAD’s net loans rose less rapidly than the UAE sector’s in the four years ending in 
2006, logging a CAGR of 23.4% compared to 33.7% for the overall sector (Figure 13), 
bringing NBAD’s market share down to 11.4% by the end of 2006 from 15.8% four years 
earlier. Still, it is not out of the ordinary that NBAD, the sector’s heavyweight, to achieve 
growth rates lower than those of smaller banks that have a much smaller base of loans to 
grow in the first place. However, lending picked up during 2007, as NBAD’s net loans 
had grown 27% by September, increasing the loans-to-deposits ratio to 103%. This ratio 
has dropped from 91% in 2004 to 86% in 2005 and down to 81% by the end of 2006, 
although quarterly data show high volatility. It is important to reiterate that the CBUAE 
does not impose a cap on the traditional loans-to-deposits ratio, but rather requires that 
loans do not exceed a bank’s stable resources.  

  Figure 13 Loan Growth: NBAD versus Sector 
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Sources: NBAD’s financial statements, CBUAE, and NBK Capital 

NBAD’s lending to the government and public sector institutions dropped to 22% of gross 
loans at the end of 2006, down from 35% two years earlier (Figure 14). Lending to the 
corporate/private sector grew the fastest, more than doubling in the two years ending in 
2006 to account for 57% of total lending. A closer look at the loan breakdown reveals that 
lending to the real estate and construction sectors accounted for around a third of the 
growth in lending during 2006, followed by lending to banks and financial institutions, 
which accounted for 20%. Actually, NBAD likes to be part of big-ticket construction and 
infrastructure projects which is a niche market for the bank.  

In terms of the geographical breakdown of NBAD’s lending portfolio, lending within the 
UAE was weak in 2006, as it expanded by a slim 8.6%; on the other hand, lending 
extended in other Arab countries was the fastest-growing, at 31.5%. As mentioned 
previously, a sizable portion (27%) of the bank’s lending portfolio at the end of 2006 was 
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share of its lending portfolio overseas is favorable and helps to reduce the overall risk of 
that portfolio, especially against a domestic economic slowdown (even though that looks 
unlikely in the medium term). 

  Figure 14 Breakdown of NBAD’s Lending Portfolio 
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Sources: NBAD’s financial statements and NBK Capital 

As for the results of the first nine months of this year, NBAD does not provide a 
breakdown of its lending portfolio in its interim financials. Still, the rapid growth in lending 
witnessed so far this year is believed to be attributed to the corporate book across most 
sectors, but is probably concentrated in the construction and real estate sectors. The 
bank wants to boost its retail business, which has always been its weak point. NBAD is 
aggressively expanding its direct sales force, aiming to have a strong team of 700 
individuals.  

Going forward, we expect NBAD to become slightly less conservative in risk-taking when 
it comes to lending than it had been before. We believe that NBAD will continue to 
benefit from the robust operating environment in the UAE as a whole, where the many 
big-ticket real estate and infrastructure projects currently being undertaken or planned 
will provide significant potential for the bank’s corporate business. Some of the Abu 
Dhabi-based projects include Yas Island, Saadiyat Island, Emirates Aluminum Smelter, 
Khalifa Industrial City, Abu Dhabi Airport, Abu Dhabi Seaport, and several oil and gas 
production projects. Growth in the retail business is expected to improve, given the 
bank’s current focus on promoting that business line. The retail business will also benefit 
from the imminent launch of the Islamic finance subsidiary.  

Commercial banking penetration rates (as measured by loans-to-GDP, for example) have 
been increasing in the UAE. Despite the robust economic growth forecast for the UAE for 
the medium term, we believe that there is still room for a further increase in the loans-to-
GDP ratio, making it more in line with ratios in more developed countries. Additionally, we 
do not expect a material increase in NBAD’s market share in terms of lending. We 
forecast NBAD’s total net loans to reach AED 82 billion by the end of 2007 and to grow 
by a 16% CAGR in the three years ending in 2010 (Figure 15). 
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  Figure 15 NBAD’s Net Loans 
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Sources: NBAD’s financial statements and NBK Capital 

DEPOSIT ACCUMULATION 

Between 2003 and 2006, NBAD accumulated deposits in line with the overall growth rate 
in sector deposits (Figure 16).  

  Figure 16 Deposit Growth: NBAD versus Sector  
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Sources: NBAD’s financial statements, CBUAE, and NBK Capital 

Nevertheless, NBAD has underperformed the sector in deposit accumulation in the first 
six months of this year, as its deposit growth rate was nearly half that of the sector. 
Moreover, an AED 6.5 billion drop in deposits during the third quarter of this year 
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showed similar volatile behavior during 2006, when they dropped in the first and second 
quarters before picking up in the second half (Figure 17). The volatile nature of NBAD’s 
deposits is a direct outcome of the big share of government and public-sector deposits in 
its total deposits, itself the result of the Abu Dhabi government’s 73% ownership stake in 
NBAD. 

  Figure 17 NBAD’s Deposits – Quarterly Basis 
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Sources: NBAD’s financial statements and NBK Capital 

At the end of 2006, NBAD’s government and public-sector deposits stood at AED 49 
billion, representing a sky-high 69% of the bank’s total deposits and 36% of the overall 
government and public-sector deposits in the UAE banking sector (Figure 18). Probably 
equally important is the fact that retail deposits dropped in absolute terms, although 
slightly, in 2005 and again in 2006, to stand at AED 11.7 billion at the end of 2006. One 
reason for this drop in retail deposits is linked to other banks in the sector offering better 
rates than those offered by NBAD.  

As it is natural that government and public-sector deposits are hefty and will probably 
always be volatile, NBAD should focus on building a significant and broad retail deposit 
base. This will bring stability to the overall deposit level and will decrease NBAD’s cost of 
funding since retail deposits are cheaper than bulky government and public-sector 
deposits. The lack of growth in retail deposits, together with the large-scale and volatile 
nature of government and public-sector deposits, are a damper on the growth of the 
lending portfolio and hence the overall balance sheet. In addition, they force NBAD to 
hold excess short-term liquid assets, thereby constraining margins and spreads. 
Attracting a broad, long-term, and relatively stable deposit base is harder than extending 
loans and at the same time a requirement for it. 
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  Figure 18 NBAD’s Deposits by Customer Class 
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Sources: NBAD’s financial statements and NBK Capital 

It is expected that NBAD’s focus on the retail business will help boost its retail deposits. It 
is worthwhile to note that NBAD has approval from the CBUAE to open Islamic windows 
within its branches, although none is operational yet. We believe that this should be 
utilized, given the very high demand for Islamic banking throughout the GCC. We 
forecast NBAD’s total deposits to reach AED 80.9 billion by the end of 2007 and to grow 
by a 16% CAGR in the three years ending in 2010 (Figure 19). 

  Figure 19 NBAD’s Deposits 
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TOTAL BALANCE SHEET GROWTH AND USES OF FUNDS 

NBAD has grown its balance sheet in line with the overall sector growth rate in the four 
years ending in 2006, logging a 27% CAGR during that period (Figure 20). 

  Figure 20 Asset Growth: NBAD versus Sector 
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Sources: NBAD’s financial statements, CBUAE, and NBK Capital 

NBAD’s loans as a share of its total assets have gradually dropped from 66% in 2003 to 
57% in 2006, while the share of interbank deposits and balances with central banks have 
doubled, reaching 30% by the end of 2006 (Figure 21). The first six months of 2007 
witnessed a continuation of this trend, with loans-to-assets dropping further to 53% while 
liquid assets as a share of total assets reached 36% by June 2007. This amount of liquid 
assets held is higher than that of NBAD’s peers. To put matters into perspective, cash, 
balances with CBUAE, and due from banks in the sector represented 22% and 24% of 
total assets as of December 2006 and June 2007, respectively. Nevertheless, matters 
took a turn in the third quarter of 2007 as NBAD’s loans climbed rapidly and liquid assets 
dropped, accompanied by the previously mentioned sharp drop in deposits. NBAD is a 
very active player in the interbank market and, according to management, has 
sometimes played the role of a conduit, accepting funds that are not especially needed. 
Those funds are then placed by NBAD with the CBUAE at positive carry. Additionally, 
NBAD’s holding of increasing levels of liquid assets is partly due to the volatile nature of 
its deposits, which necessitates placing these short-term funds in the interbank market or 
with the CBUAE instead of extending longer-term and more profitable loans. As for 
NBAD’s investment portfolio, it is almost entirely in quoted fixed income securities. The 
bulk of this portfolio is concentrated in Europe and the USA, and it is NBAD policy to 
invest only in instruments rated at least BBB. Investments are gradually increasing in 
absolute terms, although their share of total assets has dropped from 16% in 2003 to 
10.5% in September 2007. 
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  Figure 21 NBAD’s Asset Breakdown 
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Sources: NBAD’s financial statements and NBK Capital 

Going forward, we expect NBAD to continue to hold relatively high levels of liquid assets 
in the form of balances with CBUAE and interbank deposits, especially to safeguard 
against the inherent volatility in the bank’s deposits. Nevertheless, we forecast a gradual 
drop in the share of liquid assets as a share of total assets, accompanied by an 
increasing share of loans. We forecast loans as a share of total assets to reach 67% by 
2010, rising steadily from the low of 57% recorded at the end of 2006.  

PROFITABILITY 

In terms of net profit growth, NBAD underperformed its peers, achieving a 34% CAGR in 
the four years ending in 2006, compared with 40% for the other nine largest UAE 
national banks making up our sample (Figure 22). This underperformance was mainly 
due to the 18% dip in NBAD’s net profit during 2006 on the back of falling equity market-
related sources of earnings. NBAD fared better than its peers, on average, during the 
phenomenal year of 2005 and later paid a higher price in 2006 as those equity market-
related earnings took a beating. 

NBAD has generally had a lower net interest margin (NIM) compared with its peers due 
to the small share of high-margin retail lending in its total lending portfolio as well as the 
dominance of government and public-sector deposits in its total deposits. Going forward, 
we expect NBAD’s margins and spreads to improve slightly, driven by the increasing 
importance of the retail business as well as a probable lower interest-rate environment.  
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  Figure 22 Net Profit Growth: NBAD versus Peers  

 

NBAD outperformed its 
peers in terms of net 
profit growth before 

2006, but has since 
underperformed  

 

 
 

  

Sources: Banks’ financial statements and NBK Capital  

Figure 23 shows the breakdown of NBAD’s total operating income since 2003. Net 
interest income accounted for 67% of NBAD’s total operating income in the first nine 
months of this year, up from 58% in 2004. In fact, NBAD has outperformed its peers in 
terms of net interest income growth, logging a 38% CAGR in the three years ending in 
2006, compared to 32% for its peers.  

Fees and commissions were a significant boost to NBAD’s bottom line, especially in the 
exceptional year of 2005, in which they constituted 39% of total operating income after 
growing by 153% from their 2004 level. It is estimated that around 70% of NBAD’s fee 
and commission income in 2005 was from non-core bank operations, mainly asset 
management fees, brokerage commissions, and Initial Public Offering (IPO) fees. It is 
worth mentioning that the effect of IPO transactions on NBAD’s income statement is not 
only through fees earned, but also via interest income earned on money lent and interest 
expense on deposits placed with NBAD for IPO subscriptions. NBAD’s asset 
management fees reached AED 564 million in 2005, as the bank’s assets under 
management more than quadrupled during that year reaching AED 10.6 billion, driven by 
a 195% surge in the Dubai Financial Market (DFM) and a more reasonable 69% growth 
in the Abu Dhabi Securities Market (ADSM). Similarly, brokerage commissions stood at 
AED 298 million in 2005, as the combined traded value of both stock markets reached 
AED 509.8 billion during that year. The bank reached a stage in which it enjoyed around 
20% market share of the brokerage market in the UAE. Nevertheless, the number of 
brokerage houses expanded significantly (at one point reaching 90); consequently, 
NBAD’s market share slipped to around 5% before picking up again to reach 7%-8%. 
Currently, the brokerage business is being rebuilt and the plan is to expand its reach to 
encompass all GCC markets and to attain a minimum market share of 15% in the UAE. 
With the stock market collapse in 2006, it is estimated that the bank’s non-core fees 
dipped by 71% while its fees from core bank operations expanded by 17%, resulting in a 
45% overall drop in NBAD’s total net fees in 2006. Income from fees and commissions 
rose marginally (+5%) in the first nine months of this year. Nevertheless, a very bullish 
performance of the UAE equity markets that started toward the end of September, 
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together with a sharp surge in trading activity, will help boost NBAD’s asset management 
fees and brokerage commissions in the fourth quarter of this year. 

  Figure 23 Components of NBAD’s Total Operating Income  

 

 Unlike income from 
fees and commissions, 

net interest income 
increased steadily, 

accounting for 67% of 
operating income in the 

first nine months of 
2007  

 

 
 

  

Sources: NBAD’s financial statements and NBK Capital 

Going forward, we expect net interest income to remain the dominant earning component 
for NBAD. The contribution of market-related sources of earnings will be very much tied 
to how the UAE stock markets will fare and how much liquidity they will enjoy. We expect 
those sources of earnings to contribute to the bottom line, but at levels nowhere close to 
the unsustainable levels recorded in 2005. 

As for the cost dynamics, NBAD outperformed its peers by a wide margin, despite having 
the largest domestic branch network and a much more meaningful presence overseas. 
NBAD’s cost-to-income ratio was lower than that of its peers during the past few years, 
as seen in Figure 24. The significant 2006 drop in that ratio for NBAD and for its peers 
was driven by the sharp increase in operating income witnessed in that year. 
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  Figure 24 Cost-to-Income Ratio: NBAD versus Peers 

 

NBAD has a lower cost-
to-income ratio as 
compared with its 

peers…  

 

 
 

  

Sources: Banks’ financial statements and NBK Capital 

A more useful metric used to gauge cost efficiency, especially when the income stream 
shows high volatility, is the cost-to-average assets ratio. NBAD outperformed its peers 
according to this criterion in the past four years, as seen in Figure 25.  

  Figure 25 Cost-to-Average Assets Ratio: NBAD versus Peers 

 

…and a lower cost-to-
average assets ratio, 

indicating much better 
cost efficiency  

 

 
 

  

Sources: Banks’ financial statements and NBK Capital 

Nevertheless, NBAD’s costs have increased substantially (+44%) in the first nine months 
of this year, driving up the cost-to-income ratio to 28.4%. This increase is driven by many 
factors, including the opening of new branches and the launch of new subsidiaries, an 
increase in the number of staff, inflation in salaries, and other staff-related expenses due 
to increasing difficulty in retaining talent. Furthermore, NBAD is strengthening and 
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expanding its investment banking business, in which salaries are generally higher than in 
traditional commercial banking, putting further pressure on the bank’s costs. Still, NBAD’s 
cost-to-income ratio is still below the cap of 35% that the bank has imposed on itself. We 
forecast that ratio to remain in the high 20%s in the coming five years. 

Going forward, we expect core banking operations to be the main driver of earnings. As 
previously mentioned, we forecast a slight improvement in NBAD’s NIM and spreads. 
Accordingly, we expect net interest income to grow by a 18% CAGR in the five years 
ending in 2012, accounting for around 70% of total operating income during that year. In 
addition, we forecast a healthy growth rate in income from fees and commissions derived 
from core banking operations. We forecast NBAD’s total operating income to grow by a 
CAGR of 19% in the three years ending in 2010, reaching AED 5.96 billion, and its net 
profit to grow by 19% also, reaching AED 4 billion in 2010 (Figure 26). 

  Figure 26 NBAD’s Total Operating Income and Net Profit 

 

We forecast NBAD’s 
total operating income 
and net profit to grow 

by a CAGR of 19% in 
the three years ending 

in 2010  

 

 
 

  

Sources: NBAD’s financial statements and NBK Capital 

In terms of return on capital, NBAD has one of the highest RoAEs in the UAE banking 
sector. It has significantly outperformed the weighted average of its peers in the past four 
years, as seen in Figure 27. Nevertheless, one reason for this outperformance lies in 
NBAD’s equity-to-assets ratio, which is lower than that of its peers. Until 2004, NBAD had 
a minimum target RoAE of 20%, which the bank actually surpassed. Starting in 2005, this 
minimum was raised to 25% to represent a new medium-term objective for the bank 
(which it was able to achieve in 2005 and 2006 and is very much in line with so far this 
year). 
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  Figure 27 RoAE: NBAD versus Peers 

 

NBAD has one of the 
highest RoAEs in the 

UAE sector  

 

 
 

  

Sources: Banks’ financial statements and NBK Capital                                                     * Annualized 

To incorporate risk, we look at the RoAE hand-in-hand with the capital adequacy ratio, 
calculated according to CBUAE regulations (Figure 28).  

  Figure 28 Capital Adequacy versus RoAE: NBAD versus Peers 
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Sources: Banks’ financial statements and NBK Capital 

NBAD stands out as having the best risk-adjusted return, with almost the highest RoAE 
and capital adequacy ratio. Nevertheless, this is partly explained by the AED 2.5 billion in 
outstanding subordinated notes, which count toward Tier II capital. 
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ASSET QUALITY 

NBAD’s asset quality has been steadily improving in the past few years and is currently 
very satisfactory. According to management, the bank has no direct exposure to the US 
sub-prime mortgage market. The NPLs-to-gross loans ratio dropped from 2.7% in 2003 
to 1.2% by September of this year, while the NPL coverage ratio increased from 83% to 
105% during the same period (Figure 29). The bank aims to keep its coverage ratio in 
excess of 100%. It is important to note that NBAD classifies loans as impaired when they 
are past due for 90 days, which is a less lenient measure than the 180-day CBUAE 
requirement. Going forward, we expect asset quality to remain very satisfactory, with a 
coverage ratio maintained in excess of 100% and no significant increase in the bank’s 
NPLs-to-gross loans ratio. The bank has recently changed its method of calculating 
general provisions, basing it on an expected loss approach instead of an established loss 
record approach, in line with Basle II. According to management, the bank is already in 
compliance with all Basle II requirements, and therefore has already met the end-of-2007 
deadline imposed by the CBUAE. The bank will initially implement the Standardized 
Approach for both credit risk and market risk and the Basic Indicator Approach for 
operational risk. NBAD wishes to eventually implement one of the Internal-ratings-based 
approaches for credit risk and the Internal Model Approach for market risk. Capital 
adequacy ratios are expected to drop slightly, especially due to the additional operational 
risk capital charge. 

   Figure 29 NBAD’s Asset Quality Indicators 

 

Asset quality has 
steadily improved and 

is currently very 
satisfactory  

 

 
 

  

Sources: NBAD’s financial statements and NBK Capital 
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FINANCIAL STATEMENTS AND KEY RATIOS 
   

   

  

   

 

Sources: NBAD’s financial statements and NBK Capital 
 

Balance Sheet (AED Thousands)
Fiscal Year Ends December 2004 2005 2006 2007 2008 2009 2010 2011 2012

ASSETS

Cash and Balances with Central Banks 3,277,429      3,145,169      7,761,065      16,208,054    18,020,101    19,288,715    20,732,146    22,280,629    24,043,885    
Due from Banks 8,742,110      18,238,733    22,268,144    15,717,326    16,790,079    19,814,663    21,834,494    24,000,324    26,330,323    
Net Investments 6,974,389      9,808,747      10,934,952    12,726,236    15,555,671    15,501,757    17,077,293    18,820,335    20,744,955    
Net Loans and Advances 35,428,475    51,467,993    57,485,714    82,013,683    98,464,673    114,177,568  129,263,813  147,301,653  168,197,886  
Net Fixed Assets 364,671         388,449         424,051         550,053         630,541         655,860         683,602         714,007         747,338         
Other Assets 2,186,048      1,910,872      2,092,060      2,408,075      2,641,354      2,855,185      3,059,316      3,319,872      3,613,056      
TOTAL ASSETS 56,973,122    84,959,963    100,965,986  129,623,427  152,102,420  172,293,749  192,650,664  216,436,819  243,677,442  

LIABILITIES & EQUITY

Due to Banks 2,690,835      3,628,017      6,068,882      16,704,846    17,062,430    18,070,625    18,743,902    19,465,845    20,242,512    
Repurchase Agreements with Banks 4,739,994      6,935,732      6,009,778      7,668,938      8,435,832      9,279,415      10,207,356    11,228,092    12,350,901    
Customer Deposits 38,748,293    59,572,805    70,737,899    80,896,914    96,097,735    110,360,347  124,647,313  141,722,051  161,480,255  
Other Purchased Funds -                  3,122,050      6,022,499      9,953,652      11,270,963    12,623,479    14,138,297    15,834,892    17,735,079    
Other Liabilities 5,609,161      4,377,370      3,121,664      3,500,921      3687306.052 3,862,875      4,034,206      4,270,823      4,528,078      
Total Liabilities 51,788,283    77,635,974    91,960,722    118,725,271  136,554,267  154,196,741  171,771,074  192,521,703  216,336,825  

Total Shareholders' Equity 5,184,839      7,323,989      9,005,264      10,898,157    15,548,153    18,097,008    20,879,590    23,915,117    27,340,618    

TOTAL LIABILITIES AND EQUITY 56,973,122    84,959,963    100,965,986 129,623,427 152,102,420 172,293,749 192,650,664 216,436,819  243,677,442

ForecastHistorical

Key Ratios
Fiscal Year Ends December 2004 2005 2006 2007 2008 2009 2010 2011 2012

Growth in Loans 21.8% 45.3% 11.7% 42.7% 20.1% 16.0% 13.2% 14.0% 14.2%
Growth in Deposits 23.3% 53.7% 18.7% 14.4% 18.8% 14.8% 12.9% 13.7% 13.9%
Growth in Net Profit 41.3% 126.8% -18.4% 13.3% 23.4% 18.4% 15.0% 12.4% 13.5%
Growth in Operating Income 37.2% 96.8% -13.3% 18.4% 26.1% 18.0% 14.5% 13.4% 14.0%

Loans-to-Assets 62.2% 60.6% 56.9% 63.3% 64.7% 66.3% 67.1% 68.1% 69.0%
Loans-to-Deposits 91.4% 86.4% 81.3% 101.4% 102.5% 103.5% 103.7% 103.9% 104.2%
NPLs-to-Gross Loans 2.1% 1.5% 1.6% 1.1% 1.1% 1.1% 1.2% 1.2% 1.2%
NPL Coverage 92.0% 105.2% 96.7% 106.4% 104.0% 103.2% 102.2% 101.1% 100.0%
Capital Adequacy 16.4% 16.1% 20.9% 17.0% 17.4% 18.0% 18.7% 19.2% 19.7%

Growth in Non-Interest Expense 30.4% 36.0% 3.8% 31.3% 32.9% 17.1% 13.5% 15.6% 14.9%
Non-Interest Expense-to-Average Assets 1.1% 1.1% 0.9% 0.9% 1.0% 1.0% 1.0% 1.0% 1.1%
Cost-to-Income 27.7% 17.8% 23.4% 28.2% 27.0% 27.3% 27.6% 28.0% 28.2%
Non-Interest Income-to-Operating Income 41.7% 50.9% 31.6% 32.8% 31.6% 30.6% 30.1% 30.0% 29.8%

Dividend Payout 33.1% 14.6% 23.3% 30.0% 31.6% 35.0% 36.5% 37.3% 36.2%
Net Interest Margin 2.2% 2.6% 2.3% 2.2% 2.3% 2.4% 2.4% 2.4% 2.5%
RoAE 23.8% 41.3% 25.8% 24.0% 22.3% 20.7% 20.6% 20.1% 20.0%
RoAA 2.3% 3.6% 2.3% 2.1% 2.1% 2.1% 2.2% 2.2% 2.2%

ForecastHistorical

Income Statement (AED Thousands)
Fiscal Year Ends December 2004 2005 2006 2007 2008 2009 2010 2011 2012

Interest Income 1,956,476      3,852,038      5,457,794      7,040,270      8,180,734      9,162,458      10,051,856    11,306,253    12,759,286    
Interest Expense (946,692)       (2,175,444)     (3,436,847)     (4,688,704)     (5,161,071)     (5,546,972)     (5,883,382)     (6,570,181)     (7,348,887)     
Net Interest Income 1,009,784      1,676,594      2,020,947      2,351,566      3,019,663      3,615,485      4,168,474      4,736,072      5,410,399      
Income from Fees and Commissions 526,307         1,331,369      732,423         834,114         1,031,801      1,191,315      1,381,597      1,560,774      1,769,554      
Other Operating Income 196,990         403,261         202,457         314,507         363,558         401,465         414,270         465,822         526,272         
Total Operating Income 1,733,081      3,411,224      2,955,827      3,500,187      4,415,022      5,208,266      5,964,341      6,762,668      7,706,226      
Provisions for Credit Losses (81,354)         (157,893)       (100,121)       (54,081)         (188,808)       (198,897)       (190,965)       (228,327)       (264,509)       
Salaries and Employee-Related Expenses (289,577)       (361,157)       (414,114)       (600,465)       (720,558)       (864,670)       (1,020,311)     (1,203,967)     (1,420,681)     
General and Administrative Expenses (140,057)       (194,692)       (219,745)       (314,233)       (391,010)       (463,550)       (525,912)       (581,812)       (634,042)       
Depreciation (50,015)         (52,125)         (59,220)         (71,226)         (81,428)         (91,464)         (100,611)       (110,672)       (121,739)       
Other Operating Expenses -                  3,094             1,102             -                  -                  -                  -                  -                  -                  
Total Operating Expenses (561,003)       (762,773)       (792,098)       (1,040,005)     (1,381,804)     (1,618,581)     (1,837,799)     (2,124,777)     (2,440,970)     

Net Operating Profit 1,172,078      2,648,451      2,163,729      2,460,182      3,033,218      3,589,685      4,126,542      4,637,890      5,265,256      
Other Income / (Expenses) (8,280)           (14,291)         (6,798)           (6,798)           (6,798)           (6,798)           (6,798)           (6,798)           (6,798)           
Income Taxes (26,366)         (53,911)         (51,046)         (66,848)         (82,461)         (97,623)         (112,251)       (126,184)       (143,278)       
Net Profit 1,137,432      2,580,249      2,105,885    2,386,537    2,943,959    3,485,264    4,007,493      4,504,909      5,115,180    

Historical Forecast
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