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Less affected than its LocaL and regionaL peers
“We don’t have any international portfolio, we’re not exposed to US subprime and we have no provi-
sions”, the bank’s chief executive officer Abdullah Al Rajhi told Al Arabiya TV.

strong isLamic banking franchise
Al Rajhi is the first and largest Islamic bank in Saudi Arabia, operating under full Shariah principles 
and enjoying strong brand loyalty. This solid franchise is illustrated by the bank’s market share of 
12% of total Saudi banking assets and its ability to continuously grow its low-cost customer deposits 
base, with non-interest bearing deposits representing 91% of total deposits.

further expanding its branch network
Al Rajhi has the largest branch network in Saudi Arabia. To the 403 branches currently operating, it is 
planning to add another 70 within the next 18 months, in order to face increased competition.

diversifying its business Lines
1 Retail banking: Traditionally known for retail banking, which contributed 58% of the bank’s net 
income in 2007, and with rising competition from Islamic banks and conventional banks offering 
Islamic products, Al Rajhi is expanding its business lines mainly by offering new and innovative 
Shariah-compliant products and services.
1 Corporate banking and project finance: Realizing the growing opportunities in corporate and 
investment banking, Al Rajhi is aggressively expanding in this domain. As a result, corporate lending 
has increased by 65% during 2007 and is expected to grow further in the years to come.

tapping into new markets
Al Rajhi is tapping into new markets and has started by opening 15 branches in Malaysia, with a plan 
to open an additional 50 branches by 2010. The bank views Malaysia as a potential gateway to other 
markets in Asia and has expressed interest to enter the Pakistan market. In the Gulf Cooperation 
Council (GCC) region, the bank has recently been granted a license to open a branch in Kuwait.

vaLuation
1 Al Rajhi is currently trading at levels corresponding to an estimated PE ratio of 11.61 for 2008 
and 10.21 for 2009.
1 Based on our valuation models, we estimate the fair value of Al Rajhi Bank at SAR 78.80, providing 
investors with a 45.93% upside potential.
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CURREnT PRICE sar 54.00   

FAIR VAlUE sar 78.80

RECOMMEndATIOn buy

stock data  

Market Cap (SAR) 81,000,000,000

Market Cap (USd) 21,594,600,000

number of Shares 1,500,000,000

Free Float 50.17%

Av. Monthly liquidity (SAR) 8,338,319,728

52-week High (SAR) 126.46

52-week low (SAR) 47.80

Trailing PE 12.13

PB 3.16

Year 2007 2008 E 2009 E 2010 E 2011 E

net Income (SAR million) 6,451 6,968 7,939 9,431 10,942

EPS (SAR) 4.30  4.65  5.29  6.29  7.29 

ROAE (%) 29.47% 25.59% 24.10% 25.23% 25.98%
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investment rationaLe
1 With the continued escalation of the global financial crisis and given the fact that the bank does 
not have any international portfolio and has no exposure to US subprime market, Al Rajhi is among 
the most attractive banks in the region and is expected to weather the current storm in financial 
markets.

1 Al Rajhi is the first and largest Islamic bank in Saudi Arabia, operating under full Shariah prin-
ciples and enjoying strong brand loyalty. This solid franchise is illustrated by the bank’s ability to 
continuously grow its low-cost customer deposits base, with non-interest bearing deposits repre-
senting 91% of total deposits.

1 With total assets of SAR 124.89 billion as of december 2007, Al Rajhi is the third largest bank in 
Saudi Arabia after nCB and SAMBA, with around 12.04% market share of total Saudi banking assets 
of SAR 1.037 trillion*. Given the brand loyalty the bank enjoys and the capacity of the Saudi market 
to absorb newcomers, Al Rajhi will be able to protect its market share.

1 Al Rajhi has the largest branch network in Saudi Arabia. To the 403 branches currently operating, 
it is planning to add another 70 within the coming 18 months, in order to face increased competi-
tion. The bank also has the largest ATM network (1,450 machines) and over 8,000 POS machines 
installed all over the Kingdom.

1 Retail banking products: Traditionally known for retail banking, which contributed 58% of the 
bank’s net income in 2007, and with rising competition from Islamic banks and conventional banks 
offering Islamic products, Al Rajhi is expanding its business lines mainly by offering new and innova-
tive Shariah-compliant products and services. The bank has launched a car-lease financing program 
that is Shariah-compliant, as well a new mortgage program for private and commercial properties 
with a repayment facility of up to 25 years.

1 Corporate banking and project finance: Realizing the growing opportunities in corporate and 
investment banking, Al Rajhi is aggressively expanding in this domain. As a result, corporate lending 
has increased by 65% during 2007 and is expected to grow further in the years to come.

1 Money transfer business: Al Rajhi has implemented an expansionary plan for its money transfer 
business under which it has started setting up new exchange and transfer centers across the King-
dom known as “Tahweel Al Rajhi”. This service will facilitate money transfer and will attract many 
expatriates. In this respect, we note that foreign workers in Saudi Arabia remit over USd 16 billion a 
year to their home countries.

1 Al Rajhi is tapping into new markets and started by opening 15 branches in Malaysia, with a 
plan to open an additional 50 branches by 2010. The bank views Malaysia as a potential gateway for 
other markets in Asia and has expressed interest to enter the Pakistan market.

1 In the GCC, the bank has recently been granted a license to open a branch in Kuwait.

1 With shareholders’ equity of SAR 23.61 billion as at december 2007, a total equity to total assets 
ratio of 18.9%, and a Tier 1 capital ratio of 23.6%, Al Rajhi has ample capital to support its growing 
business and allow it to undertake large financing projects, and to absorb any unexpected losses.

1 We initiate coverage on Al Rajhi Bank with a Buy recommendation based on a fair value of 
SAR 78.80 per share, implying a 45.93% upside potential to the current market price of SAR 54 per 
share.

Less affected than its local and 
regional peers

Strong Islamic banking franchise

Further expanding its large branch 
network

Diversifying its business lines

Tapping into new markets

Ample Capital 

Valuation

*  Total Saudi banking assets have been calculated using the aggregate of banks’ total assets reported on their finan-
cial statements.

footnotes
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saudi banking sector
The Saudi banking sector comprises 22 commercial banks, including 12 local banks (national Com-
mercial Bank, Samba Financial Group, Al Rajhi Bank, Riyad Bank, Banque Saudi Fransi, Saudi British 
Bank, Arab national Bank, Saudi Hollandi Bank, Saudi Investment Bank, Bank Al Jazira, Bank Al Bilad 
and the newly established Al Inma Bank) and 10 branches of Gulf and foreign banks (including Emir-
ates Bank, Gulf International Bank, national Bank of Kuwait, Bank Muscat, BnP Paribas, deutsche 
Bank, and others). These branches of non-local banks are focused on corporate and private banking 
and pose little competition to the local banks, which have developed a solid retail and corporate 
banking franchise.

growth drivers

1 growing economy

In the past five years, Saudi Arabia has experienced strong economic expansion, supported by high 
oil prices (reaching an all-time high of USd 147 per barrel in July 2008). Since the government bud-
get has been prepared on the basis of USd 45 per barrel, the actual budget surplus for 2008 is 
expected to be above the stated SAR 40 billion (USd 10.66 billion). In 2007, the budget surplus was 
SAR 20 billion (USd 5.33 billion).

Chart 1: Saudi GdP Growth

Source: IMF

These favorable economic conditions will give rise to increased demand for banking services, not 
only in infrastructure project finance and business lending, but also in SME (small and medium en-
terprises) financing and consumer lending. The increased disposable income per household - GdP 
per capita is expected to reach USd 18,655 at the end of 2008 - has led to higher consumer spend-
ing, encouraged further by increased bank borrowing.

It is worth noting that despite the recent drop in oil prices, the Saudi economy is expected to grow 
at a rate of 4 to 5%, while major economies are contracting at an average rate of 2%. 

1 Moves to diversify the economy and a growing non-oil sector

Apart from petrochemicals, government spending is being directed towards construction, real es-
tate, health, education, electricity and other non-oil sectors, allowing the country to diversify its 
economy that has historically been linked to oil. It is estimated that over USd 350 billion worth 
of infrastructure projects have been announced so far, with the private sector expected to have a 
considerable role. This will translate into more opportunities for the Saudi banks, especially for the 
corporate banking sector. 

1 SAMA Reserves

SAMA – the Saudi Arabian Monetary Agency – has massive reserves which can be resorted to if oil 
prices drop below the budgeted price and in case of tightening liquidity in the market. For exam-
ple, SAMA investments in foreign securities stood at SAR 1,172.72 billion, and deposits with banks 
abroad stood at SAR 373.28 billion at the end of October 2008.

Real GDP growth is forecasted to 
average 4.93% a year in 2008-2012
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1 Fast population growth with favorable demographics

Between 2002 and 2007, the Saudi population grew at a compounded annual growth rate (CAGR) 
of 2.5% to reach 24.29 million at the end of 2007, according to the IMF. This growth rate has been 
accelerated further by an influx of expatriates coming to work in the oil-rich country.

Consequently, the bankable population is expected to grow, increasing the demand for banking 
services, mainly retail products such as bancassurance, credit cards, and consumer loans, as well as 
housing loans.

Chart 2: Saudi Population distribution

Source: Saudi Arabian Monetary Agency (SAMA)

It is estimated that around 38% of the population is under the age of 15 and that more than 50% of 
the population is under the age of 20.

1 Less banking penetration than its neighbors

The Saudi banking sector is the second largest in the GCC as measured by total banking assets (SAR 
1.075 trillion at the end of 2007, as reported by SAMA).

However, with a loans-to-GdP ratio of only 42.24% as of december 2007, the Saudi banking sector 
is among the least developed in the region, in particular when compared to the UAE, which has a 
loans-to-GdP ratio of around 100%. This low level of credit penetration indicates great long-term 
growth potential for the banks operating in Saudi Arabia.

Chart 3: loans to GdP and deposits to GdP as of december 2007

Sources: Central Banks and IMF

1 Mortgage Lending

In July this year, the consultative Shourah Council passed the long-awaited mortgage law. The draft 
law, which is composed of four components - real estate financing system, system to monitor financ-
ing companies, lease financing system and real estate mortgage system - still has to be approved 
by the Council of Ministers. The law will allow more Saudis to own their property. It is estimated that 
more than 65% of the Saudi population is living in rented apartments.

At a time when demand for housing units is growing, especially among young, middle-income resi-
dents, this new mortgage law will allow banks to play a major role by enabling developers to build 
these homes on the one hand, and giving residents the financial capacity to afford them on the 
other hand.

Population growth is expected to 
continue at a CAGR of 2.5% for 

2008-2012 ...

… with 38% of the population 
under the age of 15

38% 

60% 

2% 

0-14 Years Old 

15-64 Years Old 

Above 65 Years Old 
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A slow recovery in 2008

reversed required reserve scenario

In an attempt to boost the slumping economy and keep the credit crunch from getting worse, the 
US Federal Reserve reduced the Fed Fund rate starting September 2007 by a total of 425 bp, from 
5.25% to 1.00%. Given the US dollar peg, the majority of the GCC central banks, including SAMA, fol-
lowed the US cuts, thereby amplifying inflationary pressures. As a result, during the past six months, 
SAMA has resorted to other monetary tools to contain inflation. It has increased the required reserve 
from 7% to 13% on demand deposits and from 2% to 4% on savings and time deposits. 

Towards the end of 2008, inflation took a back-seat as the global recession hits all markets causing 
oil price to drop to USd 54 from USd 147. This has put the Saudi monetary authority in a more 
flexible position to tackle the tightening liquidity resulting from the credit crunch. 
As such, SAMA has reduced the required reserve on demand deposits from 13% to 10% on 14 Octo-
ber 2008 and to 7% on 23 november 2008.

our view

during 2007, Saudi banks reported a drop of 14.58% in bottom line profits, from SAR 35.357 billion 
in 2006 to SAR 30.203 billion. This was attributed to the substantially lower fee income (fees from 
banking services originating mainly from share trading) compared to 2004, 2005, and 2006 that saw 
a spectacular increase in fee and commission income due to the stock market boom.

Chart 4: Tadawul Average daily Traded Value

Source: Tadawul

Starting 2008, we note an improvement in the bank’s earnings, albeit not a major one. Beyond 2008, 
and to the end of our forecasting horizon of 2012, we foresee major growth in profitability indicators 
supported by the demand for core banking activities, including corporate and retail banking, that 
are deemed to be more sustainable and more diverse than the fee income from share trading.
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overview of isLamic banking in the region

introduction to isLamic banking

Islamic Banking is based on the idea of living by the ethics and morals stated in the holy quran. First 
of all, it is prohibited to deal with interest and with anything that relates to alcohol, gambling, and 
other things deemed unlawful by Islam. Second, there is an emphasis on equity financing rather 
than lending. Third, adhering to Islamic banking does not only mean being pious but also helping 
the poor through “Zakat”.

Furthermore, while conventional banks can guarantee both the capital and the rate of return on 
deposits, Islamic banks, which work on the basis of profit and loss sharing, cannot guarantee any 
fixed rate of return.

1 Snapshot of the Islamic Banking Industry

Islamic Banking has been a worldwide phenomenon since the 1960’s, when the first Shariah-compli-
ant bank, Mit Ghamr Savings Bank, was founded in Egypt, followed by Tabung Haji in Malaysia. 1975 
witnessed the establishment of the Islamic development Bank and the creation of the first private 
interest-free bank, the dubai Islamic Bank, which was set up by a group of Muslim businessmen 
from several countries.

There ensued the formation of Kuwait Finance House (1977), Faisal Islamic Bank of Egypt (1977) and 
The Jordan Islamic Bank (1978), consolidating this new approach to banking services.

In the following ten years, more than 50 Islamic banks came into being, some of them in Western 
countries including denmark, Switzerland and the United Kingdom.

This global trend coincided with a rise in oil prices and the increased wealth it generated in the 
Middle East.

Chart 5: Share of Islamic Financial Institutions in the World

Source: IBF Net

Currently, it is estimated that more than 300 Islamic financial institutions are operating in over 70 
countries around the world - mainly Islamic countries - managing funds of around USd 500 billion. 
Funds under management stood at USd 350 billion at the end of 2007, compared to USd 260 billion 
at the end of 2006, implying an annual growth rate of 35%.
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1 Core Principles of Islamic Finance

Islamic banking is based on the idea that interest (“riba”) is forbidden, and therefore an Islamic bank’s 
daily operations are based on the concept of Mudaraba, which implies profit and loss sharing.

The five pillars of Islamic finance include three negative principles (banning) and two positive ones 
(obligation):
• The ban on “riba” (interest);
• The ban on “gharar” (uncertainty) and “maysir” (speculation);
• The ban on “haram” (unlawful) sectors;
• The obligation to share profits and losses;
• The obligation to back any financial transaction with assets.
Source: Moody’s Investors Service

1  Islamic Banking operations

Islamic banks have three kinds of deposits: current, savings and Investment.
• Current: Similar to those of conventional banks, since the deposit is guaranteed.
•  Savings: Capital is not guaranteed, but the banks usually invest the money from such accounts in 

relatively risk-free short term projects.
•  Investment: They are accepted for a fixed or unlimited period of time and the investor agrees in 

advance to share the profit in a given proportion with the bank. Capital is not guaranteed.

Islamic banks have two modes of financing: Investment and trade.
•  Investment: In the form of either Musharaka, Mudaraba or financing on the basis of estimated rate 

of return.
• Trade: In the form of mark-up, leasing, hire-purchase, sell-and-buy back or letters of credit.
Some key Islamic banking terms are explained in the Appendix.

isLamic banking in the gcc

1  growth of Islamic Banking in the gCC

With the mounting demand for Shariah-compliant products and services, the market share of Islamic 
banks in terms of total assets has been growing. In the GCC, it stood at 17% at the end of 2006. In 
terms of business segments, retail banking and the issuance of Islamic Sukuk have been and will 
continue to be the catalysts for this Islamic finance boom.

Chart 6: Islamic Banking Market Share in the GCC

Source: Standard & Poor’s 2007

Since the 1990s, regional Islamic banks have focused increasingly on attracting retail clients, as indi-
vidual customers are more sensitive to religious matters than corporate clients, and tend to be less 
demanding regarding the pricing and quality of a financial transaction. This strong focus on retail 
clients, which has delivered a stable deposit by a loyal customer base, has given regional Islamic 
banks an edge over their conventional peers by reducing the risk of a bank run during these times 
of financial crisis.

Shariah-compliant investment banks are also emerging. They tend to focus more on infrastructure 
project intermediation and direct real estate investments. These banks do not have retail clients and 
refinance themselves mainly through Sukuk issuance.
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58% 

30% 

6% 

4% 
2% 

UAE 

Saudi Arabia 

Bahrain 

Kuwait 

Qatar 

In the GCC, there are 14 listed Islamic banks. Their total assets have expanded significantly since 2004, 
with a CAGR of 40.91% for the 2004-2007 period. As presented in the below table, Al Rajhi Bank and 
Kuwait Finance House contribute to around 48% of the total Islamic banking assets in the region.

Table 1: Islamic Banks Operating in the GCC Ranked by Total Assets

Source: Audi Saudi Arabia and banks’ financial statements
^ Total assets as of 30 June 2008.
* The CAGR for Bank Al Bilad was calculated for 2005-2007.

** The growth rates for Al Baraka Banking Group, Masraf Al Rayan, and Boubyan Bank were calculated for 2006-2007.

1  Sukuk Issuance in the gCC

Until the recent liquidity squeeze, Sukuk (Islamic corporate bonds) were the fastest growing seg-
ment of the Islamic finance market and considered to be the largest contributor to the double-digit 
growth in the Islamic banking industry. According to Moody’s Investors Service, during 2007 global 
Sukuk issuance rose by a phenomenal 73% to reach USd 32.65 billion, USd 19 billion out of which 
were issued in the Gulf, and most of the remainder in Malaysia. At the end of June 2008, Standard & 
Poor’s estimated the amount of Sukuk outstanding worldwide to be in excess of USd 80 billion.

Chart 7: GCC Sukuk Issuance by Country         Chart 8: Volume of Sukuk Issued in the GCC in 2007
                in 2007              

Source: Moody’s Investors Service

As far as Saudi Arabia is concerned, the appetite for Sukuk increased remarkably last year. The num-
ber of Sukuk deals in 2007 rose to five compared to only two in 2006 and amounted to USd 5.7 bil-
lion (SAR 21.38 billion), including the Sabic issuance of USd 2.13 billion (SAR 8 billion). More recently, 
the Sukuk market has been hit by the turmoil in the wider credit market. The quarter-on-quarter 
Sukuk issuance declined around 50% in third quarter 2008. However, the Islamic bond market has 
not collapsed entirely, as demonstrated by the issuance of a SAR 1 billion Sukuk by the Saudi Binla-
din Group the third quarter.

Bank Name Country
Total Assets 

(USD million)^
Total Assets 

CAGR (04-07)
Islamic Banking 

Market Share

Al Rajhi Bank Saudi Arabia 40,076               17.06% 24.39%

Kuwait Finance House Kuwait 38,085               36.52% 23.17%

Dubai Islamic Bank UAE 24,848               39.85% 15.12%

Abu Dhabi Islamic Bank UAE 13,070               51.41% 7.95%

Al Baraka Banking Group** Bahrain 11,167               32.50% 6.80%

Qatar Islamic Bank Qatar 7,411                 40.53% 4.51%

Bank Al Jazira Saudi Arabia 6,485                 26.23% 3.95%

Sharjah Islamic Bank UAE 4,267                 46.60% 2.60%

Bank Al Bilad* Saudi Arabia 4,095                 42.25% 2.49%

Masraf Al Rayan** Qatar 3,751                 135.68% 2.28%

Qatar International Islamic Bank Qatar 3,475                 25.80% 2.11%

Boubyan Bank** Kuwait 3,143                 47.90% 1.91%

Bahrain Islamic Bank Bahrain 2,341                 37.27% 1.42%

Shamil Bank Bahrain 2,129                 8.23% 1.30%

164,345              40.91% 100%
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isLamic banking in saudi arabia

Saudi Arabia is a large player in Islamic banking, but only four banks operate as fully Shariah-compliant 
entities. They are Al Rajhi Bank which has the largest Islamic banking market share with total assets of 
SAR 124.89 billion, Bank Al Bilad with total assets of SAR 16.64 billion, Al Jazira Bank with total assets of 
SAR 21.56 billion as at the end of 2007, and the newly established Al Inma Bank.

Most Saudi banks, including Arab national Bank, Banque Saudi Fransi, Riyad Bank, SAMBA, and 
SABB (through its Amanah Islamic banking division), have opened Islamic banking windows and 
started taking deposits according to Islamic principles and offering Shariah-compliant products and 
services.

Chart 9: Growth in Total Assets of Conventional and Islamic Banks in Saudi Arabia

In terms of balance sheet growth, total assets for Al Rajhi, Al Bilad and Al Jazira Bank combined grew 
at a CAGR of 22.6% for the period 2004-2007, expanding faster than total assets of conventional 
banks (including The national Commercial Bank), which grew at a CAGR of 17.4% for the same pe-
riod. At the end of June 2008, the market share of Islamic banking assets stood at 15.72% of total 
Saudi banking assets.

effects of gLobaL financiaL crisis on isLamic banking

Given the current market conditions, asset-liability management arises as a major concern for Is-
lamic banks. As capital markets are less receptive for Sukuk issuance, Islamic banks have lost a major 
source of long term funds. However, Islamic banks can mitigate this risk supported by their ample 
capital and strong retail platform.  

growth prospects

despite an expected moderate growth in 2009, Islamic banking will continue to grow worldwide 
as it is attracting more and more people due to its unique structure. Moreover, the percentage of 
non-Muslims dealing with Islamic banks has increased considerably in the last years. This trend is 
expected to continue in the future as Islamic financial institutions are being perceived nowadays - in 
Rajhi’s case, rightly so - as focusing on the basics of financial intermediation.
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overview of aL rajhi bank

background

Al Rajhi Bank (Al Rajhi) was established in 1978 through the merger of a group of companies into 
Al Rajhi Trading and Exchange Corporation. In 1987, the company obtained a banking license and 
converted into a joint stock company under the name of Al Rajhi Banking and Investment Corpora-
tion. At the end of 2006, the bank launched a new corporate identity and shortened its name to Al 
Rajhi Bank.

Al Rajhi is the largest Islamic bank in Saudi Arabia and differs from other major banks in the Kingdom 
by operating only under Shariah principles.

Al Rajhi has the widest distribution network in Saudi Arabia and operates through 403 branches, 
1,450 ATMs, and over 8,500 POS machines installed at merchant locations across the Kingdom. The 
bank has also introduced phone banking and internet banking as alternative distribution channels. 
At the end of 2007, the bank had around 8,036 employees.

On an international level, the bank has taken a strategic decision to expand its operations outside 
the Kingdom. In early 2007, the bank was awarded an Islamic banking license in Malaysia where 
it has invested around USd 80 million and is operating 15 branches, with an aim to open 50 more 
within the next two years. Other overseas opportunities are on the bank’s agenda. In the GCC, the 
bank has recently been granted a license to open a branch in Kuwait.

ownership structure

The bank is controlled by the Al Rajhi family which appoints six out of eleven of the members of the 
board of directors. The bank’s CEO is Abdullah Sulaiman Al Rajhi.

Chart 10: Al Rajhi Shareholder Structure

strategy

1  In preparation for the new competition from conventional banks offering Islamic banking prod-
ucts and the recently established Bank Al Bilad and Al Inma Bank, Al Rajhi is implementing the most 
aggressive branch expansion plan in the region with the opening of 70 new branches in the King-
dom in the coming 18 months, and growing its Shariah-compliant range of products and services.

1 The bank’s strategy is to consolidate its position in the retail banking sector, in which it has a 
competitive advantage by owning one of the largest branch networks. Within retail banking, special 
attention has been given to the installment sales segment.

1 Already well known in the money transfer business, the bank is developing new services to bet-
ter serve the expatriates in the Kingdom.

The largest fully-fledged Islamic 
bank operating in Saudi Arabia

Largest distribution network

Tapping into markets with a growing 
potential for Islamic Banking

Preparing for the upcoming
 competition

44.1% 

46.0% 

9.9% 

Al Rajhi family 

Public 

Saudi Arabia Social 
Insurance Corporation 
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Retail operations are the largest 
contributors to the bank’s assets, 

liabilities and earnings

key areas of operation

Al Rajhi provides retail, wholesale and commercial banking products as well as investment banking 
services across the Kingdom. The bank has a dominant position in retail banking and in the remit-
tances business, and is growing its corporate banking activities.

Chart 11: Breakdown by Business Segment (2007)

1 Retail Banking

Al Rajhi has a strong retail banking franchise and offers products similar to those provided by con-
ventional banks, but based on Shariah principles. These include current and investment accounts as 
well as consumer loans, mortgage loans, car loans and credit cards. It is worth noting that installment 
sales represent 94% of total retail loans. These products and services are being offered through the 
bank’s growing branch network, including eight branches dedicated to women. The bank also offers 
private banking products for its high net-worth clients through its three main branches in Jeddah, 
Riyadh and dammam. Moreover, the bank is considered to be a major player in the remittances busi-
ness within the Kingdom.

50% 

25% 

25% 

Total Assets  

77% 

18% 

5% 

Total Liabilities 

65% 13% 

17% 

5% 

Total Operating Income  

58% 

16% 

22% 

4% 

Net Income 

Retail Banking Corporate Banking Treasury Investment Services 
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Named “Best Islamic Bank in the 
Middle East” by Euromoney

1 Corporate Banking

Al Rajhi is growing its corporate banking business by focusing mainly on medium-sized enterprises 
in the manufacturing, contracting and real estate sectors, as well as the Saudi government. The 
bank’s corporate financing products include Mutajara (trade and commodity finance) which rep-
resents 85% of total corporate lending, installment sales, Istisnaa (construction finance), and Mura-
baha (asset finance). The bank enjoys a long-standing relationship with many large corporations in 
the Kingdom.

1 Treasury

The bank has a well-developed treasury department that manages the bank’s liquidity and the cor-
respondent banking network. There are dedicated desks that work closely with the corporate bank-
ing division to offer foreign exchange services and treasury sales.

1 Investment Services

Through its investment banking division, Al Rajhi offers asset management products, local and in-
ternational brokerage services, as well as investment advisory services to its customers. As at the 
end of 2007, the bank had 16 Mudaraba funds with a total of SAR 2.6 billion under management, up 
from SAR 2.2 billion at the end of 2006.

credit rating

Al Rajhi is rated by Moody’s (A1), Standard & Poor’s (A), and Fitch (A).

awards

Over the years, the bank has received multiple awards, the latest being “Best Islamic Bank in the 
Middle East” from Euromoney, received in February 2008, and “Islamic Banker Award for 2007” re-
ceived in december 2007 by the bank’s CEO.

Past awards include “Best Bank in Saudi Arabia for the year 2006” from The Banker Magazine and 
Financial Times Business in the UK, “Best Bank in the Kingdom” from Euromoney in 2005, and “Best 
Islamic Bank in the World” from Euromoney in 2004.

Latest deveLopments

1 Capital Increase

In February 2008, Al Rajhi’s general assembly approved an increase in the bank’s capital by 11.1% 
from SAR 13.5 billion to SAR 15 billion. It was effected by the issuance of 150 million bonus shares 
at a ratio of one free share for every nine held. This capital increase will help the bank to meet its 
spending requirements for the Malaysian expansion and to fund major financing deals.

The general assembly also accepted a proposal to distribute a cash dividend of SAR 1.8 per share for 
2007. For the first half of 2008, the bank paid a cash dividend of SAR 1.25 per share. 

1 Basel II Implementation

Effective January 1, 2008, Al Rajhi started implementing the Basel II framework on capital adequacy.

1 Malaysian operations Expansion

Al Rajhi plans to expand its Malaysian operations during 2008 by adding corporate and investment 
banking services to the retail business already in operation. The bank is planning to spend SAR 1.35 
billion (USd 360 million) on this expansion.
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financiaL anaLysis for fiscaL year 2007

baLance sheet anaLysis

assets

Al Rajhi has shown impressive performance over the 2004-2007 period. Total assets grew by a CAGR 
of 17.1%, from SAR 77.86 billion in 2004 to SAR 124.89 billion in 2007. This was fuelled mainly by the 
growth in net total investments, which had a CAGR of 17.43% during this period.

Chart 12: Saudi Banks Total Assets          Chart 13: net Total Investments to Total Assets

The high growth rates in Al Rajhi’s net total investments have placed the bank in a leading position 
in the industry in terms of the ratio of net total investments to total assets. The loan portfolio rep-
resented 84% of the bank’s total assets at the end of 2007, compared to the Saudi banking sector 
average of 59.40%.

footnotes * Net total investments represent Shariah-compliant net loans and advances and are comparable with conventional 
banks’ net loans and advances. The terms net total investments and net loans and advances are used interchangeably 
throughout the report.
^ Al Bilad Bank was recently established in 2004.
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Turnaround of Corporate Banking 
activities…

1 Net Total Investments

By Business segment

Retail loans represent a large portion of the bank’s loan portfolio, although this share has decreased 
slightly, from 58% in 2006 to 55% in 2007. Personal loans are granted upon salary assignment and 
are advanced against assets, or in the form of assets, to ensure Shariah compliance.

Chart 14: net Investments by Business Segment     Chart 15: net Investments by Business Segment 
  in 2006                           in 2007

Faced with SAMA restrictions in the retail lending area, growth in consumer loans has slowed in 
2007. However, looking ahead, we do not foresee a major slowdown in the bank’s retail lending 
activities, as mortgage financing should expand, especially after the draft mortgage law is approved 
by the Saudi government.

Our view is that corporate lending is set to grow moderately due to the favorable macro-economic 
conditions in the Kingdom, evidenced by the large infrastructure projects. This growth already start-
ed in 2007, with corporate loans growing by 65% year-on-year, compared to 11% growth in retail 
lending. The bank is preparing for this growth by recruiting senior bankers to focus on corporate 
and investment banking activities.

We conclude that the increased focus on the corporate and investment banking business will con-
tinue to reduce the percentage contribution from retail, as growth in the former two is expected to 
be faster.

Chart 16: Retail Banking Market Share                                Chart 17: Corporate Banking Market Share

As illustrated in the above charts, the bank has a particularly solid retail franchise. With 36.40% of the 
retail loan portfolio in the Kingdom, it has the highest market share among Saudi banks. We believe 
that Al Rajhi’s strong retail focus not only supports the growth in its earning power, but also deepens 
its franchise, making it more apt to defend itself against potential competition. Retail banking in 
Saudi Arabia has very favorable risk-return characteristics, and delinquency levels are very low.

As far as corporate banking is concerned, starting from Al Rajhi’s 7.29% market share, we foresee a 
substantial growth potential supported by management’s initiatives to strengthen the bank’s cor-
porate banking unit in order to take advantage of the growth opportunities in project finance and 
investment banking.

58% 
19% 

23% 
Retail 

Corporate 

Treasury and International 
Investments 

55% 
27% 

18% 

Retail 

Corporate 

Treasury and International 

Investments 
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We expect an increased exposure to 
the real estate and industrial sectors

By economic sector

The corporate portfolio is well diversified, with no sector representing more than 18% of the total 
loan portfolio. It is apparent from the below table that the industrial and building and construction 
sectors are growing in importance. This trend is expected to continue in the future, as the govern-
ment continues its spending on infrastructure projects and corporates expand their operations to 
meet the growing requirements of the domestic economy.

Table 2: net Total Investments by Economic Sector

Note: Deducting provisions, total loans are SAR 89,563 million and SAR 104,875 million in 2006 and 2007 respectively.

By type*

despite the fact that the bank is focusing more on Mutajara (trade and commodity finance), in-
stallment sales - mostly in the form of retail financing for the purchase of cars, consumer durables, 
property and shares - still constitute the majority of net total investments (53.4% at the end of 2007). 
Installment sales have grown rapidly from SAR 24.77 billion at the end of 2004 to SAR 55.99 billion 
at the end of 2007, with a CAGR of 31.2%. They have an attractive risk-reward profile as they are 
granted against salary assignment.

Chart 18: net Investments by Type in 2006        Chart 19: net Investments by Type in 2007

57.6% 
38.2% 

1.4% 
2.4% 0.5% 

Installment Sale 

Mutajara 

Murabaha 

Istisnaa 

Other 

53.4% 40.6% 

3.9% 
1.6% 0.5% 

Installment Sale 

Mutajara 

Murabaha 

Istisnaa 

Other 

2006 2007 2006 2007

Personal 50,234              53,289              55.5% 50.4%

Commerce 12,074              18,908              13.3% 17.9%

Banks and other Financial Institutions 11,648              7,893                12.9% 7.5%

Government and quasi-Government 9,039                11,513              10.0% 10.9%

Building and Construction 2,531                4,914                2.8% 4.6%

Industry 2,156                3,653                2.4% 3.5%

Agriculture and Fishing 1,621                1,247                1.8% 1.2%

Services 799                   2,646                0.9% 2.5%

Other 431                   1,632                0.5% 1.5%

Total 90,532              105,694             100% 100%

(SAR million) %

*  For details on Islamic finance instruments, please refer to Appendix on page 30.footnotes
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We expect Al Rajhi’s net total
 investments to grow at a CAGR of 

13.45% during 2008-2012

growth

during 2004 and 2005, Al Rajhi witnessed a period of rapid loan growth of 17.30% and 24.07% 
respectively, driven by high-yielding consumer loans and by margin lending for stock trading. In 
2006, loan growth slowed to 12.30%, still beating the 9.85% average for Saudi banks. This was due 
to tighter restrictions by SAMA on consumer loans, which included a maximum debt burden ratio of 
33% (the total monthly payment of a borrower cannot exceed one-third of his salary), a maximum 
tenor of 5 years for borrowing, and a cap of 30% on the ratio of banks’ consumer credit portfolio to 
total loans portfolio, which some banks, including Al Rajhi, are exceeding.

Chart 20: net loans Growth        Chart 21: net loans and Advances

Sources: Rajhi’s financial statements and SAMA reports

during 2007, Al Rajhi’s net loans and advances (net total investments) rose by 16.16% to reach SAR 
104,875 million, which resulted in Al Rajhi having the largest loan portfolio among its Saudi peers 
with a 17.54% market share. The 2004–2007 CAGR of 17.43% is below the sector’s average CAGR of 
21.08%, which can be attributed to the Size Effect. However, the bank is expected to grow in line 
with the sector’s average due to the bullish outlook for the Saudi economy and the anticipated 
accompanying growth in the corporate and investment banking business.

our view

Going forward, we expect the bank to perform well in terms of personal lending, on account of the 
aggressive branch network expansion and the growing popularity of Islamic finance, buoyed by the 
positive demographic element. In terms of corporate banking, Al Rajhi is expected to outperform 
the sector, supported by its size which enables it to finance big ticket projects.

Chart 22: Growth in net Total Investments

We forecast the bank’s net total investments to grow by 36.47% year-on-year to reach SAR 143,126 
million in fiscal year 2008, and at a CAGR of 13.45% during 2008 to 2012 to reach SAR 237,088 mil-
lion by 2012.
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Loan quality indicators deteriorating 
over the years and lower than the 

sector average

1 Asset Quality

Though weakening over the years, Al Rajhi asset quality indicators remain at an adequate level, with 
the ratio of non-performing loans to gross loans increasing from 1.42% in december 2004 to 2.89% 
in december 2007, compared to a sector average of 1.68% at the end of 2007. This increase in non-
performing loans is deemed to be the result of the bank’s aggressive loan growth in the past few 
years and of some minimal losses incurred during the stock market correction in 2006, due to some 
clients borrowing to indirectly finance share purchases.

Chart 23: Al Rajhi Asset quality Indicators      Chart 24: non-Performing loans / Gross loans: 
                              Al Rajhi Versus Peers

Problem loans are well provisioned, with a non-Performing loans (nPl) coverage ratio of 107.92% 
as at the end of 2007, which is below the domestic sector average of 178.38% and far lower than the 
ratios reported by Al Rajhi in previous years (337.72% at the end of 2004 and 133.59% at the end of 
2006).

Table 3: Asset quality Indicators

Over our forecast horizon, we expect Al Rajhi to remain well provisioned. However, the quality of 
the loans is expected to deteriorate slightly, with nPls to Gross loans ratio increasing from 2.89% 
in 2007 to 3.3% in 2012 due to the fast growth in the loans portfolio accompanied with the current 
market conditions.
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Very low funding costs with demand 
deposits representing 91% of 

customer deposits

Customer deposits are expected to 
grow at a CAGR of 14.95% during 

2008-2012

Al Rajhi Tier 1 ratio is higher than 
the average of its local peers

LiabiLities

1 Customer Deposits

Al Rajhi’s established retail branch network and strong brand image enabled it to grow its customer 
deposits from SAR 60.91 billion in 2004 to SAR 89.73 billion in 2007 at a CAGR of 13.8% (and 22.24% 
year-on-year), giving it a market share of 12%.

Chart 25: Amount of Customer deposits        Chart 26: Customer deposits Composition

Sources: Rajhi’s financial statements and SAMA reports

our view

We forecast customer deposits to grow by 36.34% year-on-year to reach SAR 122,330 million in fiscal 
year 2008, and to continue growing at a CAGR of 14.95% during 2008 to 2012 to reach SAR 213,593 
million by the end of 2012.

Chart 27: Growth in Customer deposits

capitaL adequacy

despite the fast growth in assets, Al Rajhi is adequately capitalized, with a Tier 1 capital ratio of 
23.6% in december 2007, compared to 25.3% reported in 2006. This level is well above the mini-
mum regulatory requirement of 8% set by SAMA, and the Saudi sector average* of 18.36%.

Al Rajhi’s ample capital is also illustrated by the bank’s high total equity to total assets (TE/TA) ratio of 
18.9%, compared to Saudi banks’ average* of 13.45%. This high level of capitalization should allow 
the bank to grow its business and to absorb any unexpected losses.

Starting January 2008, the bank calculated its Tier 1 Capital ratio under Basel II rules. This might re-
duce this year’s capital adequacy ratio when compared to the one calculated under Basel I.

Table 4: Tier 1 Capital

footnotes *Note: The averages for Tier 1 Capital and TE/TA have been calculated by excluding Al Bilad Bank that has high capi-
talization ratios since it is still newly established.

(%) 2004 2005 2006 2007*

Rajhi 22.50             18.20         25.30         23.60         

Saudi Banking Sector Average 17.36             17.75         20.38         18.36         
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The share of income from core 
banking activities has increased 

over the years to reach 83% in 2007

income statement anaLysis

totaL operating income

Over the period 2004-2007, Al Rajhi’s total operating income grew at a CAGR of 21.59% from SAR 
5,186 million to SAR 9,321 million.

during 2005 and 2006, the increase was due to strong growth in net fees and commissions. These 
rose by 96% in 2005 and 19% in 2006, against slower growth of 20% and 19% respectively in net 
income from investments. However, this trend was reversed in 2007, when the bank recorded a drop 
of 37% in net fees and commissions, compared to an increase of 13% in net income from invest-
ments. This resulted in a slight drop of 2% in total operating income for 2007.

Chart 28: Operating Income Composition

The growing importance of net income from investments in the composition of operating income 
is explained in part by the bank’s focus on core banking activities, demonstrated by the fast growth 
in the bank’s loan portfolio. As a result, in 2007, net income from investments represented 82.84% of 
total operating income, compared to 71.8% at the end of 2006. This points to a more stable income 
in the next few years, and we consider it to be one of the major strengths of Al Rajhi going forward.

footnotes * Net Income from Investments is derived from Shariah-compliant lending and investment activities.
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Lower fees and commissions due to 
reduced trading activities

Table 5: Breakdown of Total Operating Income

The 37% plunge in net fees from banking services during 2007 compared to 2006 was offset by the 
13% rise in net income from investments, resulting in a slight drop of 2% in total operating income.

fees and commissions

In 2007, revenues from share trading took a big hit declining 68%, due mainly to the lower trading 
volumes relative to 2006. In 2007, the average daily trading value was SAR 10.31 billion per day, 
compared to SAR 19.85 billion per day in 2006, a sharp drop of 48%. Other reasons for this drop 
include the increased competition from the newly licensed brokerage houses.

Consequently, net fees from share trading services represented only 37.8% of net fees from banking 
services in 2007, compared to a much higher 74.3% in 2006.

On the other hand, the bank has managed to increase its conventional banking fee business, which 
is exemplified by the 26% growth in remittances fees and the 16% increase in fees from credit cards 
during 2007.

Table 6: Breakdown of Fees and Commissions

operating expenses

With the bank’s expanding network of branches, ATMs, and POS machines, and increased inflation, 
expenses are rising rapidly. They are driven mainly by depreciation and amortization, as well as sala-
ries and employee-related benefits, which increased by 57% and 30% respectively year-on-year in 
2007. As a result, total operating expenses rose by 30% during 2007 from SAR 2,208 million to SAR 
2,871 million and are expected to grow at a CAGR of 15.55% during 2008 to 2012 to reach SAR 6,329 
million by the end of 2012.

Chart 29: Growth in Operating Expenses

2006 2007 2006 2007

Net Fees from Share Trading Services 1,161            371             74.3% 37.8%

Net Fees from Payment Services Systems (73)               (113)            -4.7% -11.6%

Fees from Remittance Business 132              167             8.5% 17.0%

Fees from Credit Card 93                108             6.0% 11.0%

Other Banking Services 250              448             16.0% 45.7%

Net Fees from Banking Services 1,563            981             100.0% 100.0%

(SAR million) %
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Net Income expected to grow at a 
CAGR of 16.63% during 2008-2012

We forecast double-digit growth in 
earnings starting 2009

net income

Over the past years, Al Rajhi’s performance has been characterized by very strong profitability and 
high margins, evidenced by the bank’s 44%, 92% and 30% increase in its net income during 2004, 
2005, and 2006 respectively. However, for the year ended december 2007, the bank reported an 
11.7% drop in bottom line profits to SAR 6,450 million. This drop was attributed to lower stock mar-
ket-related activity during 2007 and the resulting fall in net fees from banking services.

Chart 30: Growth in net Income

For 2008, we expect a slight increase of 8.02% in earnings, followed by accelerated growth of 
13.94%, 18.79%, 16.02% and 17.84% in 2009, 2010, 2011, and 2012 respectively, on the back of in-
creased growth in net total investments of 15.16%, 14.16%, 12.15% and 12.34% during those years. 
Furthermore, this double-digit growth in net income should be achieved with the reduced effect of 
fees from share trading on the bank’s bottom line profits.
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ratio anaLysis

profitabiLity indicators

1 RoAE and RoAA

Al Rajhi is the most profitable bank in Saudi Arabia, with a return on average equity (ROAE) of 
29.46%, compared to a sector average of 22.46%, and a return on average assets (ROAA) of 5.61%, 
compared to a sector average of 3.11%. Though these two ratios have weakened during 2007, we 
expect a slight improvement in 2008 followed by increased growth in the following years.

Chart 31: ROAE             Chart 32: ROAA

1 Net Interest Margin

due to the high share of non-interest bearing demand deposits in its total customer deposits, Al 
Rajhi was able to maintain its net interest margin above the 7% level, well above the sector average 
of 4%. However, the decline in interest rates in the Kingdom, following the consecutive aggressive 
rate cuts in the US, will likely put downward pressure on margins in the near-term, since the drop in 
interest rates has a greater impact on the return from investments than on the return paid on depos-
its. This conclusion is further supported by the fact that the bank is increasing its focus on corporate 
banking lending, which does not enjoy the same margins as retail lending.

Chart 33: net Interest Margin          Chart 34: net Interest Margin in 2007
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efficiency

1 Cost to Income

The cost-to-income ratio is rising for the whole Saudi Banking sector. In Al Rajhi’s case, the causes of 
this increase are the bank’s higher expenses from expanding its network locally and abroad, rising 
inflation putting upward pressure on salaries, and a lower level of fee income from brokerage.

Chart 35: Total Operating Expense to Total Operating Income

funding and Liquidity

1 Investments to Deposits

The bank’s funding base consists primarily of stable customer deposits sourced from its large branch 
network. However, in April 2006 the bank started to diversify its funding sources by obtaining a USd 
500 million (SAR 1,875 million) three-year Murabaha financing facility from a consortium of banks.

Chart 36: Total Investments to deposits

The investments (Shariah-compliant loans and advances) to deposit ratio stood at 116.88% at the 
end of 2007, above the sector average of 81.86%. This indicates the bank’s increased lending abil-
ity, boosted by positive economic conditions in Saudi Arabia. In order to be able to further increase 
its loan book, the bank needs to simultaneously grow its customer deposits and to use alternative 
sources of funding, such as long term loans or Sukuk issuance.

In light of the current liquidity squeeze in the region, we have revised our estimates for the bank’s 
net total investments to deposit ratio and decrease it progressively from 116.88% in 2007 to 111% 
in 2012.

asset LiabiLity management
The increased reliance on customer deposits as the main source of funding is creating a maturity 
mismatch between the bank’s assets and liabilities. However, going forward, as the need for an al-
ternative source of funding arises, the bank will be shifting into longer term funding sources such as 
syndicated Murabaha financing and Sukuk.
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9-month 2008 review
Q3 2008 Net income rises 3.7% year-on-year and 0.87% quarter-on-quarter

1  Al Rajhi Bank reported a net profit of SAR 1,757 million in q3 2008, up by 3.7% year-on-year and 
almost flat quarter-on-quarter. Profits for the first nine months of the year reached SAR 5,100 
million, reflecting a growth of 4.64% over the same period last year.

1  This improved performance stems from expanding loan portfolio, but compressed margins are 
placing a ceiling on net investment income.

Sustained balance sheet growth

1   net total investments of the bank grew by 26.71%, from SAR 109,339 million for the nine-month 
period ended September 2007 to SAR 135,973 million in the nine-month period ended Septem-
ber 2008. This increase is mainly due to the impressive growth in corporate lending, in particular 
Mutajara activities which advanced by 31.46% in the first nine months of the year compared 
to the same period last year. On the other hand, retail lending advanced by only 7.58%, mostly 
through the Installment sales activities.

1  Strong deposit inflow: On the liabilities side, deposit growth showed no signs of contracting this 
quarter, rising 29.79% year-on-year and 9.01% quarter-on-quarter to reach SAR 118,272 million 
at the end of q3 2008. Correspondingly, the loans to deposit ratio stood at 116% versus 115.45% 
the previous quarter.

operating income not hit by investment returns

1   Total operating income was reported at SAR 7,906 million in 9M 08, up 13.79% compared to 9M 
07 benefiting from a recovery in the brokerage business. The bank reported a 53.05% jump in net 
fees from banking services in the first nine months of this year. In addition, with the continued 
balance sheet growth, net income from investments was up by 10.28% in 9M 08 compared to 
9M 07.

1  due to its low exposure to equities, the bank did not record any major loss from investments or 
write-down in its investment portfolio.

operating efficiency deteriorates

1  Total operating expenses increased 35.25% in 9M 08 compared to 9M 07 due to rising staff costs 
and general and administrative expenses. Slower growth in operating income pushed the cost 
to income ratio up to 35.48% in 9M 08, from 29.85% in 9M 07.

1  On the provisioning front, the impairment charge for Investments and Other stood at SAR 190.65 
million in q3 08, rising 53.23% year-on-year but dropping 31.10% quarter-on-quarter.

Source: Bank’s financial statements

(SAR million) 9M 07 9M 08 % Change (SAR million) 9M 07 9M 08 % Change

Cash and Precious Metals 3,747     5,195     38.63% Net Income from Investments 5,719  6,307  10.28%

Balances with SAMA 5,328     13,053   145.01% Net Fees from Banking Services 724     1,109  53.05%

Due from Banks 916       920        0.43% Net Exchange Income 349     374    7.07%

Net Total Investments 108,339 137,275  26.71% Total Operating Income 6,948  7,906  13.79%

Total Assets 124,712 163,256  30.91%

Customer Deposits 91,120   118,272  29.80% Salaries and Employee-related 
Bene�ts

1,058  1,246  17.73%

Due to Banks 2,995     6,261     109.07% Impairment Charge for 
Investments and Other 292     655    124.68%

Other Customer Accounts 2,495     3,989     59.86% Total Operating Expenses 2,074  2,805  35.25%

Total Liabilities 102,682 137,648  34.05%

Total Shareholders' Equity 22,030   25,608   16.24% Net Income 4,874 5,101 4.66%
Total Liabilities & 
Shareholders' Equity 124,712 163,256  30.91% Earnings Per Share (SAR) 3.25    3.40   4.66%
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swot anaLysis

1   no exposure to securities linked to the sub-prime crisis.

1   First Islamic bank in KSA serving a growing population with an increased appetite for            
Islamic banking services.

1   Solid retail banking franchise with the largest branch and ATM network in the Kingdom.

1   Strong brand equity and a loyal customer base.

1   High profitability and efficiency ratios and good spreads due to low cost of funding.

1   decline in yields affecting the bank’s margins. 

1   Reduced competitive advantage in a low-interest rate environment.

1   Upward pressure on the cost of funding caused by the depositors’ demand for improved 
returns.

1   liquidity management is a concern due to a lack of Shariah-compliant money market in-
struments.

1   High loans to deposit ratio: With the tightening liquidity in the region, questions arise 
about the bank’s ability to finance its growing loan portfolio.

1   deterioration in asset quality indicators due to fast growth in the loans portfolio coupled 
with currently unfavorable market conditions.

1   Increased competition in Islamic banking from conventional banks offering Islamic prod-
ucts and services.

1   Geo-political risk.

1   Growth in the retail banking sector through the planned opening of an additional 70 
branches in the Kingdom in the coming year.

1   Growing presence outside Saudi Arabia, which already started in Malaysia with 19 branch-
es opened, and plans for another 50 in the next 3 years.

1   Growth in the demand for Islamic banking products and services.

weaknesses

strengths

threats

opportunities
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2008 E 2009 E 2010 E 2011 E 2012 E

Net Income (SAR million) 6,968           7,939           9,431           10,942         12,893         

Number of Shares Outstanding (million) 1,500           1,500           1,500           1,500           1,500           

Earnings per Share (SAR) 4.65             5.29             6.29             7.29             8.60             

Dividends per Share (SAR) 2.50             3.18             4.09             5.11             6.02             

Present Value of Dividends per Share (SAR) 2.23             2.52             2.88             3.21             3.36             

Present Value of Terminal Value (SAR) 74.67           

Cost of Equity 12.34%

Terminal Growth Rate 7.50%

Fair Value (SAR) 88.87           

DDM yields a fair value of SAR 88.87

vaLuation

dividend discount modeL

The dividend discount Model (ddM) used for the valuation of Al Rajhi was based on a five-year 
earnings forecast period and has yielded an intrinsic value of SAR 88.87 per share. The ddM was 
based on a risk-free rate of 3.61%, a risk premium of 8.73% and a beta of 1.096, resulting in a cost of 
equity of 12.34% using the Capital Asset Pricing Model (CAPM). We forecasted a perpetual growth 
rate of 7.5% per annum from 2013 onwards.

Table 7: dividend discount Model

Source: Audi Saudi Arabia estimates

reLative vaLuation

1 Local peers

In our local peer valuation analysis, we applied a premium of 14% for Al Rajhi, an average premium 
of the past five years. This premium is due to the bank’s strong Islamic franchise and high profitabil-
ity. This valuation produced a fair value of SAR 53.86.

Table 8: local Peer Valuation

Source: Banks’ financial statements and Audi Saudi Arabia estimates

Type PE 08 (E) Trailing PE PB ROAE ROAA

Al Rajhi Islamic 11.61       12.13           3.16         29.46% 5.61%

SAMBA Conventional 9.70         9.47             2.34         28.90% 3.45%

Riyad Bank Conventional 11.26       10.75           1.21         23.92% 2.80%

Banque Saudi Fransi Conventional 9.22         9.04             2.10         26.26% 3.02%

Saudi British Bank Conventional 9.85         9.91             2.69         26.29% 2.97%

Arab National Bank Conventional 7.78         7.77             1.62         26.60% 2.85%

Saudi Hollandi Bank Conventional 9.06         11.95           1.81         9.96% 0.90%

Al Jazira Bank Islamic 12.85       8.72             0.87         17.82% 4.32%

Average 10.17       9.97             1.97         23.65% 3.24%
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1 Regional peers

Based on our regional Islamic peer valuation analysis, we obtained a fair value of SAR 43.34.

Table 9: Regional Islamic Peer Valuation

Source: Banks’ financial statements and Audi Saudi Arabia estimates

Based on the comparative valuation methodology, we valued the bank on an equal basis with other 
local banks, as well as major Islamic regional peers. Their average PE ratios for 2008 are estimated 
at 10.17 and 9.32 respectively. On this basis, we derived a fair value of SAR 48.60 for Al Rajhi, the 
average of SAR 53.86 derived from the local peer valuation and SAR 43.34 derived from the regional 
Islamic peer valuation.

fair vaLue

We initiate our coverage on Al Rajhi Bank with a Buy recommendation based on a fair value of SAR 
78.80 per share, offering an upside potential of 45.93% to the current market price of SAR 54. We 
arrived at our valuation by assigning a weight of 75% to the dividend discount model and a weight 
of 25% to the comparative valuation method. This allocation is attributed to the different dynamics 
of the banking industry in the GCC countries especially between KSA and UAE.

Table 10: Combination of Valuation Methodologies

Source: Audi Saudi Arabia estimates

Relative valuation yields a fair value 
of SAR 48.60

Country PE 08 (E) Trailing PE PB ROAE ROAA

Al Rajhi KSA 11.61       12.13           3.16         29.46% 5.61%

Kuwait Finance House Kuwait 11.28       10.71           2.03         24.51% 3.64%

Boubyan Bank Kuwait 18.22       20.14           3.73         14.28% 2.97%

Dubai Islamic Bank UAE 3.48         3.65             1.09         25.66% 3.38%

Abu Dhabi Islamic Bank UAE 5.69         6.42             1.01         18.75% 1.91%

Sharjah Islamic Bank UAE 7.19         8.07             0.79         13.92% 3.26%

Qatar Islamic Bank Qatar 7.79         8.31             2.08         28.26% 6.93%

Average 9.32         9.92             1.98         22.12% 3.96%

Methodology Fair Value (SAR) Valuation Weight Al Rajhi's Final Fair Value

DDM Valuation 88.87                              75%

Comparative Valuation 48.60                              25%
SAR 78.80
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financiaL statements

baLance sheet

Source: Bank’s financial statements and Audi Saudi Arabia estimates

(SAR million) 2007 2008 E 2009 E 2010 E 2011 E 2012 E

 

Cash and Precious Metals 3,486        6,334         7,993         5,572         6,360        7,208        

Balances with SAMA 9,655        11,499       10,277       15,417       17,543      19,821      

Due from Banks 791          1,835         2,580         2,971         3,392        3,845        

Net Total Investments 104,875    143,126     164,828      188,171      211,042    237,088     

Net Customer Current Debit Accounts 910          1,110         1,310         1,510         1,710        1,910        

Net Property & Equipment 2,591        3,213         3,952         4,782         5,738        6,828        

Net Other Assets 2,578        3,738         4,673         5,374         6,180        7,106        

Total Assets 124,886    170,854     195,612      223,796      251,964    283,807     

 

Customer Deposits 89,725      122,330     143,329      165,062      188,431    213,593     

Due to Banks 2,593        5,366         5,228         5,309         3,630        3,177        

Syndicated Murabaha Financing from Banks 1,875        1,875         -            -            -           -           

Other Customer Accounts 3,031        4,709         5,423         6,191         6,943        7,800        

Other Liabilities 4,056        5,725         6,593         7,527         8,442        9,484        

Total Liabilities 101,280    140,004     160,572      184,089      207,446    234,054     

Share Capital 13,500      15,000       15,000       15,000       15,000      15,000      

Statutory Reserve 7,096        8,838         10,823       13,181       15,000      15,000      

General Reserve 198          450           700            950            1,200        1,400        

Retained Earnings 1,588        2,812         3,753         4,446         5,659        9,327        

Proposed Gross Dividends 1,224        3,750         4,764         6,130         7,659        9,025        

Total Shareholders' Equity 23,606      30,850       35,040       39,707       44,519      49,753      

Total Liabilities & Shareholders' Equity 124,886    170,854     195,612      223,796      251,964    283,807     
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income statement

Source: Bank’s financial statements and Audi Saudi Arabia estimates

key ratios

Source: Bank’s financial statements and Audi Saudi Arabia estimates

(SAR million) 2007 2008 E 2009 E 2010 E 2011 E 2012 E

Total Income from Investments 8,583 9,297      10,564    12,606  14,479  17,718   

Income Paid to Customers and Banks on Time Investments 752 606        586        824       868      1,865     

Income Paid on Syndicated Murabaha Financing from Banks 110 110        40          -       -       -        

Net Income from Investments 7,722 8,581 9,938 11,782 13,611 15,853

Mudaraba Fees 71 82          94          108       124      143       

Net Fees from Banking Services 981 1,207      1,299      1,456    1,673    1,953     

Net Exchange Income 471 563        674        805       963      1,152     

Other Operating Income 77 86          95          104       113      122       

Total Operating Income 9,322    10,518 12,099 14,255 16,484 19,222

Salaries and Employee Related Bene�ts 1,451 1,749 2,081 2,455 2,869 3,321

Rent and Premises Related Expenses 118 132 145 156 167 177

Impairment Charge for Investments and Other 443 676 795 927 1,060 1,215

Depreciation and Amortization 288 357 439 532 638 759

Other General and Administrative Expenses 568 633 696 752 805 854

Board of Directors' Remuneration 3 3 3 3 3 3

Total Operating Expenses 2,871 3,550 4,159 4,824 5,542 6,329

Net Income 6,451 6,968 7,939 9,431 10,942 12,893

2007 2008 E 2009 E 2010 E 2011 E 2012 E

Net Total Investments 17.10% 36.47% 15.16% 14.16% 12.15% 12.34%

Total Assets 18.70% 36.81% 14.49% 14.41% 12.59% 12.64%

Customer Deposits 22.24% 36.34% 17.17% 15.16% 14.16% 13.35%

Total Liabilities 19.11% 38.23% 14.69% 14.65% 12.69% 12.83%

Total Equity 16.98% 30.69% 13.58% 13.32% 12.12% 11.76%

Net Income from Investments 13.13% 11.12% 15.81% 18.56% 15.52% 16.47%

Net Fees from Banking Services -37.24% 22.99% 7.62% 12.09% 14.93% 16.72%

Total Operating Income -1.98% 12.83% 15.03% 17.82% 15.64% 16.61%

Net Income -11.65% 8.02% 13.94% 18.79% 16.02% 17.84%

Impairment Charge to Gross Total Investments 0.42% 0.47% 0.48% 0.49% 0.50% 0.51%

ROAA 5.61% 4.71% 4.33% 4.50% 4.60% 4.81%

ROAE 29.47% 25.59% 24.10% 25.23% 25.98% 27.35%

Net Total Investments to Customer Deposits 116.88% 117.00% 115.00% 114.00% 112.00% 111.00%

Cost/Income 30.80% 33.75% 34.38% 33.84% 33.62% 32.92%

Total Equity/Total Assets 18.90% 18.06% 17.91% 17.74% 17.67% 17.53%

Liquidity

E�ciency

Capital Adequacy

Balance Sheet Growth

Income Statement Growth 

Asset Quality

Pro�tability
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appendix

In order to become familiar with Islamic banking, it is important to understand some key terms:

Installment sale

In an installment sale, a bank can buy and resell houses, furniture, machinery, raw materials, busi-
ness inventory or tools, and earn a profit. The price of goods sold on an installment basis is calcu-
lated using a “mark-up” scheme. The repayment period varies depending on the good that has been 
sold and ranges from one year to the useful life of the good, usually five years.

Murabaha

Murabaha means purchase and resale. Instead of lending money, the capital provider purchases the 
desired commodity (for which the loan would have been taken out) from a third party and resells 
it at a predetermined higher price to the capital user. By paying the higher price by installments, 
the user of capital has effectively obtained credit without paying interest. There are two types of 
Murabaha sale:

•   Murabaha to the purchase order: when the resale price is pre-agreed upon between the capital 
provider and the capital user.

•  normal or spot Murabaha: when the capital provider purchases the goods and makes them avail-
able for sale without any prior promise from a customer to purchase them.

Istisnaa

Istisnaa is a contract of sale of specified goods to be manufactured, with an obligation on the manu-
facturer to deliver them upon completion. It is a condition in Istisnaa that the seller provides either 
the raw material or the cost of manufacturing the goods.

Mudaraba

A Mudaraba is an investment partnership between the bank that contributes the capital and the 
entrepreneur (the mudarib) who contributes his personal efforts to carry out business projects. The 
profit is distributed based on a pre-agreed profit sharing ratio, but the loss, if any, is borne by the 
capital provider, unless the loss has been the result of negligence or violation of the contract terms 
by the mudarib.

Musharaka

Musharaka refers to a partnership or joint venture for a specific business, under which the Islamic 
bank provides funds that are combined with the funds of other parties. All providers of capital are 
entitled to share profits according to a stipulated ratio but the losses, if any, are borne by the part-
ners in proportion to their capital contribution.

Ijara

Ijara is a form of leasing in which the Islamic bank purchases or constructs the asset (whether a 
building, equipment or other facility) and leases it to the customer, instead of lending money and 
earning interest. There is a specific type of Ijara called “Ijara wa iqtina” which includes a promise by 
the bank (the lessor) to transfer the ownership of the leased property to the lessee either at the end 
of the lease or by stages during the term of the contract.

Zakat

Zakat is a tax that is prescribed by Islam on all persons having wealth above an exemption limit.
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fair vaLue definition

recommendation guide

address

discLaimer

It is an unbiased estimate of the 12-month potential market price of the stock

buy: Upside potential in share price is more than 30%

accumuLate: Upside potential in share price is between 10 and 30%

hoLd: Upside or downside potential in share price less than 10%

reduce: downside potential in share price is between 10 and 30%

seLL: downside potential in share price is more than 30%
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