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CY23-Six Key Takeaways

Six major Saudi Banks (SNB, Al Rajhi, RIBL, SABB, BSFR, Alinma) have recently
conducted earnings updates call on CY22 results and shared management
guidance on key business indicators involving earnings, balance sheet and
capital adequacy. Six key highlights from earnings presentation are;

I. NIMs-The average NIMs of the select banks are expected to increase
by 24bp to 3.4% in CY23. Al Rajhi is the only bank which has guided
for the drop in NIMs while he corporate-focused banks expect to see
relatively healthy upick in NIMs.

2. Cost Efficiency: The Cost to Income ratio of six banks is expected
to drop by 90bp in CY23 to 28.9% as per the management guidance.

3. ROE: The weighted average ROE (actual CY22 earnings used as
weight) of six banks is expected to jump by 200bp in CY23

4. Advance Growth: The guidance for advance growth in CY23 stands
at 8.7% based on loans of each bank in CY22 (10% based on simple
average) vs actual loan growth of 15% in CY22.

5. Cost of Risk: Based on simple average, banks expect credit cost
to remain stable in CY23 at 50bp vs 52bp in CY22.

6. Capital Adequacy: Overall banks capital adequacy (measured as
CET, TIER | or CAR) is expected to remain stable in CY23 compared
to CY22. Tier | Bonds/Sukuk has supported banks capacity to raise
total equity besides higher retention of profit in 2022.
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®  CY22-Record high profit

Earnings of listed banks at TASI has jumped to a fresh all time high of
~SAR63bn in 2022, +26% YoY.

AlRajhi and SNB have contributed over 57% of total earnings growth in
2022.

On Quarter on Quarter basis, earnings of listed banks at TASI has
dropped 1.3% to SAR16.3bn.

Performance & Valuation

Al-Rajhi and Alinma’s stock prices have outperformed TASI by
significant margin since the Jan-2020 as other banks struggled to retain
post-COVID era outperformance

Saudi Banks’ valuation as measured by P/BV escalated to over 3x in
2022, implying a 3x Standard Deviation movement. Valuation has
reverted to its long-term average of |.6x with deceleration in earnings
growth and increase in interest rate.
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__________________________________ Banks represent 28% of total foreign investment in TASI
: = Six major Saudi Banks (SNB, AlRajhi, RIBL, SABB, BSFR, Alinma) have : 12
| recently conducted earnings updates call on CY22 results and | R Foretgn Holding (UsDon) iage of OFS shares (RHS) 18%

: shared management guidance on key business indicators involving : 10
| earnings, balance sheet and capital adequacy. | , 16%
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: = Following discussion is based on consolidation of management : . 14%
| guidance on key indicators from earnings presentations. |
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Banking sector carries ~37% weight in Tadawul All Share Index (TASI) Top six banks account for 80% of total loans in banking sector
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| -NIMs Guidance

CY23 NIMs Guidance by Banks (%) « NIMs Outlook-The average NIMs of the select banks are expected to !

BIRICRI e ozl G022 02 R C O NS : increase by 12bp to 3.35% in CY23. The NIMs guidance broadly builds in |
Al Rajhi 42 3.6 34  Drop of 15-25bp : peak Fed Rate of 5.25-5.5% in CY23. I
SNB 29 3.2 3.3  Increase of 5-15bp | . . . . o o
RIBL 28 3 33 Increase of I5-25bp . * The increase is premised on both further rate hike by SAMA, in-line with |
SABB 23 25 31 Minimum of 3.1 | expected rate hike by Fed, and the impact of asset repricing (duration :
BSER 3.0 3 34 Range of 33-35 : mismatch of assets vs liabilities) to reflect rate hikes affected in late 2H. :
Alinma 34 36 40 Increase of 35-45bp : * Just for reference, the weighted average NIMs of the six banks dropped by |
W.A NIMs 3.3 32 3.3 . 10bp YoY in CY22 vs the increase of 374bp in 6M-SAIBOR. Excluding '
“CY22 Net Interest Income used as weight | Alrajhi, W.A NIMs increased by 20bp YoY in CY22. |
Source: Tharaa, Banks’ Presentations -
Funding mix for Saudi banks has undergone a structural shift
. CA s Others e CA %)
2500 70%

T T YV b 60%

| * AlRajhi is the only bank which has guided for a drop in NIMs in CY23 | 2000

| despite the expected increase in SAIBOR. : 0%

| 1500 40%

'« Heavy dependence on relatively higher duration retail loans (mortgage and : 30%

: personal) loans and change in funding mix are the likely explanations for the | 1000 00

| guidance. The NIMs guidance from SNB, another retail-asset heavy bank, and : 500 20%

: RIBL is also muted. I o

| _ ) | 0 0%

| ° In comparison, the corporate-focused banks (SABB, Alinma, BSFR) expect to | g g g g g g g § g g g g g g g g g g g § § § § g §

| see relatively healthy expansion in NIMs in 2023 of 60bp,39bp and 34bp ! FTANINIAIAITAITAIAINIANIAIOSTQS

L respectively. :

————————————————————————————————————— Source: SAMA, Tharaa
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2-Cost Efficiency Ratio (C/I)

CY23 Cost to Income Ratio (%)

C/1 Guidance 2021 2022 2023 1
- : * The Cost to Income ratio (C/l) of six banks is expected to drop by 90bp in |

Al Rajhi 26.9 26.1 26 | CY23 to 28.9% as per the management guidance. |
SNB 32.7 27.7 27 | |
RIBL 34.3 324 33 | * Investment in technology infrastructure and related staffing cost has :
SABB 44.7 37.8 34 : emerged as one of the important drivers of operating cost. |
4. 1 2 , . , : " .

BSFR 34.3 33 3 '+ The drop in C/I ratio will likely contribute to higher profitability of Saudi |
Alinma 354 34.7 32 | banks in CY23 |
W.ACII 32.7 29.8 28.9 L e =Tes o I

*CY22 Net Interest Income used as weight
Source: Tharaa, Banks’ Presentations

Trends in total Operating Expenses (SARbn)

16
52020 2021 L g 2022
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| * Alinma, SABB, and BSFR, the three banks which are guiding for higher NIMs

| expansion and relatively healthy loan growth, expect C/| ratio to see bigger

: improvement in CY22. |
-

N
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AlRajhi
RIBL
SABB
BSFR
Alinma

SNB 2020=NCB+SAMBA,, Source: Tharaa 5
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3-Return on Equity (ROE)

ROE* guidance varies for retailed and corporate-focused banks (%)

50
m2021 2022 m2023

N B BN B BB I I -
2 | * The weighted average ROE (actual CY22 earnings used as |
0 | welght) of six banks is expected to jump by 200bp in CY23 |
15
10
5
0

(mid-point of ROE guidance or minimum guidance), SABB & SNB have
given guidance for ROTE Listed banks’ ROE* has jumped 100bp YoY to 13% in CY22

Source: Banks’ Presentation, Tharaa

Al Rajhi
RIBL
SABB
BSFR
Alinma
Average

e ROE e | everage (RHS)

14% 7.5
_________________________________ ] 13% 7.0
: * Alinma, BSFR and SABB have guided for relatively healthy | 12% 6.5
| expansion in ROE of 330, 280and 250bp to 17, 12 and 14% (mid- : 1% 6.0
: point of ROE guidance or minimum guidance) in CY23 | 10% 55

I

| 9% 5.0
| » Inline with trends expected in NIMs and loan growth in CY23, the : 8% 45
: ROE guidance from Alrajhi, SNB and RIBL is quite muted | - 40
| compared to peers. J| - ¢ 2 X 2 2 = 2 = 8 5 9 '

Source: Tharaa
*Reported Net Income/Average Equity 6
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CY23 Advance Growth Guidance by Banks (%) [—————— e — — -
Advance Growth 2021 2022 2023 Comment | = Advance Growth-The guidance for advance growth in CY23 stands :
Al Rajhi 430 255 55 Mid single digit : at 8.7% based on loans of each bank in CY22 (10% based on simple |
SNB 1.0 10.0 85  High Single digit | average) vs actual loan growth of 15% in CY22. I
. . . |
RIBL 13.0 1.5 10 High Single to low double digit : ) ) ) . |
SABB 90 90 12 Low double digit . * The slow-down in retail loan growth (change in subsidy rules), the |
BSFR 13.0 76 85  High Single Digit | general impact of higher interest rate on loan demand (6M SAIBOR |
. . ' at multi-year high) and the higher base (the stock of loans in Dec-22 |
Alinma 14.0 16.0 5.5 Mid-teens | . . |
W.A 17.8 15.1 8.7 . has grown 63% since Dec-18) are the primary reasons for the |
I I

*CY22 Advances used as weight expected slowdown in momentum of loan growth.

_________________________________ |
Source: Tharaa, Banks’ Presentations -
Growth in mortgage loans has driven overall loan growth since 2018
B Personal Loans B Residential-Retail B Commerce B Manufac B Others
—————————————————————————————————— ] 2,500
: » Once again, the disconnect in guidance between retail and |
| corporate focused banks is quite glaring. : 2,000
I
I
: = Alrajhi penciling mid-single digit loan growth while Alinma and SABB | 1,500
| eyeing mid-double digit to low double-digit loan growth in CY23. : | 000
500
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Source: SAMA, Tharaa
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5-Cost of Risk (CoR)

CY23 CoR Guidance by Banks (bp) r—————— T T T T
CoR Guidance 2021 2022 2023 Comment | ® Cost of Risk (CoR)-Based on simple average, banks expect credit |
Al Raihi " 39 35 30.40 : cost to remain stable in CY23 at 45bp vs 44bp in CY22. |
ajhi -
| I
SNB 60 33 40 30-50 - S .
| = This is one area where high interest rate environment may throw |
RIBL 41 44 50 40-60 | . . . |
SARB 105 24 38 30.45 . oup unexpected negative surprises for banks in CY23. |
| I
BSFR 67 85 S 70-80 | = Cost of risk of retail-focused banks will particularly be in limelight in |
Alinma 102 85 65 60-70 | CcY23 :
W.A 66 44 45 | ' |
*CY22 loans used as weight L _________________________________ |
Source: Tharaa, Banks’ Presentations
6-M SAIBOR has escalated to multi-year high Loan Book Profile of Six Major Banks (CY22)
M Reverse Repo H Repo H 6M SAIBOR " Retel " Comorate
" 100%
16 70% 24%
14 80% 46%
12 70% 65%
0 0% 75% o 75%
8 50%
6 40% 76%
4 30% o
. - = 25% 25%
0 A o o
N O & N O N 0 O O 4 N N < 1 © N 00 OO O «+ N M 10% L
22 A A G g g g g aaqqq 0%
T % 8 8 8 8 8 8 8 8 8 © %8 88O 88 E® ® Al Rajhi SNB RIBL SABB BSFR Alinma
Source: Bloomberg, Tharaa Source: Banks Annual Report, Tharaa
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6-Capital Adequacy

Capital Adequacy- Guidance by Banks (%) e |

Cy23.

Source: Tharaa, Banks’ Presentations

2021 2022 2023 Comment I * Capital Adequacy-Overall banks capital adequacy (measured as CET, |

Al Rajhi 16.4 203 >20 Tier | | TIER I or CAR) is expected to remain stable in CY23 compared to |
. : | I

SNB 18.4 18.3 18-16 Tier | . CY22. |
RIBL 15.8 15.9 >|5 CETI I I
SABB 193 17.7 N/A CET | | = Risk to earnings associated with higher interest rate environment |
BSFR 17.47 16.6 17-18 CET | : (COR, loan gr‘owth) and IIqUIdIt)' (NIMS due to funding mix or :
Alinma 182 198 17-18 CAR | competition among banks) are the two clear risks for banks in |
I I

| I

I I

| I

I I

* The rollout of BASEL IV regulations may have limited implications
for Saudi banks.

Banks Total Equity Trend and Contribution of Tier | Debt

180 mTotal Equity-2021 m Total Equity-2022 @ Tier | % Equity 2021 @Tier | % Equity 2022 19%
160

5%

17%
__________________________________ | 140 ® '
: * Tier | Bonds/Sukuk has supported banks capacity to raise total | 120 15%
equity besides higher retention of profit in 2023 I
: quity besi ig ion of profit i | " PY o .
: * BSFR remains the only bank in the sample which has recorded drop I 80 -
| in total equity.Adjusted for change in Tier | bonds/sukuk, Riyad’s I o
: equity also dropped YoY. : 9%
40
I
I * AlRajhi and Alinma have the highest reliance (16% each) on Tier | | 20 7%
| bonds/sukuk among the six banks :
| -
| I

SNB Al Rajhi RIBL SABB BSFR Alinma
F—_——————_—————————————————————— — —— — ! Source: Banks Annual Reports,Tharaa 9
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CY22 Earnings Highlights

Banks’ earnings has jumped 26% YoY to a new fresh all time high

* Earnings of listed banks at TASI has jumped to a fresh all time high

= Al Rajhi ==m SNB = NCB mmm SAMBA === Riyad )
of ~SAR63bn in 2022, +26% YoY.

I
| !
I

we= SABB Alinma BSFR Others Total | |
: » Continuation of strong asset growth, positive impact of increased |
60 . interest rates (SAIBOR:+490bp in 2022) and normalization of :
| provisioning cost are the three main drivers of earnings growth. |
| !
| !
| !

I

50
40 * AlRajhi and SNB have contributed over 57% of total earnings
30 growth in 2022. I
20
10 QoQ earnings of banks has dropped by a marginal 1.3% in 4Q22
0 18500 “SNB ERJHI =SAMBA ®ERIBL =SABB ~ALINMA  Others
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 ’
Source: Bloomberg, Tharaa 16,500
I: NCB pre-merger data up to Q4 2020, 2: SAMBA pre-merger data up to Q4 2020 14,500
12,500
o . 10,500
|« On Quarter on Quarter basis, earnings of listed banks at TASI has ! 8,500
. dropped 1.3% to SAR16.3bn. | 6,500
4,500
I * The drop in earnings is due to mismatch in timing of repricing of I 2500
| liabilities and assets in response to increase in interest rate hikes in | ,oo
L 4Q22 by SAMA, higher provisioning cost and competition among banks : s
___________________________________ -1,500

Q
4Q
2Q
4Q
2Q
4Q
2Q
4Q
2Q
4Q
2Q
4Q
2Q
4Q
2Q
4Q
2Q
4Q
2Q2
4Q20
2Q21
4Q21
2Q22
4Q22

Source: Bloomberg, Tharaa Financial Center
*Mkt Stock Price as closed in 09-03-2023 10
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Valuation & Performance

Banks’ Performance Relative to TASI Since Jan-2020
* Al-Rajhi and Alinma’s stock prices have outperformed TASI by significant |

margin since the Jan-2020 as other banks struggled to retain post-COVID era :
outperformance |
I
I

AlRajhi SNB RIBL BSFR SABB Alinma

140%
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Saudi Banks’ Valuation (P/BV) has reverted to its LT average
o o o o o o — — — — — — o~ o~ o~ o~ o~ o~ [a2] [a2]
¥ 9 ¢ 8 § 9 9 9 g9 g g8 qg4q4q4qgq g
c = > = o > c = > = [~ % > c < > = o > = =
S f§ 8§28 8 =g 3288 88832828 =8¢ P/BV 0.5x 1.5x 2.5x Average
3.5
L 3.0
Source: Bloomberg, Tharaa Financial Center
2.5
2.0
o Candt Barbe® valiirinn ac manctiend ke PIRY acealarad e coar 2w in | 15
| » Saudi Banks’ valuation as measured by P/BV escalated to over 3x in
| 2022, implying a 3x Standard Deviation movement. Valuation has 1.0
| |
| reverted to its long-term average of |.6x with deceleration in earnings | 0.5
| growth and increase in interest rate. :
e 0.0
< S S DN WO O NN 00 0 000 ) O O = o N N M
A T A U A U T A AN D D SN SRS
c c > = o o = o > B = w C c > = o O = O > =
T32&83g22388s522328382288532

Source: Tharaa Financial Center




Disclaimer

The document has been prepared by Tharra Financial Center (TFC, Tharaa) at Prince Sultan University. The information contained in
this document was obtained from several sources such as Bloomberg, Reuters, SAMA, IMF, IEA, OPEC, Tadawul and other national and
international agencies. Tharra tried its best effort to acquire the data from most reliable sources. However, Tharaa does not guarantee
the accuracy of the data. Therefore, Tharaa makes no representation whether expressed or implied concerning the accuracy and
completeness of any information contained in this report.

The report is not intended to provide personal investment advice nor it gives recommendation to buy or to sell any securities or any
type of investment products. Tharaa shall not be liable for any direct or indirect consequences resulting from the use of the
information in this document.
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