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Raising TP to SAR 57.80; signs of economic recovery underway amid easing 
restrictions

We raise our TP for Al Rajhi Bank (Al Rajhi) to SAR 57.80 from SAR 51.90, as 
the easing of restrictions boosts economic recovery. Even though the impact of 
COVID-19 has not completely played out, the easing of restrictions has improved 
the overall economic scenario, which has led to the banking retail sector growing 
at levels close to pre-COVID levels. We update our EPS estimates for FY20 to 
SAR 3.79 from SAR 3.67 by factoring in the positive impact of signs of rebound 
in economic activity. We maintain our “Neutral” rating on the stock, with a revised 
TP of SAR 57.80. 

FY20 EPS raised marginally to reflect lower provisions, rebound in economic 
activity: Following Q2-20 results, we increase our EPS estimates for FY20 to SAR 
3.79 from SAR 3.67, as the impact of provisions on FY20 earnings could be lower 
than anticipated. Earnings for the quarter were above expectations while net financing 
and investment income was broadly in line. Al Rajhi posted earnings of SAR 2.4bn 
(-3.9% Y/Y, 2.4% Q/Q). Net financing and investment income stood at SAR 3.97bn 
(-2.3% Y/Y, -3.5% Q/Q), in line with our expectation of SAR 3.92bn, on account of SAR 
274.9bn loans (15.3% Y/Y, 5.2% Q/Q), representing an addition of SAR 13.5bn. The 
increase was attributed mainly to the retail sector, which increased SAR 11.9bn to SAR 
208.7bn. The Murabaha rate/lending rate came in marginally below our expectations. 
The improvement in economic activity amid easing of restrictions positively affected 
the company’s results. 

Deposit growth remains solid despite lockdown during Q2-20: Total SAMA 
deposits grew 9.0% Y/Y in Q2-20. Al Rajhi deposits also witnessed strong growth 
in Q2-20, increasing by SAR 19.0bn Q/Q to SAR 334.7bn (11.3% Y/Y, 6.0% Q/Q), 
3.1% higher than our estimate of SAR 324.6bn. The increase was driven by demand 
deposits, which rose SAR 22.4bn to SAR 313.6bn. Time deposits declined SAR 5.3bn 
to SAR 13.3bn. As deposit growth marginally outpaced loan growth, the ADR ratio fell 
to 82.2% from 82.8% in Q1-20. We expect deposit growth to remain strong for the 
remainder of the year.

Impairment charges lower than expected; increase in provisioning likely in H2-20: 
The company posted operating expenses of SAR 2.09bn (4.9% Y/Y, -9.6% Q/Q) in 
Q2-20, 16.9% below expectation. The company ascribed the Y/Y increase to higher 
depreciation, rise in employee salaries and related benefits, and higher impairment 
charges. Al rajhi posted impairment charges of SAR 458mn (18.8% Y/Y, -33.9% 
Q/Q) compared to our estimate of SAR 773.9mn, which was the main reason for the 
deviation from our estimates at the net income level. We expect provisions to remain 
high in H2-20.   

AJC view and valuation: We believe the changes in mortgage law place Alrajhi in a 
favorable position, given its retail-heavy portfolio. However, SAMA’s discount rate cut 
would hit the bank’s top and bottom lines. Even though the impairment charges were 
lower than our estimate in Q2-20, we expect provisioning to remain high in H2-20, 
which could adversely affect the company’s bottom line in the near term. We view 
the withholding of dividend as a precautionary measure, with a possibility of dividend 
payment during the later half of the year based on how the situation evolves. We 
revise our EPS estimate to SAR 3.79 from SAR 3.67 for FY20 to factor in the positive 
impact of economic recovery amid the easing of restrictions.

We value Al Rajhi on 70% weight for DCF (3.0% terminal growth and 9.1% ROE), and 
30% weight for PB/ROE based relative valuation. These yield a TP of SAR 57.8/share, 
implying a 1.9% downside from the current levels. The stock is currently trading at a 
P/E of 15.5x based on our FY20 EPS estimate. We maintain our “Neutral” rating with 
a revised TP of SAR 57.8 on this stock with a cautious view for the near term Source: Company reports, Aljazira Capital, Bloomberg 

Key Financials
SARmn 
(unless specified) FY19 FY20E FY21E

Net financing & 
investment income

             
16,428 

             
15,590 

             
16,547 

Growth % 13.4% -5.1% 6.1%

Net Profit 10,158 9,478 10,561

Growth % 169.6% -6.7% 11.4%
EPS 4.06 3.79 4.22
Source: Company reports, Aljazira Capital

Key Ratios
FY19 FY20E FY21E

NIMs 3.4% 3.0% 3.0%
Operating Margin 67% 65% 69%
P/E 14.8x 15.5x 13.9x
P/B 2.94x 2.71x 2.52x
Dividend Yield 5.0% 2.9% 5.4%
ROA 2.6% 2.4% 2.6%
ROE 19.8% 17.4% 18.1%
Gross loan growth 7% 6% 5%

Key Market Data 
Market Cap( SAR bn) 147.5
YTD% -9.9%
52 week (High)/(Low) 70.2/51.0
Share Outstanding (mn) 2,500.0
Source: Company reports, Aljazira Capital

Price Performance
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 Key Financial Data
Amount in SAR mn, unless otherwise specified FY17 FY18 FY19 FY20F FY21F FY22F

 Income statement 
 Gross financing and investments income   12,581  14,994  16,963  16,117  17,101  18,754 
 Y/Y 7.1% 19.2% 13.1% -5.0% 6.1% 9.7%
 Return on customers’ time investments  (552)  (507)  (535)  (527)  (555)  (599)
 Net financing and investments income   12,029  14,487  16,428  15,590  16,547  18,155 
 Fee from banking services, net   2,697  1,867  1,987  2,163  2,294  2,391 
 Exchange income, net  842  756  774  828  852  901 
 Other operating income  336  210  295  271  283  268 
 Total operating income  15,905  17,320  19,484  18,852  19,976  21,716 
 Impairment charge for financing  (1,548)  (1,531)  (1,772)  (2,081)  (1,659)  (1,576)
 Other operating expenses  (5,237)  (5,652)  (6,386)  (6,239)  (6,583)  (7,146)
 Operating Profit  9,121  10,136  11,326  10,531  11,735  12,994 
 Y/Y 12.2% 11.1% 11.7% -7.0% 11.4% 10.7%
 Zakat  -    (6,368)  (1,168)  (1,053)  (1,173)  (1,299)
 Net income  9,121  3,768  10,158  9,478  10,561  11,694 
 Y/Y 12.2% -58.7% 169.6% -6.7% 11.4% 10.7%
 Balance sheet 
 Assets 
 Cash and balances with SAMA  48,407  43,246  39,294  30,882  30,736  28,335 
 Due from banks and other financial institutions   10,710  32,388  32,058  33,332  34,290  35,715 
 Financing, net  233,536  231,758  249,683  264,519  277,083  293,999 
 Investments, net   36,276  43,063  46,843  49,184  51,100  53,757 
 Investment Property   1,314  1,298  1,384  1,331  1,331  1,331 
 Property and equipment, net  7,858  8,649  10,407  11,841  13,548  15,326 
 Other assets, net   5,015  3,629  4,418  5,125  5,158  5,422 
 Total assets   343,116  364,031  384,087  396,214  413,247  433,885 
 Liabilities & owners' equity 
 Due to banks and other financial institutions   5,523  7,290  2,220  5,700  5,599  4,889 
 Customers’ deposits   273,056  293,909  312,406  328,019  340,801  358,522 
 Other liabilities   8,787  14,526  18,269  8,135  8,384  8,748 
 Share capital   16,250  16,250  25,000  25,000  25,000  25,000 
 Statutory reserve   16,250  16,250  21,790  21,790  21,790  21,790 
 Other reserves   5,282  (350)  (216)  (216)  (216)  (216)
 Retained earnings   13,907  12,499  868  6,081  8,721  11,645 
 Proposed gross dividends   4,063  3,656  3,750  1,706  3,168  3,508 
 Total shareholders’ equity   55,751  48,306  51,192  54,360  58,463  61,727 
 Total equity & liabilities   343,116  364,031  384,087  396,214  413,247  433,885 
 Key fundamental ratios 
 Capital Ratios 
 Equity/ Total Assets 16% 13% 13% 14% 14% 14%
 Cash Dividends Paid & Declared/ Net Income 45% 97% 37% 18% 30% 30%
 Net Income - Cash Dividends/ Total Equity 9% 0% 13% 14% 13% 13%
 Profitability Ratios 
 NIMs 1.4% 3.0% 3.4% 3.0% 3.0% 3.1%
 Return On Assets (ROA) 2.7% 1.0% 2.6% 2.4% 2.6% 2.7%
 Return On Equity (ROE) 16.4% 7.8% 19.8% 17.4% 18.1% 18.9%
 ROE/ROA (Leverage Ratio) (X) 6.2x 7.5x 7.5x 7.3x 7.1x 7.0x
 Asset Quality Ratios 
 NPL ratio 0.7% 0.9% 0.9% 0.9% 0.9% 0.9%
 NPL Coverage 314% 342% 303% 283% 259% 230%
 Funding Ratios 
 Loans/ Customer Deposits 88.2% 82.3% 82.9% 83.5% 84.0% 84.5%
 Liquid Assets / Total Assets 95.9% 96.3% 95.8% 95.4% 95.2% 94.9%
 Net Loans / Tot Assets 68.1% 63.7% 65.0% 66.8% 67.1% 67.8%
 Market/valuation ratios 
 Dividend Yield  2.6% 4.9% 5.0% 2.9% 5.4% 6.0%
 Book Value Per Share (BVPS)  22.3  19.3  20.5  21.7  23.4  24.7 
 Market Capitalization(in SAR Mn)  157,725  142,250  150,500  147,250  147,250  147,250 
 PE (x) 11.2x 24.5x 14.8x 15.5x 13.9x 12.6x
 PB (x) 2.8x 2.9x 2.9x 2.7x 2.5x 2.4x

 Source: Company financials, AlJazira research
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Disclaimer 

AlJazira Capital, the investment arm of Bank AlJazira, is a Shariaa Compliant Saudi Closed Joint Stock company and 
operating under the regulatory supervision of the Capital Market Authority. AlJazira Capital is licensed to conduct 
securities business in all securities business as authorized by CMA, including dealing, managing, arranging, advisory, 
and custody. AlJazira Capital is the continuation of a long success story in the Saudi Tadawul market, having occupied 
the market leadership position for several years. With an objective to maintain its market leadership position, AlJazira 
Capital is expanding its brokerage capabilities to offer further value-added services, brokerage across MENA and 
International markets, as well as offering a full suite of securities business. 

1. Overweight: This rating implies that the stock is currently trading at a discount to its 12 months price target. 
Stocks rated “Overweight” will typically provide an upside potential of over 10% from the current price levels 
over next twelve months.

2. Underweight: This rating implies that the stock is currently trading at a premium to its 12 months price target. 
Stocks rated “Underweight” would typically decline by over 10% from the current price levels over next twelve 
months.

3. Neutral: The rating implies that the stock is trading in the proximate range of its 12 months price target. Stocks 
rated “Neutral” is expected to stagnate within +/- 10% range from the current price levels over next twelve 
months. 

4. Suspension of rating or rating on hold (SR/RH): This basically implies suspension of a rating pending further 
analysis of a material change in the fundamentals of the company. 

The purpose of producing this report is to present a general view on the company/economic sector/economic subject under research, and not to recommend a buy/sell/hold for 
any security or any other assets. Based on that, this report does not take into consideration the specific financial position of every investor and/or his/her risk appetite in relation 
to investing in the security or any other assets, and hence, may not be suitable for all clients depending on their financial position and their ability and willingness to undertake 
risks. It is advised that every potential investor seek professional advice from several sources concerning investment decision and should study the impact of such decisions on 
his/her financial/legal/tax position and other concerns before getting into such investments or liquidate them partially or fully. The market of stocks, bonds, macroeconomic or 
microeconomic variables are of a volatile nature and could witness sudden changes without any prior warning, therefore, the investor in securities or other assets might face 
some unexpected risks and fluctuations. All the information, views and expectations and fair values or target prices contained in this report have been compiled or arrived at by 
Al-Jazira Capital from sources believed to be reliable, but Al-Jazira Capital has not independently verified the contents obtained from these sources and such information may be 
condensed or incomplete. Accordingly, no representation or warranty, express or implied, is made as to, and no reliance should be placed on the fairness, accuracy, completeness 
or correctness of the information and opinions contained in this report. Al-Jazira Capital shall not be liable for any loss as that may arise from the use of this report or its contents 
or otherwise arising in connection therewith. The past performance of any investment is not an indicator of future performance. Any financial projections, fair value estimates or 
price targets and statements regarding future prospects contained in this document may not be realized. The value of the security or any other assets or the return from them might 
increase or decrease. Any change in currency rates may have a positive or negative impact on the value/return on the stock or securities mentioned in the report. The investor might 
get an amount less than the amount invested in some cases. Some stocks or securities maybe, by nature, of low volume/trades or may become like that unexpectedly in special 
circumstances and this might increase the risk on the investor. Some fees might be levied on some investments in securities. This report has been written by professional employees 
in Al-Jazira Capital, and they undertake that neither them, nor their wives or children hold positions directly in any listed shares or securities contained in this report during the 
time of publication of this report, however, The authors and/or their wives/children of this document may own securities in funds open to the public that invest in the securities 
mentioned in this document as part of a diversified portfolio over which they have no discretion. This report has been produced independently and separately by the Research 
Division at Al-Jazira Capital and no party (in-house or outside) who might have interest whether direct or indirect have seen the contents of this report before its publishing, except 
for those whom corporate positions allow them to do so, and/or third-party persons/institutions who signed a non-disclosure agreement with Al-Jazira Capital. Funds managed 
by Al-Jazira Capital and its subsidiaries for third parties may own the securities that are the subject of this document. Al-Jazira Capital or its subsidiaries may own securities in one 
or more of the aforementioned companies, and/or indirectly through funds managed by third parties. The Investment Banking division of Al-Jazira Capital maybe in the process 
of soliciting or executing fee earning mandates for companies that is either the subject of this document or is mentioned in this document. One or more of Al-Jazira Capital board 
members or executive managers could be also a board member or member of the executive management at the company or companies mentioned in this report, or their associated 
companies. No part of this report may be reproduced whether inside or outside the Kingdom of Saudi Arabia without the written permission of Al-Jazira Capital. Persons who 
receive this report should make themselves aware, of and adhere to, any such restrictions. By accepting this report, the recipient agrees to be bound by the foregoing limitations.
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