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Saudi National Bank

Saudi National Bank (SNB) came into
existence from 1st April 2021 following the
merger of National Commercial Bank and
Samba financial group. The merger has
resulted in the creation of the third-largest
bank in the GCC region in assets base after
Qatar National Bank and First Abu Dhabi
Bank.

The National Commercial Bank was
established in 1953 and enjoyed the
leadership position among Saudi Banks with
a strong franchise in the corporate and retail
banking segments. Samba Financial Group
was established in 1955 under Citibank’s
name. In 1999, the institution was merged
with United Saudi Bank. The need to create
a stronger consolidated institution led to the
merger between National Commercial Bank
(NCB) and Samba financial group. SNB, the
combined entity, is the largest institutional

and specialized lender in Saudi Arabia.

Both  NCB and Samba’s asset base is
primarily concentrated in Saudi Arabia.
National Commercial Bank's revenues in
2020 were predominantly from Saudi Arabia,
which accounted for 89% of the bank's
total revenue during the year. The bank has
sizeable presence in markets such as Turkey
and Bahrain, which accounted for 7% and 3%
of the bank’s revenue in 2020 respectively.
Samba Financial Group's revenue also stems
predominantly from Saudi Arabia (more than
95%) as last disclosed in 2019.
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Why do we like SNB?

Market leadership

SNB is the largest bank in Saudi Arabia based by banking assets and has a well-diversified presence

in both corporate and retail segments

»  #1 in Total Assets, Financing and Customer Deposits

»  #2 in number of branches, ATMs and POS machines in KSA

»  #1 in Corporate Banking Assets in KSA

»  #2in Retail Banking Assets in KSA

SNB held a 32.4% market share in total assets, 29.6% share in Net Loans and a 31.6% share in
Customer Deposits among all listed domestic banks at the end of 2020. Being the largest bank

in the country gives SNB an advantage in terms of cost of funding. With a larger customer base

spanning across geographies, SNB would be able to benefit from scale and have opportunities to

cross-sell a wide variety of products to existing customers.

SNB's stream of revenues is well diversified between Retail, Corporate and Treasury segments.
Revenues from Retail segment grew at a substantially higher pace than that of the corporate
segment in 2020 due to the higher uptake of Mortgage loans, driven by the national housing program.
Performance of the corporate segment was dented by the effect of COVID-19. The revenue share
within various segments for 2020 based on consolidated financials of NCB and Samba was as

follows:

» Retail - 39.7%

» Treasury — 26.4%

» Corporate — 23.2%

»  International Banking — 5.2%

»  Capital Markets — 3.7%

» Investment Banking — 1.8%
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The recent merger between NCB and Samba Financial Group further consolidates the position of
SNB as the leading corporate bank in KSA while also edging closer to Al Rajhi Bank in terms of retail
presence. SNB's corporate assets as of 2020 consolidated financials are more than twice that of the
second largest corporate bank (Riyadh Bank) in the country. In terms of Retail banking assets, SNB

is second only to Al Rajhi Bank. Together, both banks have an aggregate market share of more than

60% of total retail banking assets among listed domestic banks. As SNB is well-diversified, it is better

\ Positioned to absorb macroeconomic or policy shocks that could be specific to different segments.

Fundamentals

SNB's fundamentals remain intact despite encountering operating challenges in recent years from
the COVID-19 pandemic during 2020 and the Oil price slump in 2014-15. Post-merger, SNB is well

capitalized and has a well-balanced risk profile. S&P has affirmed a long-term credit rating of ‘A~
to the bank, which is on par with the Sovereign rating for Saudi Arabia. The aggregate revenues of
NCB and Samba grew by 6.5% in 2020 compared to the previous year, which was higher than the
industry average of 3.8%. In terms of profitability, SNB's net income grew at 1.7% in 2020 compared
to 2019. CAGR of aggregate net income between 2015 and 2020 stood at 1.8% as Samba financial
group’s performance was a drag on the overall performance. However, it was still better than industry
average of -3.6% during the period. Notably, Al Rajhi Bank’s net income during the same period grew

at 8.2% per annum. Growth in customer deposits during the past five years was better than industry

average for NCB but not for Samba. On an aggregate level, SNB's customer deposits grew by 4.8%
between 2015 and 2020, fairly in line with the industry average of 4.7%. Al Rajhi's customer deposits
grew at a much more rapid pace of 8.4% during the same period as it was more retail-focused. The
case was similar for credit growth, where the growth in SNB's net loans was in line with the industry
average between 2015 and 2020. The asset quality of NCB remained intact despite high corporate
exposure. NCB's Non-performing loans ratio stood at 1.72% in 2020, which was lower than 1.84%
witnessed in 2019. The bank's overall NPL ratio reduced despite heavy corporate exposure. Al Rajhi
Bank and Alinma Bank were the only banks with lesser NPL to total loan ratio for 2020 among Saudi

Banks, with 1.07% and 1.31% respectively. Samba Financial Group’s NPL to total loan ratio was a tad

\ higher at 2.03% in 2020. Samba and NCB have been managed to stay efficient from a cost to income

\
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perspective during the past five years. Samba Financial Group, Al Rajhi Bank and NCB were the top
3 banks in terms of 5-year average efficiency ratio’ at 34.1%, 36.3% and 37.5% respectively in 2020.
NCB and Samba are expected to cut costs further after the merger completion. Government of Saudi
Arabia owns more than 50% of the bank’s shares indirectly through its sovereign wealth fund (Public

Investment Fund), Saudi Public Pension Agency, and the General Organisation for Social Insurance.

The high level of government ownership provides more stability to the bank, brings in public sector

\ deposits and increases its capacity to absorb macro shocks.

Shareholder wealth

; NCB's annualized total shareholder return between 2014 and 2020 stood at 7.1%. During the same
I period, Samba Financial Group’s annualized total return stood at 8.7%. Both banks have outperformed
: the broader Tadawul Index. However, among listed banks, Al Rajhi Bank and Riyadh Bank have
I outperformed NCB during the same period with annualized total returns of 11.6% and 9.5%. Both
: NCB and Samba Financial Group have a history a paying dividends consistently. The value of USD 1
: invested in NCB and Samba at the end of 2013 would amount to USD 1.61 and USD 1.80 respectively

\ attheend of 2020.
\

" Non-Interest Expense/(Total Revenue - Interest Expense)
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Key risks one should be mindful of

Economic conditions remain a key risk for all Saudi
Arabia Banks. Due to the high dependence on oil,
business cycles are highly reliant on their prices. When
prices are down, the overall economy tends to grow at a
sluggish pace, which could have a profound impact on
the corporate sector. With SNB holding a large portion
of its total assets in the corporate side, there would be
a more pronounced effect on profitability and asset
quality compared to banks that are more retail-focused
if oil prices are lower. High government ownership
carries the risk of the bank working predominantly
for towards the government's goals and vision rather
than the sole purpose of profit-making, which could
affect the interests of minority shareholders. Samba's
profitability witnessed a dip in 2018 and didn't return to
levels earlier levels. NCB and Al Rajhi are the only Saudi
banks to have an average ROE of more than 15% in the
past five years. The merger of NCB with Samba could
affect the profitability of the combined entity in the
short term. As per the bank, cost and revenue synergies
are expected to kick-in after the merger. However, there
is always an inherent risk attached to large mergers
where the expected synergies do not work out. Al Rajhi
Bank has shown better organic growth in recent years

due to its predominant retail focus.
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Possible Future Scenarios

The merger between National Commercial
Bank and Samba financial group to create a
national championis expected to boost NCB's
corporate presence significantly with the
combined entity (Saudi National Bank) being
well capitalized and having a more balanced
risk profile. Once market conditions rebound
from the impact of COVID-19, better lending
opportunities are expected to emerge and
provide SNB the impetus to improve revenue
generation. NCB expects significant cost and
revenue synergies from the merger. As with
any merger, there is a risk of the synergies not
working out as expected. As there has been
a consolidation wave in the banking sector
due to the impact of COVID-19 on bank
profitability, there is a risk of Al Rajhi Bank
acquiring a more corporate focused bank to
improve its scale and corporate presence.
In that case, the entity could possibly pose a
challenge to Saudi National Bank in terms of
presence. In its absence, SNB being a bigger
bank could possibly enjoy lower cost of

funding and allocate more resources towards

digitization, thereby consolidating its position

as one of the leading banks in the GCC.
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NCB Key Financials & Ratios

Income Statement (in SAR Millions) 2018

Net Interest Income 13,550 13,661 15,123 16,382 16,300
Loan Loss Provision 1,931 1,893 1,430 1,420 1,951
Non-Interest Income 6,021 5,767 4,845 5,179 6,437
Non-Interest Expense -8,223 -7,571 -7,708 -7,223 -7,852
Net Income 9,317 9,802 9,594 11,401 11,440

Source: Refinitiv

Balance Sheet (in SAR Millions)

Assets

Gross Loans 259,521 256,035 272,488 289,651 355,500
Total Assets 442,657 444,792 452,177 507,264 599,446
Interest Bearing Deposits 79,172 63,545 60,812 96,169 87,388
Total Equity 58,738 63,041 64,737 68,838 79,410
Total Liabilities & Shareholders' Equity 442,657 444,792 452,177 507,264 599,446

Source: Refinitiv

Key Ratios

Efficiency Ratio (Cost to Income) 42.0% 39.0% 38.6% 33.5% 34.5%
Nonperforming Loans (% of Total Loans) 42% 42% - 1.8% 1.7%
Tier 1 Risk-Adjusted Capital Ratio 16.9% 17.7% - 18.0% 19.3%
Loans/Deposits (End of Period) 70.0% 76.0% 78.0% 75.0% 74.0%
Return on Assets 21% 2.2% 2.4% 2.7% 2.3%
Return on Common Equity 16.5% 16.1% 15.0% 17.1% 14.8%

Source: Refinitiv
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Samba Financial Group Key Financials & Ratios

Income Statement (in SAR Millions)

Net Interest Income 5,382 5,732 6,152 6,377 5,675
Loan Loss Provision 200 287 156 1,103 1,373
Non-Interest Income 2,562 2,331 2,216 2,453 3,949
Non-Interest Expense -2,738 -2,752 -2,663 -3,107 =3}o134!
Net Income 5,003 5,021 3,051 3,984 4,201

Source: Refinitiv

Balance Sheet (in SAR Millions)

Assets

Gross Loans 127,106 119,659 116,319 144,695 159,997
Total Assets 231,489 227,546 229,938 259,528 296,945
Interest Bearing Deposits 164,095 161,655 164,262 174,947 201,285
Total Equity 42,443 44,583 42,213 45,359 47,958
Total Liabilities & Shareholders' Equity 231,489 227,546 229,938 259,528 296,945

Source: Refinitiv

Key Ratios 2016 2017 2018 2019 2020
Efficiency Ratio (Cost to Income) 34.5% 34.1% 31.8% 35.2% 34.6%
Nonperforming Loans (% of Total Loans) 2.5% 2.9% 4.6% - 2.0%
Tier 1 Risk-Adjusted Capital Ratio 21.8% 20.6% 22.1% - 19.2%
Loans/Deposits (End of Period) 68.0% 67.0% 64.0% 72.0% 68.0%
Return on Assets 21% 2.2% 2.4% 1.9% 1.8%
Return on Equity 12.1% 11.5% 12.8% 10.6% 10.5%

Source: Refinitiv
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, @ . OURVISION
\ == ) To be the first choice for obtaining strategic intelligence on the Middle East and North Africa region
\Oo~~"iy///01
OUR MISSION

Serving businesses and institutions with reliable information and intelligence about Middle East and
North Africa needed to catalyze growth, understand the larger environment economies, businesses
and financial markets and provide customized, actionable solutions

OUR FOUNDATION
/A\?O A subsidiary of Markaz: Investment bank and asset management firm with 40+ years of history
( aan \"‘ Markaz commenced its research activities in 2006, which led to establishment of Marmore
\\ @OO in 2010 as research focused firm
- 0__/0 Marmore publishes research reports, provides customized research to suit clients unique

requirements and consulting services Primarily focusses on the GCC region

Business Verticals

/i',:——-“\\g‘
. CUSTOMIZED RESEARCH

Our customized research department caters to unigue requirements of the clients

‘ ° % CONSULTING SERVICES
\ _&_& ) Our GCC focus enables us to provide bespoke consulting services based on clients requirements

/ | % PUBLISHED RESEARCH
\l:l '|| ) We provide GCC focused research on demand or subscription
o

In case of any queries reach out to Enquiry@e-marmore.com
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Disclaimer

This report has been prepared and issued by Marmore MENA Intelligence Ltd (Marmore), a fully owned research subsidiary of Kuwait Financial Centre “Markaz" K.PS.C.
Marmore is a private limited company registered with the Registrar of Companies in India.

This Report is owned by Marmore and is privileged and proprietary and is subject to copyrights. Sale of any copies of this Report is strictly prohibited. This Report cannot be
quoted without the prior written consent of Marmore. Any user after obtaining Marmore's permission to use this Report must clearly mention the source as “Marmore.” The
Report is intended to be circulated for general information only and should not to be construed as an offer to buy or sell or a solicitation of an offer to buy or sell any financial

instruments or to participate in any particular trading strategy in any jurisdiction.

The information and statistical data herein have been obtained from sources we believe to be reliable, but no representation or warranty, expressed or implied, is made
that such information and data is accurate or complete, and therefore should not be relied upon as such. Opinions, interpretations, estimates, and projections in this report
constitute the current judgment of the author as of the date of this Report. They do not necessarily reflect the opinion of Marmore or other identified parties and are subject
to change without prior notice. Marmore does not have an obligation to update, modify, or amend this report or to otherwise notify a reader thereof in the event that any
matter stated herein, or any opinion, projection, forecast, or estimate set forth herein, changes or subsequently becomes inaccurate, or if research on the subject company
is withdrawn.

This Report may not consider the specific investment objectives, financial situation, and the particular needs of any specific person who may receive this report. Investors are
urged to seek financial advice regarding the appropriateness of investing in any security or investment strategy discussed or recommended in this report and to understand
that statements regarding future prospects may not be realized. Investors should note that income from such securities, if any, may fluctuate and that each security’s price
or value may rise or fall. Investors should be able and willing to accept a total or partial loss of their investment. Accordingly, investors may receive back less than originally
invested. Past performance is not necessarily indicative of future performance.

This report may provide the addresses of or contain hyperlinks to websites. Except to the extent to which the report refers to website material of Marmore, Marmore has not
reviewed the linked site and takes no responsibility for the content contained therein. Such address or hyperlink (including addresses or hyperlinks to Marmore's own website
material) is provided solely for your convenience and information, and the content of the linked site does not in any way form part of this document. Accessing such website
or following such link through this report or Marmore's website shall be at your own risk.

For further information, please contact ‘Marmore’ at Email: enquiry@e-marmore.com; Tel: 0091-44-42316217.




