|
t

4

S / -
Hisheesd
Sl 1111771

n
IS

il
SRR

B L)
S "
rrrre .Tu ..24

i RS 5 S
AR

o




!

Alvarez & Marsal Middle East Limited (A&M) is delighted to publish the Q2 ’17 edition of the UAE Banking Pulse (“The Pulse”). In
this quarterly series, we share results from our research examining the largest 10 listed UAE banks (“top 10”), and highlight key
performance indicators of the UAE banking industry. The Pulse aims to help banking executives and board members stay current
on industry trends.

All the data used in this report has been obtained from publicly available sources. The methodology for the calculations is discussed
in the glossary. Calculation of several metrics has been changed from the previous version to accommodate available information.

We hope that you will find the Pulse useful and informative.

Disclaimer:

The information contained in this document is of a general nature and has been obtained from publicly available information plus market insights. The information is not intended to
address the specific circumstances of an individual or institution. There is no guarantee that the information is accurate at the date received by the recipient or that it will be accurate in
the future. All parties should seek appropriate professional advice to analyze their particular situation before acting on any of the information contained herein.
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Pulse: Decline in ROE due to lower non-interest
Income and leverage, offset by an increase in NIM

® improved @ stable @ Worsened

Key Trends This Quarter

Metric
Loans and Advances Growth (QoQ) 2.15% @ -0.30% — —— ——
Size Overall, L&A and deposits
Deposits Growth (QoQ) 3.62% @ -1.03% — * + g — l—o shrank in Q2 °17, despite most
banks growing both
Liquidity Loan-to-Deposit Ratio (LDR) 90.0% @ 90.6% ¢ * < <~— —o
Operating Income Growth (QoQ) 1.03% @ -0.69% ~ ———t—0uy, —— L_ Operating income growth and
: - o ind d due t
Operating Income / Assets 3.62% @ 3.59% ¢ ¢ <& < o L“eirggseeﬁgi&ff,ﬁeregf in%gme
Non-Interest Income / Operating Income 33.5% @ 31.1% ¢ ¢ T
Income & . . —
Ol Yield on Credit (YoC) 5.80% @ 5.94% ~— ¢ v —— - L_ NIM increased, on the back of
Efficiency S N an increase in YoC and LDR,
Cost of Funds (CoF) 1.39% @ 1.44% — - ~— ¢ ¢ reversing previous trend
Net Interest Margin (NIM) 2.45% @ 2.52% — —
. C/I ratio decreased further,
Cost-to-Income Ratio (C/l) 33.1% @ 32.8% — ¢ g P—e continuing previous quarter
> trend
i 0 0, o— ¢ & ¢ —
Risk Coverage Ratio 119% ‘ 113% Risk metrics showed mixed
i 0 0 o= < > * — performance with decline in
Cost of Risk (CoR) 0.99% . 0.98% r\ both coverage ratio and cost
Return on Equity (RoE) 14.4% @ 14.0% — - — Sl
T o ROE and ROA decreased in
SE{i=IYA Return on Assets (RoA) 1.76% @ 1.74% ¢ ¢ —— —s ._e Q217 on the back of a |
. . decrease in both income
Return on Risk-Weighted Assets (RORWA)  2.72% @ 2.31% C— * o & — margins alnd Ieverlage
Capital Capital Adequacy Ratio (CAR) 17.8% @ 18.2% — o — ——
Note 1: QoQ stand for quarter over quarter I l A
N 2: G hinl & ad d d i d QoQ i d of YoY &
ALVAREZ & MARSAL ot s Ouarerly income was used n the catcalaton of operaing neome growth N

Source: Financial statements, Investor presentations, A&M analysis 3



@ Overall, L&A and deposits for the top 10
decreased, despite most banks growing both

L&A Growth QoQ (%)

=== Q217 Av
6 i
: [ _Q u
4 | - R s f the top 10 grew their L&A
S : mira es é ° even o e Op gl’eW elr
3| = i ['_d . — - umm%m market share and six banks grew their
5 Emwv*éﬂé’ v | deposits market share
i R Gained o
1| Gained Financing i ~ Deposits & * DIB, CBD and RAK significantly
0| Ms : Financing MS outgrew the market in both L&A and
------------------------- e e e e e e e e e .
-1 | Lost Deposits & ﬁf&", Gained Deposits deposits
Financing MS B MS
-2 . . » FAB showed the biggest decline in
3 i L&A due to a combination of low
i demand for loans, wind-down of the
-4 i trade finance portfolio and a balance
-5 ] sheet optimization
Jalllupbo el iy 1
6| FAB[ i
-7 ] !
-5 -4 -3 -2 -1 0 1 2 3 4 5
Deposits Growth QoQ (%)
A
ALVAREZ & MARSAL gg:ﬁ:cg:l?:isnt::gizlfgtrartrelzamrléenttss,hlir\(/eestor presentations, A&M analysis AII%I



@ Overall, LDR increased with seven of the top 10
In the green zone

Loans to Deposits Ratio (%) W Q117 Q1’17 Av

A Q217 === Q217Av * LDR of seven of the top
115 10 increased, while two
110 banks decreased and one
105 remained the same

« Seven of the top 10 are in
the green zone

100
95
90

* RAK and ADCB
decreased their liquidity

b3 A and moved out of the
o . FAB( green zone
80 am
75 AD.B(: * Liquidity expected to
ey remain healthy in 2017,
70 particularly for larger
0 50 100 150 200 250 300 350 400 450 500 550 600 650 700 banks

Asset Size (AED Bn)

Sw>

ALVAREZ & MARSAL Source: Financial statements, A&M analysis AI



@) Operating income decreased due to a decrease in
non-interest income

Quarterly Non Interest Income
(AED Bn)

6.19
5,97 6.03 563 571

Q2’16 Q3’16 Q4’16 Q1’17 Q2’17

ALVAREZ & MARSAL

Quarterly Interest Income
(AED Bn)

1234 1255 12.65 1228 12.63

Q2’16 Q3’16 Q4’16 Q1’17 Q2’17

Note: Some numbers might not add up due to rounding
Source: Financial statements, investor presentations, A&M analysis

Quarterly Operating Income
(AED Bn)

18.6
18.5
18.3 18.3 ‘ ‘

Q2’16 Q3’16 Q4’16 Q1’17 Q2’17

» Drop in overall quarterly

operating income due to
a decrease in non
interest income, partially
offset by an increase in
net interest income

Banks showed mixed
results with eight banks
showing an increase in
operating income

/l
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€® Increase in NIM despite arise in cost of funds
driven by an increase in LDR and yield on credit

Yield On Credit
(%, Quarterly Annualized)

5.94
5.84 5.89 5.80

5.76

Q2’16 Q3’16 Q4’16 Q1’17 Q2’17

LDR (%)
93.4 93.5 91.2 90.0 90.6

ANREE

Q2’16 Q3’16 Q4’16 Q1’17 Q2’17

Cost Of Funds
(%, Quarterly Annualized)

169 o0 139 144

1.28 l

Q2’16 Q3’16 Q4’16 Q1’17 Q2’17

Y

ALVAREZ & MARSAL

Net Interest Margin
(%, Quarterly Annualized)

2.61

2.57
2.52
2.45 2.45 I

Q2’16 Q3’16 Q4’16 Q1’17 Q2’17

Note: Relation between elements above represents a functionality and not necessarily an exact mathematical formula
Source: Financial statements, Investor presentations, A&M analysis

NIM increased by ~7 bps this
guarter compared to last
quarter

Yield on credit increased by
~14 bps this quarter
compared to last quarter due
to the recent rise in interest
rates

LDR increased by 67 bps this
guarter compared to last
guarter as loans decreased
less than deposits

Cost of funds increased
further by ~5 bps this quarter
compared to last quarter

&
M



€® Scven banks improved their NIM and one bank
remained stable

Net Interest Margin (%) « Seven of the
top 10
withessed an
increase in

@ NIM

« ADIB and
RAK
witnessed a
decrease in
NIM, the
former due to
a decrease in
YoC and the
latter due to

@ Improved @ Stable ® Worsened Q1’17 Q1’17 Av
W Q217 === Q217Av

2.74 3.14

N,

sl epg el iy A - 1 1
N syl gl el (;9 - an Increase In
FABT ue=mm xscs® .0 . <.
it o b Bank Dubai Islamic Bank Moered C o) F
Note: Some numbers might not add up due to rounding Al Q
ALVAREZ & MARSAL Source: Financial statements, investor presentations, A&M analysis M



@ Cost to income ratio continued to decrease, led by
a decrease in operating expense

Quarterly Operating Expenses
(AED Bn)

6.03

6.30
6.09 I 6.11 6.01

Q2’16 Q3’16 Q4’16 Q1’17 Q2’17

Quarterly Operating Income
(AED Bn)

18.6 185
18.3 I 18.3 I 18.3

Q2’16 Q3’16 Q4’16 Q1’17 Q2’17

ALVAREZ & MARSAL

Note: Some numbers might not add up due to rounding
Source: Financial statements, investor presentations, A&M analysis

Cost to Income Ratio
(%, Quarterly)

34.5

33.3
33.1

32.8

32.4

Q2’16 Q3’16 Q4’16 Q1’17 Q2’17

 C/l ratio decreased
driven by a decrease in
operating expenses,
despite a decrease in
operating income

» Largest decrease in
operating expenses is
due to realization of cost
synergies of FAB merger

/l
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@ Six of the top 10 improved their C/l ratio

Cost to Income Ratio (%, Quarterly)

©® Improved @ Stable ® Worsened M Q1’17 Q1’17 Av
B Q217 === Q217Av

+ Six of the top
@ 10 decreased
their C/I ratio

FW X 1 B [ ® . o

a5 | ° CBDandDIB
led the top 10,
39.0 E10E Ao T on the back of
: : 37.1 XM .
% 000y SS2EkiRd  32.8[NH3 206 3538 347 rigorous cost
= ' controls

ollp i dely \Mc -
il b gl by ﬁ \_,mgjmu..,._m §"
FABT MEEENR ADCB ’ _mm ol L‘éﬁmﬂ BN .. Y RAKBANK nbf
mas h eq Commarcial Bank of Dubal R S
Dubai Islamic Bank

) ) ' A
Note: Scaling and some numbers might not add up due to rounding &
ALVAREZ & MARSAL Source: Financial statements, investor presentations, A&M analysis M
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@ Overall, CoR continued to decrease driven by
lower provisioning

Quarterly Net Loan Loss Provisions
(AED Bn)

3.63
3.34
3.27 I I 327 391

Q2’16 Q3’16 Q4’16 Q1’17 Q2’17

Average Gross Loans
(AED Tn)

1.32 1.32
1.30
1.28
1.26 I

Q2’16 Q3’16 Q4’16 Q1’17 Q2’17

ALVAREZ & MARSAL

Cost of Risk
(%, Quarterly Annualized)

1.13
1.04
1.02
0.99
I 0.98

Q2’16 Q3’16 Q4’16 Q1’17 Q2’17

Note: Scaling and some numbers might not add up due to rounding
Source: Financial statements, investor presentations, A&M analysis

» Cost of risk decreased
t0 0.98% in Q2 '17,
continuing the
downward trend that
started in Q4 ‘17

» Decrease in cost of risk
was driven by a
decrease in provisioning
rather than an increase
in the loans portfolio

&
M
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@ Banks show mixed results in cost of risk

Cost of Risk (bps) - net of reversals

® Improved @ Stable @ Worsened M Q117

64

71

]

W Q217 Q1’17 Av

=== Q217 Av

dollp by el iy

FABT ez

: M.
statll b gaf el - -
ADCED MJ.LM W

mashreq
Dubai Islamic Bank

ADIB @

e bgilwy no
[

I}

umgllmu:ul ol oy
I \_ul [Py _u_. J RAKBANK

rlal Bank of Dubai

gw

n

Note: Scaling and some numbers might not add up due to rounding

ALVAREZ & MARSAL

Source: Financial statements, investor presentations, A&M analysis

* Five of the
top 10 saw
improved cost
of risk

« RAK, UNB
and NBF
witnessed the
largest
decreases in
cost of risk

- ADIB
witnessed a
21 bps
increase in
cost of risk on
the back of
heavy
provisioning in

Q217
AllA
&
M
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Return on Equity (%)

26
24
22
20
18
16
14
12
10

show mixed results

A y&
b
’ ralbwlll s Gl
Dubai Islamic Bank

]
5

I ADCEBWD

@ Improved @ Stable ® Worsened

N Q117
W Q217 === Q217 Av
¢ (e
_____________________ 0.4 ]
o ® 140
FABT *

50 100 150 200 250 300 350 400 450 500 550 600 650 700

ALVAREZ & MARSAL Source: Financial statements, Investor presentations, A&M analysis

Asset Size (AED Bn)

Q1’17 Av

@ Slight decline in overall ROE, however, banks

* Average ROE

decreased slightly to
14.0% in Q2'17, from
to 14.4% in Q1’17

ROE of six of the top
10 increased, three of
the top 10 decreased
and one remained
stable

Pure Islamic banks
continue to outperform
their conventional
peers

&
M
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@ ROE decreased on the back of a decrease in both
Income margins and leverage

@® Improved

@ Stable

® Worsened

Op. Income/
Assets (%)

Non-Interest Income/
Op. Income (%)

Yield On Credit (%)

ALVAREZ & MARSAL

Q2 Q3 Q4 Q1 Q2
16 ’16 ’16 17 ’17

Q2 Q3 Q4 Q1 Q2
16’16 ’16 ’17 ’17

Note: Relation between elements above represents a functionality and not

necessarily an exact mathematical formula
Source: Financial statements, Investor presentations, A&M analysis

3.80 3.78 365 3.62 3.59 32.6 325 308 335 311 5.76 5.84 5.89 5.80 5.94

—> > >
Q2 Q3 Q4 Q1 Q2 Q2 Q3 Q4 Q1 Q2 Q2Q3Q4Q1Q2
16 ’16 ’16 17 17 16’16 '16 17’17 16’16’16 °17 ’17
Return On Equity Return On Assets Cost /Income Ratio Net Interest Margin Cost Of Funds (%)

(%) (%) (%) (%)
15.0 14.4 135 14.4 14.0 1.84 1.78 168 1.76 1.74 33.3 32.4 345 331 328 2.61 2,45 2.57 2.45 2.52 128 169 ) oo 139 144
Q2 Q3 Q4 Q1 Q2 Q2Q3Q4Q1Q2 Q2Q3Q4Q1Q2 Q2 Q3 Q4 Q1 Q2 Q2 Q3 Q4 Q1 Q2
16 ’16 ’16 17 '17 16 ’16 ’'16 ’17 17 16 ’16 16 ’17 '17 16 '16 ’16 17’17 16 '16 ’16 ’17 ’17
Assets / Equity (X) Cost Of Risk (%) LDR (%)
6.74 720 7.17 741 713 113 93.4 93.5 91.2 90.0 90.6
102 499 (g
> 11T *

Q2 Q3 Q4 Q1 Q2
16’16’16 17’17

ROE decreased on
the back of a decline
in ROA and a
decrease in leverage

ROA decreased on
the back of a decline
in income margins,
offset by a decrease
in NIM and stabilizing
cost of risk

Operating income
margin decreased
due to a decline non-
interest income,
offset by an increase
in NIM

/l
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Glossary

Metric

Loans and Advances
Size Growth

Deposits Growth

Abbreviation

Definition
QoQ growth in EOP net loans and advances for the top 10

QoQ growth in EOP customer deposits for the top 10

Liquidity Loan-to-Deposit Ratio LDR (Net EOP loans and advances / EOP customer deposits) for the top 10
8?;;?;'”9 Income QoQ growth in aggregate quarterly operating income generated by the top 10
gg’seé,?stmg IS (Annualized quarterly operating income / quarterly average assets) for the top 10
2on-ln'Ferelst income / (Quarterly non-interest income / quarterly operating income) for the top 10
Income & perating Income
Operating . . . .
Efficiency Net Interest Marain NIM (Aggregate annualized quarterly net interest income) / (quarterly average earning assets) for the top 10
9 Earnings assets are defined as total assets excluding goodwill, intangible assets, and property and equipment
Yield on Credit YoC (Annualized quarterly gross interest income / quarterly average loans & advances) for the top 10
Cost of Funds CoF (Annualized quarterly interest expense + annualized quarterly capital notes & tier Il sukuk interest) / (quarterly
average interest bearing liabilities + quarterly average capital notes & tier | sukuk interest) for the top 10
Cost-to-Income Ratio C/l (Quarterly operating expenses / quarterly operating income) for the top 10
el Coverage Ratio (Loan loss reserves / non-performing loans) for the top 10
is
Cost of Risk CoR (Annualized quarterly provision expenses net of recoveries / quarterly average gross loans) for the top 10
Return on Equit ROE (Annualized quarterly net profit attributable to the equity holders of the banks — annualized quarterly capital notes &
quity tier 1l sukuk interest) / (quarterly average equity excluding capital notes) for the top 10
SeriiclliaA] Return on Assets RoA (Annualized quarterly net profit / quarterly average assets) for the top 10
\Ijve;gr?tgg Esl,zlt(a_ts RoRWA (Annualized quarterly net profit generated / quarterly average risk-weighted assets) for the top 10
Capital Capital Adequacy Ratio CAR (EORP tier | capital + tier Il capital) / (EOP risk-weighted assets) for the top 10
A
ALVAREZ & MARSAL Note: LTM and EOP stand for last twelve months and end of period respectively |6|
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Glossary (Cont’d)

First Abu Dhabi Bank

Emirates NBD

Abu Dhabi Commercial Bank
Dubai Islamic Bank

Mashreq Bank

Abu Dhabi Islamic Bank

Union National Bank
Commercial Bank of Dubai
National Bank of Ras Al-Khaimah

National Bank of Fujairah

ALVAREZ & MARSAL Note: Banks are sorted by assets size

624.6
456.2
259.2
193.1
125.8
122.2
102.6
67.9

44.0

34.0

ENBD
ADCB
DIB
Mashreq
ADIB
UNB
CBD
RAK
NBF

Lf\—lbg_/d_t.

FAB
([ereemreo

ADCBD

e ol _pus Sl
Dubai Islamic Bank

| Y
mashreq "% (Gyidiall

ADIB § 2w o=

[ R

gl I

\y gl Ag Al uly vl

RAKBANK
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