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Potentially Landmark Transaction 
 
After commencing their discussions in April 2017, SABB and Alawwal have now come to a 
preliminary understanding with regards to their merger. Of course, this is subject to 
regulatory and shareholders’ approval as well as confirmatory due diligence and other 
commercial issues. As per the announcement, SABB will issue 0.485 shares for 1.00 Alawwal 
share. At a price of SAR 33.5/share for SABB on May 14th, this works out to a price of SAR 
16.3/share for Alawwal, 29% above the May 14th price. Thus, Alawwal would cease to exist as 
an entity and would become part of SABB post-merger. 

 

Share exchange ratio indicates reasonable P/B 
Although the premium to May 14th price may appear high, the 2018E P/B at a price of SAR 
16.3/share is 1.3x, which is very reasonable. As a matter of fact, at a price of SAR 33.5/share, 
the 2018E P/B for SABB is higher at 1.5x. The following table highlights the impact on paid up 
capital post-merger. 
 

 
 
Since a share exchange ratio of 0.485 has been announced, the stock price of the two banks 
should theoretically follow this ratio in the market (adjusting for transaction costs) otherwise 
an arbitrage opportunity would exist, assuming the merger goes ahead. The following table 
provides a guide to relative stock prices of the two entities as per the swap ratio. 
 

 
 

Combined entity would be third largest 
The last major merger which could not be concluded was of Sipchem and Sahara in the 
petrochemical sector. If the SABB-Alawwal merger was to be successfully completed, it would 
represent a milestone for the Saudi market and act as a precedent for others particularly in 
sectors such as Cement and Petrochemicals as there are many opportunities for synergies.   
 
Post-merger, SABB-Alawwal would become the third largest bank in the country both in terms 
of deposits and advances. The following table illustrates this. 
 
 
 
 
 

Table 1: SABB-Alawwal Paid-up Capital

Paid up Capital-Current (SAR bln) 15.00 11.43

No of shares (bln) 1.50 1.14

Share exchange ratio 0.485

New shares issued (bln) 0.55

Additional paid up capital (SAR bln) 5.54

Paid up Capital -NEW (SAR bln) 20.54

Source:  Riyad Capital, Company Reports

SABB Alawwal

Table 2: SABB-Alawwal Stock Price Guide (SAR)

SABB stock price 31.00 32.00 33.50 35.00 36.00

Share exchange ratio 0.49 0.49 0.49 0.49 0.49

Alawwal stock price 15.04 15.52 16.25 16.98 17.46

Source:  Riyad Capital
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1Q was not great for Alawwal 
For 1Q2018, SABB posted a net income of SAR 1.04 billion (+0.3% Y/Y, +47% Q/Q), close to 
market consensus of SAR 1.02 billion. Net advances were almost flat, retreating slightly by 
SAR 512 million, while deposits declined by SAR 4.8 billion, leading LDR to increase to 83%. 
 
Alawwal Bank reported a net profit of SAR 286 million (-12% Y/Y, +7% Q/Q) for 1Q2018, 
trailing market expectations of SAR 332 million. Deposits and loans dropped by SAR 7.8 billion 
and SAR 2.9 billion Q/Q respectively, while investments were more or less flat. Due to the 
larger decrease in deposits, LDR inclined from 79% in 4Q2017 to 83%. 

 

Excellent growth opportunity for SABB 
This merger would lead to a bigger and stronger combined entity with SABB (and HSBC) 
benefitting from becoming the third largest bank in the country at a time when other foreign 
banks are trying to establish a presence in the Kingdom. There would definitely be synergies 
across business lines leading to a reduction in costs although both banks have announced that 
there will be no redundancies; most likely departing employees may not be replaced.  
 
This deal could also make it easier for RBS to exit from the merged entity (assuming it still 
wants an exit) as it would be selling a minority stake. We believe there could be many 
interested parties for a minority (but substantial) stake in SABB-Alawwal. Olayan Group is the 
common shareholder in both banks with 16.95% stake in SABB and 21.73% in Alawwal as per 
Tadawul.  
 
We expect the stock price of the two banks will converge towards this share exchange ratio 
i.e. through a combination of an increase in Alawwal share price and/or a decrease in SABB 
stock price.  
 
 
 
 
 
 
 
 
 
 

Table 3: Banking Sector Deposits and Advances/Financing 2017 (SAR mln)

No. Bank Deposits Loans No. Bank Deposits Loans

1 NCB 308,942 249,234 1 NCB 308,942 249,234

2 Alrajhi 273,056 233,536 2 Alrajhi 273,056 233,536

3 SAMBA 167,988 117,685 3 SABB-Alawwal 218,515 180,646

4 Riyad Bank 154,365 138,838 4 SAMBA 167,988 117,685

5 Saudi Fransi 150,954 121,940 5 Riyad Bank 154,365 138,838

6 SABB 140,240 117,006 6 Saudi Fransi 150,954 121,940

7 ANB 136,048 114,543 7 ANB 136,048 114,543

8 Alinma 89,065 79,063 8 Alinma 89,065 79,063

9 Alawwal 78,275 63,640 9 SAIB 66,943 59,588

10 SAIB 66,943 59,588 10 Aljazira 50,278 39,790

11 Aljazira 50,278 39,790 11 Albilad 47,783 43,447

12 Albilad 47,783 43,447 Total 1,663,937 1,378,310

Total 1,663,937 1,378,310

Source:  Riyad Capital, Company Reports

Pre-merger Post-merger
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Stock Rating 

Buy Neutral Sell Not Rated 

Expected Total Return  

Greater than +15% 

Expected Total Return  

between -15% and +15% 

Expected Total Return less 

than  -15% 
Under Review/ Restricted 

* The expected percentage returns are indicative, stock recommendations also incorporate relevant qualitative factors 

For any feedback on our reports, please contact research@riyadcapital.com 

 

Disclaimer 
 

 

The information in this report was compiled in good faith from various public sources believed to be reliable. Whilst all 

reasonable care has been taken to ensure that the facts stated in this report are accurate and that the forecasts, opinions and 

expectations contained herein are fair and reasonable. Riyad Capital makes no representations or warranties whatsoever as 

to the accuracy of the data and information provided and, in particular, Riyad Capital does not represent that the information in 

this report is complete or free from any error. This report is not, and is not to be construed as, an offer to sell or solici tation of 

an offer to buy any financial securities. Accordingly, no reliance should be placed on the accuracy, fairness or completeness of 

the information contained in this report. Riyad Capital accepts no liability whatsoever for any loss arising from any use of this 

report or its contents, and neither Riyad Capital nor any of its respective directors, officers or employees, shall be in any way 

responsible for the contents hereof. Riyad Capital or its employees or any of its affiliates or clients may have a financial 

interest in securities or other assets referred to in this report.  

Opinions, forecasts or projections contained in this report represent Riyad Capital's current opinions or judgment as at the date 

of this report only and are therefore subject to change without notice. There can be no assurance that future results or events 

will be consistent with any such opinions, forecasts or projections which represent only one possible outcome. Further, such 

opinions, forecasts or projections are subject to certain risks, uncertainties and assumptions that have not been verified and 

future actual results or events could differ materially.  

The value of, or income from, any investments referred to in this report may fluctuate and/or be affected by changes. Past 

performance is not necessarily an indicative of future performance. Accordingly, investors may receive back less than 

originally invested amount.  

This report provides information of a general nature and does not address the circumstances, objectives, and risk tolerance of 

any particular investor. Therefore, it is not intended to provide personal investment advice and does not take into account the 

reader’s financial situation or any specific investment objectives or particular needs which the reader may have. Before making 

an investment decision the reader should seek advice from an independent financial, legal, tax and/or other required advisers 

due to the investment in such kind of securities may not be suitable for all recipients. 

This research report might not be reproduced, nor distributed in whole or in part, and all information, opinions, forecasts and 

projections contained in it are protected by the copyright rules and regulations.  

 

Riyad Capital is a Saudi Closed Joint Stock Company, with commercial registration number (1010239234), licensed and organized by the Capital 
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