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   1.1% |  Other 
 12.2% |  Domestic free float 
 

0.00

5.00

10.00

15.00

20.00

25.00

30.00

35.00

40.00

Fe
b-

07

M
ar

-0
7

Ap
r-

07

M
ay

-0
7

Ju
l-0

7

Au
g-

07

Se
p-

07

O
ct

-0
7

No
v-

07

De
c-

07

Ja
n-

08

E£
Suez Canal Bank CASE30

 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

 * Refer to back cover for investment recommendations 

 

 **Closing of February 12th, 2008 
 
 
 
 
 
 
            
 
 
 

 Radwa El Swaify 
 relswaify@beltonefinancial.com  ext: 420 
 Rana Abdel Latif 
 rabdellatif@beltonefinancial.com  ext:1388 
 
 
 
 
 
 
 
 
 
 
 
 
 

 Sales and Trading: 

 
 

 Dalia Sultan 
 dsultan@beltonefinancial.com 
 Mohamed Badawy 
 mbadawy@beltonefinancial.com 
 Wael El Tahawy 
              weltahawy@beltonefinancial.com   
 Waleed Hamdy 
 whamdy@beltonefinancial.com   
                

          
              Isis Bldg., Osiris St., 9th floor 
              Garden City, Cairo, Egypt  11451 
              Tel:  +20 (0)2 2792 6610   
              Fax: +20 (0)2 2792 6851 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

Suez Canal Bank (SCB) 
Banking sector | Egypt 
 
 
 
 
 
 
 
 

Cleaning out the closet 

 

 

 

New Management…New Strategy  

The appointment of Mr. Hesham Ramez as chairman of the bank in January 2007 was the 

turning point for SCB’s strategy and the starting point for a major restructuring.  Mr. Ramez, a 

strong advocate for cash management and treasury operations, had successfully restructured 

Egyptian Gulf Bank (EGB) as the CEO. 

Improving asset quality, prudent business development, divestment of non-profitable 

investments, and introducing new segments are the key elements of SCB’s strategy.  Starting 

2005, the bank shifted its main focus to the NPL clean-up, and this clean-up will continue into 

2008.  SCB has been building adequate loan loss provisions to fully cover NPLs, selling 

collaterals to settle bad debts and rescheduling debt repayments for some clients.  Furthermore, 

SCB is focused on extending short to medium-term credit rather than long-term to achieve 

better asset-liability management. Management is focused on profitable growth through high 

risk adjusted returns, and intends to sell non-profitable investments.  This should generate 

proceeds to help build adequate provisions faster. SCB will diversify into SME and retail lending, 

to diversify its income mix and widen its client base. Currently, management’s biggest challenge 

is improving the bank’s asset quality and profitability, given the competitive environment in the 

Egyptian banking sector. 

We believe that the bank’s performance was negatively affected by the high level of non-
performing and non-earning assets on its balance sheet. As the clean-up progresses, the asset 
profitability and the bank’s margins should improve significantly, in our view. Going forward, we 
believe that the bank’s non-interest income will significantly improve as well, because of the 
bank management’s strong track record in cash management and treasury operations. Thus, 
going forward we estimate an improvement in margins, higher growth in investment income, 
but lower non-interest income as a percentage of total operating income, accompanies with 
lower cost-to-income ratio, because the growth in costs is unlikely be as high as the growth in 
profitability.  

Attractive Valuation 

We have developed explicit FCFE estimates until the year 2012. After 2012, we have assumed a 

perpetual growth rate of 6.5%. We used a discount rate of 13.5%, based on a risk-free rate of 

7.5%, to reflect the average yield on 1-year t-bills, in addition to a risk premium of 6%.  

SCB’s DECF valuation yielded a fair value of E£34.30, which is 15.2% above the current market 

price. The bank is trading at a low P/B FY08E (2.9x), compared to a regional and emerging 

market average of 3.2x.  We believe that SCB is an attractive long-term investment.   

   Selected Indicators 
 
 

FY ends December 2006A 2007F 2008F 2009F 2010F 2011F 2012F
NII (E£ million) 80 167 251 307 379 433 495

NIM (%) 0.7 1.3 1.8 2.0 2.3 2.3 2.4

Operating income (E£ million) 277 442 658 585 696 790 901

Net Attributable Income (E£ 
million) 

0 0 0 195 335 465 536

EPS (E£) 0.00 0.00 0.00 1.95 3.35 4.65 5.36

P/E (x) N/M NM NM 15.3 8.9 6.4 5.6

ROAA (%) 0 0.0 - 1.2 1.9 2.3 2.4

ROAE (%) 0 0.0 0.0 17.5 24.8 27.3 24.9

Avg. BVPS (E£) 10.3 10.3 10.3 11.1 13.5 17.1 21.5

P/BV (x) 2.9 2.9 2.9 2.7 2.2 1.7 1.4

Gross loans/Deposits (%) 74.4 74.5 69.1 64.5 60.5 58.1 57.4

Cost-to-Income (%) 38.8 34.7 33.3 38.4 33.1 31.8 30.9

CAR (%) 16.4 11.9 11.2 12.0 13.5 15.6 17.5

Avg. NPLs/Avg. Gross loans (%) 38.0 37.5 36.0 34.4 32.5 30.4 28.1

Provisions Coverage (%) 69.0 78.6 93.0 97.6 100.3 100.7 101.1

DPS(E£) 0.00 0.00 0.00 0.43 0.75 1.03 1.19

Dividend Yield (%) 0.0 0.0 0.0 1.5 2.5 3.5 4.0
 

 Source: SCB and Beltone Financial 
 

N/M: not meaningful  
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Suez Canal Bank – An Overview  

Brief History 
Founded by the Suez Canal Authority employee fund and other financial institutions in 1978, Suez 
Canal Bank (SCB) provides a comprehensive range of corporate and retail banking services, with 
emphasis on corporate banking.  SCB is particularly strong in industrial project financing.  Currently, 
SCB operates through 26 branches nationwide and has around 1,040 employees.   

Business Activities 
SCB is still focusing on traditional corporate banking activities.  We believe the bank will demonstrate 
strong performance in treasury operations and cash management, through the expertise of its new 
management team, which has a previous successful track record in this area.  

New Management Strategy and Future Growth 

The real catalyst of change for SCB was the appointment of Mr. Hesham Ramez as chairman of the 
bank in January 2007.  Mr. Ramez is a strong advocate for cash management and treasury 
operations. He and his management team’s track record includes the successful restructuring of 
Egyptian Gulf Bank (EGB).   

Moving forward, SCB will focus on three main strategies for future growth:   

Improving asset quality.  SCB management’s current main focus is the NPL clean-up rather than 
large business development, which was reflected in the bank’s results in 2005, 2006, 2007 and into 
2008. In 2005, SCB transferred E£674 million to the loan-loss provision account alone, and the bank 
reported a net loss of E£525 million.  In 2006, as well as in 9m FY07, SCB reported zero net profit 
due to E£169 million and E£254 million charges to the loan loss provision account, respectively.  
Management’s target is to build a loan loss provision of E£3.0 billion, up from E£2.3 billion reported 
in 9m FY07.  Once this target is achieved, SCB should start reporting positive bottom line figures.    
In addition to building adequate provisions, the bank is seizing collateral for non-performing loans 
with the possibility of selling them to settle outstanding amounts of non-performing loans.  Further, 
the bank has reached arrangements with some clients to reschedule loan repayments.  Growth in 
lending is currently modest (around 5%) due to the settlement of some of the non-performing 
sections of the portfolio.   

Investment management.  The divestment from non-profitable investments and the focus on 
profitable investments should generate proceeds, which should also help to build appropriate 
provisions faster.   

Business development.  Management is focused on extending credit with high-risk adjusted return 
and is committed to extending short and medium-term financing, in order to achieve better asset-
liability management.  SCB’s management intends to tap SME and retail lending, in order to widen its 
client base and achieve higher profitability.  To achieve a higher client reach, SCB intends to open 3-
4 new branches per year.   

Key Challenges 
Management’s current biggest challenge is improving the bank’s asset quality and profitability.  
Given SCB’s size, the bank faces tough competition, especially from banks with better pricing power. 
However, the bank has a solid client base with long-term relationships, which can be built on for 
further growth.   

 

 

 

Improving asset quality, 
prudent business 
development, divestment 
of non-profitable 
investments, and 
introducing new 
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elements of SCB’s 
strategy 

Competition is one 
of the major 
challenges facing 
SCB 

 Suez Canal Bank is 
focused on traditional 
corporate banking 
activities 
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Business Performance and Forecasts Summary 

Balance Sheet 

On the balance sheet, we expect deposits to grow at a 2006-2012 CAGR of 11.7% and loans to grow 
at a compounded rate of 6.1% over the same period, thus pushing utilisation down. The reason 
behind the slow loan portfolio growth is the settlement of non-performing debt and extending new 
loans, with a minimal net annual growth of the total loan portfolio, but with improved asset quality. 
 
Figure 1| Loan and Deposit Growth and Utilisation 
 

Source: SCB, Beltone Financial estimates 

Income Statement 

Net Interest Margin.  As the quality of the bank’s assets improve, margins should become healthier. 
We estimate NIM to score 1.3% in 2007, and to increase gradually to reach 2.0% in 2009, and 2.4% in 
2012. 
 
Non-interest Income.  We believe that fees and commissions will grow at a 2006-2012 CAGR of 8%. 
Investment income is set to jump in 2008, due to the expected sale of the bank’s 29% stake in Suez 
Canal Company for Technology Settling for an estimated E£135-150 million. With the close of this deal, 
Suez Canal Bank will approach the E£3 billion loan loss provision targeted by the end of 2008. Starting 
2009, we estimate normal growth for investment income.  Non-interest income as a percentage of 
operating income is set to score 56.9% in 2007, in our estimates. We expect this ratio to be sustained 
(57.3%) in 2008, and then start going down as the net interest margin picks up and due to the lower 
non-recurring items from selling investments. 
 
Booked Provisions.  We estimate that the bank will almost fully cover the non-performing loans in 2008. 
Starting 2009, we estimate provisions to cover for growth in lending and contingent liabilities.  
 
Cost-to-Income Ratio.  We estimate a 42.6% increase in the total operating expenses in 2007, 
because of the review in compensation packages that was completed in early 2007. We estimate 35.1% 
growth in operating expenses in 2008 due to a further review of compensation packages, followed by a 
more moderate growth rate of 5%-8% thereafter.  We estimate that the cost-to-income ratio will go 
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down gradually, as the bank’s income generation significantly improves, and as income grows faster than 
operating expenses. 
 
Figure 2| Profitability and Efficiency 
 

Source: SCB, Beltone Financial estimates 
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Financial Statements 

Balance Sheet         
Fiscal Year Ends December (£E 000) 2006A 9M 2007 2007F 2008F 2009F 2010F 2011F 
 Assets           
 Cash & Short Term Assets  820,283 339,804 1,410,097 1,638,505 1,750,401 1,977,948 2,180,026 
 Inter-bank Deposits  1,594,890 5,309,985 4,800,619 5,760,743 6,970,499 8,016,073 8,978,002 
 Short-Term Investments in Securities  724,634 821,116 869,561 956,517 1,052,169 1,157,385 1,273,124 
 Gross Loans & Advances  7,956,557 8,124,393 8,195,254 8,605,016 9,035,267 9,667,736 10,344,477 
 (Loan-Loss Provisions)  -2,085,901 -2,291,364 -2,377,712 -2,818,372 -2,961,598 -3,051,208 -3,069,022 
 Net Loans & Advances  5,870,656 5,833,029 5,817,542 5,786,644 6,073,669 6,616,528 7,275,456 
 Investments in Subsidiaries  164,636 164,681 164,636 111,623 55,812 61,393 67,532 
Investments in Securities 23,204 14,916 14,851 11,880 13,068 14,375 15,813 
 Net Fixed Assets  100,981 106,122 108,046 115,766 124,209 133,452 143,580 
 Other Assets  336,943 459,576 488,567 659,566 824,457 948,126 1,042,939 
 Total Assets  12,256,785 13,508,117 13,936,279 15,041,579 16,864,652 18,925,687 20,976,918 
 Liabilities          
 Due to Banks  470,482 969,379 1,176,205 882,154 793,938 611,333 550,199 
 Customer Deposits  10,232,380 11,233,189 11,460,266 12,835,497 14,504,112 16,389,647 18,028,611 
 Total Liabilities  11,229,202 12,480,534 12,908,696 14,013,996 15,664,031 17,427,054 19,065,215 
 Common Stock  1,000,000 1,000,000 1,000,000 1,000,000 1,000,000 1,000,000 1,000,000 
 Total Net Worth  1,027,583 1,027,583 1,027,583 1,027,583 1,200,621 1,498,633 1,911,703 
 Contra Accounts  1,043,489 1,450,391 1,565,234 2,034,804 2,441,764 2,930,117 3,223,129 
Source: Beltone Financial, SCB         

Income Statement         

Fiscal Year Ends December (£E 000) 2006A 9M 2007 2007F 2008F 2009F 2010F 2011F 

 Interest Income  785,765 660,268 849,148 975,629 995,986 1,065,585 1,189,146 

 Interest Expense  -706,085 -530,259 -682,560 -724,738 -689,123 -686,354 -756,071 

 Net Interest Income  79,680 130,009 166,589 250,890 306,864 379,231 433,076 

 Fees & Commissions, Net 55,060 38,301 47,030 52,757 58,073 68,499 77,411 

 Investment Income, Net 94,402 185,214 204,031 324,242 183,027 201,330 221,463 

 Other Operating Income  47,741 10,322 23,871 29,838 37,298 46,622 58,278 

 Net Operating Income  276,883 363,846 441,520 657,727 585,261 695,682 790,227 

 Total Operating Expenses  -107,456 -112,209 -153,201 -218,960 -224,717 -230,612 -251,213 

 Loan-Loss Provisions  -168,861 -254,284 -291,811 -440,661 -143,226 -89,610 -17,813 

 Net Operating Profit  566 -2,647 -3,492 -1,894 217,318 375,460 521,200 

Other Income/Expenses 451 1446 1,579 1,894 2,273 2,728 3,000 

 Income Taxes  -1,017 1,201 1,913 0 -3,294 -5,673 -7,863 

Appropriations 0   0 0 -21,630 -37,251 -51,634 

Net Attributable Income 0 0 0 0 194,668 335,263 464,704 

Source: Beltone Financial, SCB         

Financial Ratios         
Fiscal Year Ends December  2006A 2007F 2008F 2009F 2010F 2011F   

Profitability Ratios          
 Return on Average Assets  0.0% 0.0% 0.0% 1.2% 1.9% 2.3%   
 Return on Average Shareholders Equity  0.0% 0.0% 0.0% 17.5% 24.8% 27.3%   
 Net Spread 1.5% 2.3% 3.2% 3.4% 3.5% 3.5%   
 Net Interest Margin 0.7% 1.3% 1.8% 2.0% 2.3% 2.3%   
 Efficiency Ratios          
 Cost -to- Income 38.8% 34.7% 33.3% 38.4% 33.1% 31.8%   
 Liquidity Ratios          
 Avg. Gross Loans -to- Avg. Deposits 74.4% 74.5% 69.1% 64.5% 60.5% 58.1%   
 Avg. Net Loans -to- Avg. Deposits  55.2% 53.9% 47.8% 43.4% 41.1% 40.4%   
 Avg. Net Loans -to- Avg. Purchased Funds  51.4% 49.7% 44.0% 40.9% 39.3% 39.0%   
 Asset Quality Ratios          
 Avg. Net Loans -to- Average Assets  46.8% 44.6% 40.0% 37.2% 35.5% 34.8%   
 Avg. NPLs -to- Average Gross Loans  38.0% 37.5% 36.0% 34.4% 32.5% 30.4%   
 Provisions Coverage 69.0% 78.6% 93.0% 97.6% 100.3% 100.7%   
 Capitalization Ratios          
 Capital Adequacy Ratio 16.4% 11.9% 11.2% 12.0% 13.5% 15.6%   
 Dividend Payout Ratio  0.0% 0.0% 0.0% 20.0% 20.0% 20.0%   

Source: Beltone Financial, SCB         

 



 

Disclaimer 

 

 

Beltone Financial 
Isis Bldg., Osiris St., 8th & 9th floors 
Garden City, Cairo, Egypt 11451 
Tel: +20 (0)2 2792 6610 
Fax: +20 (0)2 2792 6620 
E-mail:    research@beltonefinancial.com 
Website: www.beltonefinancial.com 
 

Beltone Financial    
 Securities 

The Fairmont, 2105 Sheikh Zayed Road  
Dubai, UAE, 213534 
Tel:  +971 (4) 509 0300 
 Fax: +971 (4) 332 1203 

 
Saudi Arabia Affiliate: 

BMG 
Financial Advisors 
Al Mukhmal Plaza, 5th floor 
Palestine Street 
P.O. Box 52972 
Jeddah 21573 Saudi Arabia 
Tel: +966 (2) 668 1777 
Fax: +966 (2) 668 1888 
E-mail:   info@bmg.com.sa 
Website: www.bmg.com.sa 

 
 
 

 

 Inv. Rating 
 
 
 
 
 
 
 
 
 
 
 
 
 

              
 

 Beltone Securities 
 
             Sales and Trading 
 
             Chamel Fahmy  
             cfahmy@beltonefinancial.com  
            Dalia Sultan   
             dsultan@beltonefinancial.com  
             Ibrahim Abou-Elkheir  
             iabouelkheir@beltonefinancial.com   
             Mohamed Badawy  
             mbadawy@beltonefinancial.com  
 Mohamed Choucri 

mchoucri@beltonefinancial.com           
 Teymour El Derini 

tderini@beltonefinancial.com  
 Waleed Hamdy 
 whamdy@beltonefinancial.com   
 Wael El-Tahawy 
 weltahawy@beltonefinancial.com     
     Yasmeen Youssef 
 yyoussef@beltonefinancial.com     
   

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Copyright © 2007 by Beltone Research ("Beltone"). All rights reserved. This publication may not be reproduced or re-disseminated in whole 
or in part without prior written permission from Beltone. The information provided herein is for informational purposes only and is not  
intended as an offer or solicitation with respect to the purchase or sale of any security, nor a recommendation to participate in any particular 
trading strategy. Such information is subject to change without prior notice. Although Beltone obtains information from sources it considers 
reliable, Beltone makes no representations or warranties as to the information's accuracy or completeness. Furthermore, such information 
may be incomplete or condensed. Beltone has no liability for any errors or omissions or for any losses arising from the use of this 
information. Investors shall bear all  responsibility for investment decisions taken on the basis of the contents of this report. Beltone strongly 
advises potential investors to seek financial guidance when determining whether an investment is appropriate to their needs. All opinions and 
estimates included in this report constitute our judgment as of the date published on the report and are subject to change without notice. 
 
 
 
Beltone Investments S.A.E. F.Z., a foreign broker-dealer, has prepared this research report. For further information concerning this research 
report or any security described herein, please contact Beltone Enclave Securities, 708 Third Avenue, New York, NY 10017, 646-454-8600 
(“Beltone Enclave”). Beltone Enclave is a division of Enclave Capital LLC, a U.S. broker-dealer that is registered with the Securities and 
Exchange Commission (the “Commission”) and is a member of the Financial Industry Regulatory Authority (FINRA). Since this research 
report was prepared by a broker-dealer that is neither registered with Commission nor a member of FINRA, U.S. rules on research analysts 
and research reports and the attendant restrictions and required disclosures do not apply. 
  
This research report does not constitute, nor shall it be deemed, an offer to sell or the solicitation of an offer to buy, any security, and has 
been prepared for informational purposes only. While reasonable care has been taken to ensure that the information contained herein is 
correct and not misleading, no representation is made as to the accuracy or completeness of this research report and, as a result, no reliance 
should be placed on it and no liability is accepted for any direct, consequential or other loss arising from any use of this research report or its 
contents.  
  
This research report contains information that is intended to be conveyed only to intended recipients that are “major U.S. institutional 
investors” (i.e., U.S. institutional investors that have, or have under management, total assets in excess of $100 million or investment 
advisers that are registered with the Commission and have total assets under management in excess of $100 million). If the reader or 
recipient of this research report is not the intended recipient, please notify Beltone Enclave immediately and promptly destroy this research 
report without retaining any portion hereof in any manner. The unauthorized use, dissemination, distribution or reproduction of this research 
report by any person other than the intended recipient is strictly prohibited.  
 
Any transactions in a security discussed in this report may be effected only through Beltone Enclave, which accepts full responsibility for this 
research report and its dissemination in the United States. Beltone Enclave has not and shall not receive any compensation for the 
dissemination of this research report. 
 
It should be noted that: 
 

• Neither Beltone Enclave nor any of its members or affiliates own shares of the subject company’s securities; 
• Neither Beltone Enclave nor any of its members or affiliates managed or co-managed a public offering of the subject 

company’s securities in the past twelve (12) months, received compensation for investment banking services from the 
subject company in the past twelve (12) months, or expects to receive or intends to seek compensation for investment 
banking services from the subject company in the next three (3) months; 

• Beltone Enclave does not make a market in the subject company’s securities at the time this research report was 
published; and 

• At present, there are no material conflicts of interest known to Beltone Enclave at the time of the distribution of this 
research report. 

 
All rights reserved. No part of this research report publication may be reproduced or transmitted in any form or by any means electronic, 
mechanical, photocopying, recording or otherwise. 
 
 
 
 
 
 
 

 
 
 

Upside 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

25% 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

5% 

 
 
 
 
 
 

-5% 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

-25% 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Downside 
 

 

Buy 
Significantly over-weight vs. the 
index 
 
 
 
 

Add 
Over-weight vs. the index 
 
 
 
 

Hold 
Maintain index weight 
 
 
 
 
 
 

Reduce 
Under-weight vs. the index 
 
 
 
 
 
 
 
 
 

Sell 
Do not hold the stock 
 


	Suez Canal Bank - Initiation of Coverage Front.pdf
	Suez Canal - Initiation of Coverage body.pdf
	Back COver.pdf

