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A proposed approach to evaluate the financial performance of Saudi
commercial banks in the light of the decisions of the Basel committee:

Applied study

By: Taghreed Hassan Abdullah Balkhair

SUMMARY:

The study aims at evaluating the financial performance of Saudi commercial banks
before and after the compliance with Basel2 requirements and analyzing the
relationship between capital adequacy ratio in accordance with Basel2 accord and
independent variables: return on assets (ROA), return on equity (ROE), liquidity ratio,

loans to assets ratio, debt ratio, retained earnings, assets size and capital.

The study is divided into six chapters of which the first chapter discusses the general
frame of the study, its importance, its aims, the hypotheses of the study, the limits of
its applications and the followed methodology. The second chapter discusses the
stages of development of the commercial banks in the Kingdom of Saudi Arabia from
the time they emerged to the present day. It also sheds the light on the Saudi Arabian
Monetary Agency and its relationship to Saudi commercial banks, in addition to the
accounting standards applied in Saudi commercial banks and the services they offer.
The third chapter discusses Basal Accords staring with Basall accord and the

modifications applied to it, followed by Basal2 Accord. It also sheds the light on



Saudi commercial banks execution of Basal decisions. The fourth chapter presents the

previous studies that are related to the subject of the study.

In the fifth chapter, the practical aspect of the study is presented and applied to all
Saudi commercial banks for the period 2006- 2009 excluding Alinma bank (11
banks). The researcher used Excel program to collect data and calculate the ratios to
find study variables and also to conduct descriptive analysis in order to evaluate bank
performance before and after the compliance with Basel2 requirements. The
following has been revealed after the compliance with Basel2 requirements: decrease
in banks profitability, liquidity ratio rise, loans to assets ratio rise, debt ratio rise,
increase in assets size and increase in capital. Then the researcher used SPSS program
by applying Pearson's correlation coefficient and the regression method to discover
the relationship between dependent and independent variables. After analyzing the
results, the following is deduced: there is a direct relationship between capital
adequacy ratio and liquidity ratio. Moreover there is an inverse relationship between
capital adequacy ratio and each of: ROE, loans to assets ratio, debt ratio, log (retained
earnings) and log (assets size). When applying multiple regression model, the
independent variables could explain 80.4% of capital adequacy ratio with a trust
degree of 99%. Finally, the study is concluded with the sixth chapter which includes a
summary of the study, its results and the recommendations mentioned by the

researcher.



