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NATIONAL SHIPPING CO. OF SAUDI ARABIA (NSCSA)
4Q2009 Results Miss, Dividend Cut Disappoints

20 JANUARY 2010
SAUDI ARABIA | SHIPPING

Current Price® : SAR 19.1
Fair Value (FV): SAR 15.0

Rating: Sell

©4Q2009 Income below Forecasts: While NSCSA's 4Q2009 revenue of SAR444.9 million (up 11%
Q-0-Q, down 32% Y-0-Y) came in 7% ahead of forecasts, income disappointed. 4Q2009 net income
came in at SAR48.1 million, down 14% Q-0-Q, 50% Y-o-Y and 27% below our forecast of SAR66.0
million. Results were similarly below at the operating level, with income coming in at SAR72.2 million,
down 1% Q-0-Q, 60% Y-0-Y and 23% below our forecasts. This meant that FY2009 net income came in
at SAR362.8 million, down 52% Y-o-Y and 5% below our forecasts.

¢ Due to a Weak VLCC Market: The group highlighted a weak VLCC market for the drop in yearly profits,
which is fair as VLCC day rates averaged cUSD32,000/day in 2009 compared to USD92,000 in 2008.
However, this does not explain why gross operating income was flat Q-0-Q, as average VLCC rates rose
by 70% to cUSD40,000 in the quarter (4Q2008 VLCC average rate was USD68,000/day). Instead, we
suspect that this was due to the vessels being hired before the rates spiked. In addition, our forecasts
assumed an improvement in the general cargo division, which may not have materialised.

* Dividend Cut Will Disappoint: The 33% cut in the dividend, from SAR1.50 to SAR1.0, appears sensible
in our view given that earnings have fallen by 50% Y-o-Y. Furthermore, this may signal that the group
does not expect to generate the high returns of 2008 in the immediate future. Although some income
investors may be left disappointed it is worth highlighting that, despite the cut, the payout ratio stands at
87% and the yield remains relatively healthy at 5%.

® Outlook Appears More Positive: Despite the disappointing 4Q2009 numbers, the outlook appears to be
more positive. VLCC rates rallied last week by a staggering 125%, to hit USD87,108/day. This bodes well
for NSCSA, as it has 11 VLCCs trading on the spot market, and it puts positive pressure on our short-term
forecasts. For instance, our 2010e EPS estimate would rise by 47% should the average rate move up to
USD 85,000/day. That said, average rates can be misleading. For example, day rates for the Gulf to Japan
route stand at cUSD100,000, while the Gulf to US route is 50% lower at USD50,000/day. Consequently a
vessel’s earnings can vary depending on timing and deployment.

¢ Shipping Rates are Volatile and We Remain Cautious: While the pickup in day rates is a positive boost
for the industry, we would remind investors that rates can be extremely volatile. Furthermore, the
International Energy Agency (IEA) has cut its global oil consumption forecast, despite the recent cold snap
in the US, which suggests that the demand for oil continues to weaken. On the supply side, demolition
rates have not risen substantially, suggesting that few VLCC’s have been removed from the market. As a
result, the fillip in day rates could be down to a short-term mismatch between supply and demand, and
not therefore sustainable. We will be adjusting our forecasts once NSCSA publishes its full financials, but
do not expect to materially change our numbers unless VLCC spot rates settle above USD50,000/day.
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Figure 1: VLCC Day Rates
In USD thousands, unless otherwise stated
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The recent spike in the day rates is down to a combination of increased demand, particularly from the Far
East, and a supply shortage. For example, at the end of October 2009 there were 11 idle VLCCs in the
Gulf, but that number had fallen to five by the end of December 2009. This suggests that either i) some
vessels have moved away from the spot to the charter market, or ii) a number of VLCCs are on longer
journeys, which has caused a temporary supply shortage.

Figure 2: NSCSA Share price vs. Baltic Dry Tanker Index (BDTI)
In SAR, unless otherwise stated
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While we think it unlikely the current rate of cUSD87,000/day will be sustained, and doubt that NSCSA
will be able to fully take advantage of this spike in rates, it is worth emphasising that even if NSCSA
earned an average rate of USD85,000/day, our DCF fair value would rise to only SAR20.1 per share. With
the current price standing at SAR19.05, it would therefore seem that there is limited upside potential.
However, as figure 2 illustrates, NSCSA’s share price is closely correlated to average tanker earnings index,
and the share price has often risen above its fundamental ‘fair value’ on the back of improved sentiment.
Consequently, should the VLCC rate settle at the current level or continue with its upward momentum,
there is a possibility that the share price could rally as it has done in the past.
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I, Redwan Ahmed, hereby certify that the views expressed in this document accurately reflect my personal views about the securities and companies that are the
subject of this report. | also certify that neither | nor my spouse or dependants (if relevant) hold a beneficial interest in the mentioned securities that are traded in the
Tadawul stock exchange. EFG-Hermes Holding SAE hereby certifies that neither it nor any of its subsidiaries owns any of the securities that are the subject of this
report.

Funds managed by EFG-Hermes Holding SAE and its subsidiaries (together and separately, "EFG-Hermes") for third parties may own the securities that are the
subject of this report. EFG-Hermes may own shares in one or more of the aforementioned funds or in funds managed by third parties. The authors of this report may
own shares in funds open to the public that invest in the securities mentioned in this report as part of a diversified portfolio over which they have no discretion. The
Investment Banking division of EFG-Hermes may be in the process of soliciting or executing fee earning mandates for companies that are either the subject of this
report or are mentioned in this report.

DISCLAIMER
This Research has been sent to you as a client of one of the entities in the EFG-Hermes group. This Research must not be considered as advice nor be acted upon by
you unless you have considered it in conjunction with additional advice from an EFG-Hermes entity with which you have a client agreement.

Our investment recommendations take into account both risk and expected return. We base our long-term fair value estimate on a fundamental analysis of the
company's future prospects, after having taken perceived risk into consideration. We have conducted extensive research to arrive at our investment
recommendations and fair value estimates for the company or companies mentioned in this report. Although the information in this report has been obtained from
sources that EFG-Hermes believes to be reliable, we have not independently verified such information and it may not be accurate or complete. EFG-Hermes does not
represent or warrant, either expressly or implied, the accuracy or completeness of the information or opinions contained within this report and no liability whatsoever
is accepted by EFG-Hermes or any other person for any loss howsoever arising, directly or indirectly, from any use of such information or opinions or otherwise
arising in connection therewith. Readers should understand that financial projections, fair value estimates and statements regarding future prospects may not be
realized. All opinions and estimates included in this report constitute our judgment as of this date and are subject to change without notice. This research report is
prepared for general circulation to the clients of EFG-Hermes and is intended for general information purposes only. It is not intended as an offer or solicitation or
advice with respect to the purchase or sale of any security. It is not tailored to the specific investment objectives, financial situation or needs of any specific person
that may receive this report. We strongly advise potential investors to seek financial guidance when determining whether an investment is appropriate to their needs.



GUIDE TO ANALYSIS

EFG-Hermes investment research is based on fundamental analysis of companies and stocks, the sectors that they are exposed to, as well as the country and regional
economic environment.

Effective 16 December 2009, EFG-Hermes changed its investment rating approach to a three-tier, long-term rating approach, taking total return potential together
with any applicable dividend yield into consideration.

In special situations, EFG-Hermes may assign a rating for a stock that is different from the one indicated by the 12-month expected return relative to the
corresponding fair value.

For the 12-month long-term ratings for any investment covered in our research, the ratings are defined by the following ranges in percentage terms:

Rating Potential Upside (Downside)%
Buy Above 15%

Neutral (10%) and 15%

Sell Below (10%)

EFG-Hermes policy is to update research reports when appropriate based on material changes in a company’s financial performance, the sector outlook, the general
economic outlook, or any other changes which could impact the analyst’s outlook or rating for the company. Share price volatility may cause a stock to move
outside of the longer-term rating range to which the original rating was applied. In such cases, the analyst will not necessarily need to adjust the rating for the stock
immediately. However, if a stock has been outside of its longer-term investment rating range consistently for 30 days or more, the analyst will be encouraged to
review the rating.

COPYRIGHT AND CONFIDENTIALITY

No part of this document may be reproduced without the written permission of EFG-Hermes. The information within this research report must not be disclosed to
any other person if and until EFG-Hermes has made the information publicly available.
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Background research prepared by EFG-Hermes UAE Limited. Report prepared by EFG-Hermes Holding SAE (main office), 58 Tahrir Street, Dokki, Egypt 12311, Tel
+20 2 33 32 1140 | Fax +20 2 33 36 1536 which has an issued capital of EGP 1,939,320,000.

Reviewed and approved by EFG-Hermes KSA (closed Joint Stock Company) which is commercially registered in Riyadh with Commercial Registration number
1010226534, and EFG-Hermes UAE Limited, which is regulated by the DFSA and has its address at Level 6, The Gate, DIFC, Dubai, UAE. The information in this
document is directed only at institutional investors. If you are not an institutional investor you must not act on it.

BLOOMBERG: EFGH | REUTERS PAGES: EFGS .HRMS .EFGI .HFISMCAP .HFIDOM
EFG-HERMES.COM



