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Decoding the upcoming Rate Cut Cycle

=  The US Fed changed its stance from hawkish to dovish in its most recent meeting and has
indicated 75bps possible rate cuts in 2024e and another 100bps in 2025e.

= Based on our calculation, we expect total finance costs of TASI companies (ex. Banks and
Insurance) to decline by 9-15% in 2024-25e, with Consumer Durable witnessing the highest
earnings expansion, followed by REITs, Materials, and Utilities sectors.

= Within our coverage, we expect SASCO, ADES, Marafig, Tanmiah, First Milling, and Theeb
to be notable beneficiaries of rate cuts, with a healthy upside to earnings.

After an aggressive tightening cycle,
(lifted interest rates 11 times or by more than 5ppts; Figure 1) since March 2022, the Fed
maintained the interest rates at 5.25-5.50% (third consecutive time) in its December 2023
meeting, citing evidence pointing to a considerable decline in inflation and a decelerating
economy. However, the Fed has signaled a significant policy shift in its latest meeting. It pointed
out that interest rates have likely reached their peak and have indicated a possible rate cut by
75bps in 2024e (at least three cuts assuming 25bps each; Figure 2), marking a transition from a
hawkish to dovish stance. In addition, the recent Dot Plot suggests a 1ppts rate cut in 2025e
(Figure 2). While the Fed has not disclosed a specific timeline of implementation of these rate
cuts, the first cut is likely to be implemented in March 2024. In line with the US Fed, SAMA is
expected to implement a similar rate cut in KSA.

The impact across sectors and the economy will vary,
influenced by factors like the size and timing of cuts, economic conditions, and market
expectations. Based on our calculations (assuming a 50bps and a 75bps cumulative impact in
2024e and 2025e, respectively, considering a laggard effect of cuts), we project a 9% vy/y
reduction (excl. Aramco) in total finance costs for sectors listed on TASI (excl. Banks, Insurance)
in 2024e (Figure 13). The impact would be even higher in 2025e with a likely reduction of ~15%
y/y (excl. Aramco). These finance cost savings are poised to boost earnings growth, with an
estimated overall earnings expansion of 5% y/y (excl. Aramco) and 7% in 2024e and 2025e,
respectively (Figure 13). Within sectors, Consumer Durables are expected to see the most
substantial earnings expansion at 20% y/y in 2024e, followed by REITs at 15% y/y, Materials at
11% y/y, and Utilities at 9% y/y.

Within our coverage, SASCO (3.8x D/E including lease liabilities for
2023e) stands as a notable beneficiary, expecting a (-12%) decline in finance expenses for 2024e
(assuming effective 50bps rate cut impact on our projected 2023e debt level; Figure 16). This
reduction is expected to increase the bottom line by 29%, bolstering its strategic expansion of
fuel station networks throughout KSA. ADES (1.6x) is also forecasted to benefit from the rate
cuts, foreseeing a 7% decline in finance costs, which could lead to a 12% upswing in earnings.
In the Utilities sector, Marafiq (1.5x) is projected to witness an 11% reduction in finance costs,
potentially leading to a 10% surge in the bottom line. Additionally, Tanmiah (1.1x), First Milling
(2.0x), and Theeb (1.6x) are also expected to witness a high-single-digit to low-double-digit
reduction in interest expenses, resulting in a 4-5% improvement in earnings in 2024e. Akaria
(0.7x) is also likely to benefit notably during the rate-cut cycle.
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Figure 1: The US Fed indicated that interest rates have likely peaked...
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Figure 2: ...and pointed towards at least three cuts in 2024e...
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Figure 3: ...as evidenced suggested towards cooling inflation and...
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Figure 4: ...slowing economic activities in recent months
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Figure 5: In line with the Fed, SAMA is expected to cut its policy rates...
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Figure 6 : ...thereby benefiting most leveraged companies in KSA
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2. Current leverage scenario in KSA

Figure 7: Total Debt including lease liabilities (SAR mn)*
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Figure 8: Total debt excluding lease liabilities (SAR mn)*

532

IIIII IIIIII IIIIEI| IIIHEI

106
92
I

2019 2020 2021 2022 9M23

w Long term debt M Short term debt

Source: Argaam, GIB Capital, * Ex-Banks, Insurance and Aramco

Figure 9: Trend in D/E ratio including lease liabilities*
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Figure 10: Trend in D/E ratio excluding lease liabilities*
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Figure 11: Trend in net debt and net debt to EBITDA ratio (SAR mn)*

435

330
299

2019 2020 2021 2022 9M23

o Net Debt  ==@==Net Debt/EBITDA

Source: Argaam, GIB Capital, * Ex-Banks, Insurance and Aramco

Figure 12: Trend in finance expense and interest coverage ratio (SAR mn)*
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Figure 13: Impact on finance cost and earnings? of TASI sectors (excl. Banks and Insurance)
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3. Rate cuts beneficiaries: Analyzing the impact on KSA sectors

To estimate the impact of rate cuts on finance costs, we held debt constant at its 9M23 level
and multiplied it by the assumed 50bps effective rate cut for 2024e. These calculated finance
cost savings were then added to the annualized 9M23 earnings for each sector to arrive at the
expected earnings growth in 2024e. We used the same approach with a 75bps effective rate cut
for 2025e, to determine the estimated finance cost savings and earnings growth for that year.

Consumer Durables & Apparel 1,713 2,888 0.6x 64 -13% -23% 44 +20% +25%
REITsAA 9,335 16,599 0.6x 520 -9% -15% 316 +15% +19%
Materials 116,246 349,204 0.3x 7,059 -8% -13% 5,516 +11% +14%
Utilities 154,835 125,175 1.2x 7,912 -10% -16% 8,589 +9% +12%
Real Estate Mgmt & Dev't 48,643 73,646 0.7x 2,341 -10% -17% 2,968 +8% +11%
Financial Services 16,611 40,259 0.4x 1,281 -6% -10% 1,690 +5% +7%
Consumer Discretionary Dist. & Retail 12,152 5,109 2.4x 653 -9% -15% 1,289 +5% +7%
Food & Beverages 31,067 33,120 0.9x 1,857 -8% -14% 3,691 +4% +6%
Capital Goods 7,711 10,351 0.7x 516 -7% -12% 1,176 +3% +5%
Transportation 7,619 9,393 0.8x 607 -6% -10% 1,376 +3% +4%
Consumer Services 9,606 13,557 0.7x 600 -8% -13% 1,873 +3% +4%
Commercial & Professional Svc 1,818 2,912 0.6x 121 -8% -12% 432 +2% +3%
Consumer Staples Distribution & Retail 8,581 7,879 1.1x 486 -9% -15% 2,213 +2% +3%
Health Care Equipment & Svc 13,310 20,264 0.7x 547 -12% -21% 3,702 +2% +3%
Pharma, Biotech & Life Sciences 1,132 2,911 0.4x 72 -8% -13% 379 +1% +2%
Telecommunication Services 46,325 106,096 0.4x 2,423 -10% -16% 17,971 +1% +2%
Media and Entertainment 2,221 4,210 0.5x 140 -8% -13% 1,054 +1% +2%
Energy 353,539 1,578,791 0.2x 13,487 -13% -23% 464,935 +0% +1%
Software & Services 1,933 7,586 0.3x 156 -6% -10% 2,879 +0% +1%
Total 844,397 2,409,948 0.4x 40,839 -10% -17% 522,092 +1% +1%
Total (ex-Aramco) 559,348 864,792 0.6x 31,131 -9% -15% 55,577 +5% +7%

Source: Argaam, GIB Capital **includes lease liabilities ‘assumed no tax impact *9M23 annualized numbers (1H23 for REITs), A" 1H23 numbers for REITs "proforma impact

Figure 14: Impact on finance cost and earnings® of most leveraged TASI companies (excl. coverage companies)
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5,254 311 16.9x 349 -8% -12% (122) +21% +41%
374 65 5.7x 13 -14% -24% (70) +3% +4%
1,134 204 5.6x 67 -9% -14% (184) +3% +5%
1,434 269 5.3x 78 -9% -15% (30) +24% +48%
2,545 530 4.8x 181 -7% -11% (308) +4% +6%
4,062 1,168 3.5x 153 -13% -23% 278 +7% +10%
38,672 11,950 3.2x 2,160 -9% -15% (4,407) +4% +7%
1,091 341 3.2x 63 -9% -14% (115) +5% +7%
1,192 374 3.2x 33 -18% -33% 58 +10% +14%
719 317 2.3x 43 -8% -14% 36 +10% +14%
1,142 539 2.1x 67 -9% -14% (143) +4% +6%
1,233 655 1.9x 70 -9% -14% 25 +25% +30%
832 458 1.8x 18 -24% -47% (8) +51% NM
198 111 1.8x 11 -9% -15% 8 +13% +17%
366 206 1.8x 23 -8% -13% 122 +2% +2%

Source: Argaam, GIB Capital **includes lease liabilities ‘assumed no tax impact *9M23 annualized numbers “proforma impact
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Figure 15: Impact on finance cost and funds from operations (FFO)* of REITs

Mefic REIT 539 538 1.0x 30 -9% -15% 2 +108%  +78%
Musharaka REIT 880 800 1.1x 58 -8% -12% (11) +40% NM

Derayah REIT 778 853 0.9x 54 -7% -12% 23 +17% +21%
Sico Saudi REIT 150 362 0.4x 11 -7% -11% 5 +15% +19%
Mulkia REIT 593 808 0.7x 39 -8% -12% 20 +15% +19%
Jadwa REIT Alharamain 251 488 0.5x 17 -7% -12% 12 +11% +15%
Riyad REIT 1,419 1,523 0.9x 46 -15% -27% 101 +7% +10%
Alkhabeer REIT 889 1,057 0.8x 33 -14% -24% 64 +7% +10%
Al Rajhi REIT 896 1,187 0.8x 50 -9% -15% 65 +7% +10%
Sedco Capital REIT 796 1,557 0.5x 54 -7% -12% 62 +6% +9%
Alinma Retail REIT 199 884 0.2x 4 -25% -50% 20 +5% +7%
Alahli REIT 1 648 1,254 0.5x 36 -9% -15% 68 +5% +7%
Jadwa REIT Saudi 453 1,746 0.3x 33 -7% -11% 56 +4% +6%
Taleem REIT 298 546 0.5x 21 -7% -11% 37 +4% +6%
Al Maather REIT 205 514 0.4x 7 -16% -28% 40 +3% +4%
Bonyan REIT 341 1,371 0.2x 27 -6% -10% 128 +1% +2%
Alinma Hospitality REIT 0 1,023 0.0x 0 NA NA 91 +0% +0%
Aljazira REIT 0 88 0.0x 0 NA NA 4 +0% +0%
Total 9,335 16,599 0.6x 520 -9% -15% 790 +6% +8%

Source: Argaam, GIB Capital **includes lease liabilities ‘assumed no tax impact *1H23 annualized numbers " proforma impact
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Figure 16: Impact on finance cost and earningsion coverage companies
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4. Coverage companies in focus: Analyzing the impact of rate cuts
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Source: Argaam, GIB Capital **includes lease liabilities ‘assumed no tax impact " proforma impact, ***for the period Jan-Dec 2023e. We have not calculated the impact

on APPC as the company is currently capitalizing the financial costs due to its ongoing expansion projects.
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This research report has been prepared by GIB Capital, Riyadh, Saudi Arabia. It has been prepared for the general use
of GIB Capital’s clients and may not be altered, redistributed, retransmitted or disclosed, in whole or in part, or in any
form or manner, without the express written consent of GIB Capital. Receipt and review of this research document
constitute your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or
information contained in this document prior to public disclosure of such information by GIB Capital. The information
contained was obtained from various public sources believed to be reliable, but we do not guarantee its accuracy. GIB
Capital makes no representations or warranties (express or implied) regarding the data and information provided and
GIB Capital does not represent that the information content of this document is complete, or free from any error, not
misleading, or fit for any particular purpose. This research document provides general information only. Neither the
information nor any opinion expressed constitutes an offer or an invitation to make an offer, to buy or sell any securities
or other investment products related to such securities or investments. It is not intended to provide personal
investment advice and it does not take into account the specific investment objectives, financial situation and the
particular needs of any specific person who may receive this document.

Investors should seek financial, legal or tax advice regarding the appropriateness of investing in any securities, other
investment or investment strategies discussed or recommended in this document and should understand that
statements regarding future prospects may not be realized. Investors should note that income from such securities or
other investments, if any, may fluctuate and that the price or value of such securities and investments may rise or fall.
Fluctuations in exchange rates could have adverse effects on the value of or price of, or income derived from, certain
investments. Accordingly, investors may receive back less than originally invested. GIB Capital or its officers (including
research analysts) may have a financial interest in securities of the issuer(s) or related investments, including long or
short positions in securities, warrants, futures, options, derivatives, or other financial instruments. GIB Capital may from
time to time perform investment banking or other services for, solicit investment banking or other business from, any
company mentioned in this research document. GIB Capital and employees, shall not be liable for any direct, indirect
or consequential loss or damages that may arise, directly or indirectly, from any use of the information contained in
this research document. Where the report contains or

refers to a recommendation about a specific security or securities service, please note that it may not be suitable for
all recipients. Please note that the achievement of any price target may be impeded by general market and economic
trends and other external factors, or if a company’s profits or operating performance exceed or fall short of our
expectations. The subjectivity in future expectations is complex and may miss actual or reported numbers.

This research document and any recommendations contained are subject to change without prior notice. GIB Capital
assumes no responsibility to update the information in this research document. This research document is not directed
to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality,
state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law, or
which would subject GIB Capital to any registration or licensing requirement within such jurisdiction

The principal activities of GIB Capital are Dealing, Custody, Managing, Arranging and Advising pursuant to the Capital
Market Authority (“CMA”) License No. 07078-37.

We use a rating system based on potential upside, 1 year from today, based on our valuation models. For “Overweight”
ratings, the estimated upside is >10%, for “Underweight”, the estimated downside is <10%. For returns in between +/-
10%, we have a Neutral rating.

Contact us for queries:

Sell Side Research Department,

GIB Capital,

B1, Granada Business & Residential Park,

Eastern Ring Road, PO Box 89589, Riyadh 11692

www.gibcapital.com
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