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Al Rajhi’s net income grew by 40.1% Y-0-Y, mainly supported by a
record high financing growth of 36.3% Y-0-Y, higher non-financing
income, and lower provisions. Accelerating mortgages growth
continued to drive unprecedented financing growth for AlRajhi,
driving earnings growth. We maintain our recommendation
for Al Rajhi with a target price of SAR97.0/share.

AlRajhi’s net financing and investment income grew by 16.1% Y-0-Y and 2.9%
Q-0-Q, representing the highest growth rate since Q4 2018. Net financing and
investment income accelerated on account of record growth for financing
(+36.3% Y-0-Y) and investments (+36.9% Y-0-Y). Al Rajhi’s financing growth
has been accelerating over the past 6 quarters thanks to the rising demand
for mortgages in the market coupled with rising market share for Al Rajhi. The
bank’s mortgage loans grew by 93.1% Y-0-Y and 20.1% Q-0-Q as of Q1 2021,
accounting for nearly 52% of the growth in loans during the quarter and 34%
of the total financing portfolio. Net Profit Margin (NPM), on the other hand,
tightened to 4.6% vs 5.0% in Q1 2020 on the back of lower SAIBOR and lower
spreads.

Non-financing income accelerated by 37.3% Y-o0-Y and 1.9% Q-0-Q, mainly
driven by the rising income from brokerage fees from Al Rajhi Capital which
reportedly increased its market share and demand volume. Total operating
income grew by 19.7% Y-0-Y and 2.7% Q-0-Q. Net operating income (before
provisions) hiked by 28.4% Y-o0-Y and 6.6% Q-0-Q. Cost to Income Ratio fell
from 32.6% in Q1 2020 to 27.8% in Q1 2021. The bank aims to maintain the
ratio below 30% during the year, supported by cost optimization and higher
income.

Provisions fell by 16.7% Y-0-Y and 4.9% Q-0-Q, despite loan growth, due to
recoveries/reversals of previously recorded provisions. Cost of Risk tightened
to 0.67% vs 0.75% in FY2020. Net income jumped by 40.1% Y-0-Y and 6.9%
Q-0-Q. The bank’s net income margin reached 67.9%, the highest since Q4
2017.

AlRajhi’s deposits grew by 33.5% Y-0-Y and 10.1% Q-0-Q, mainly driven by
current accounts growth. Loan to Deposits Ratio (LDR) increased to 81% vs
79% in Q1 2021 but remains considerably below the maximum threshold,
leaving ample room for financing growth.

During March 2021, Al Rajhi announced the distribution of cash dividends of
SAR1.0/share for FY2020, representing 24% payout ratio. The bank’s liquidity,
asset quality, and capital ratios remain strong. Non-performing loans (NPL)
fell to 0.70% vs 0.76% in Q4 2020 with NPL coverage at 318%, reflecting
strong buffers against any possible credit quality deterioration, while liquidity
ratios remain above 100%.

AlRajhi's NIM is expected to continue its downtrend on the back of lower
SAIBOR and reduced mortgage rates, as stipulated by Saudi Real Estate
Refinance Co. (SRC) starting from the 15t of April. Cost optimization efforts,
which were evident over the past 2 quarters, and fast financing growth is likely
to offset lower NIM though. We raise our 2021 estimates for loan growth and
net income for Al Rajhi on the faster than expected financing growth and lower
cost to income ratio. Al Rajhi is currently trading at a historical high multiple
of 4.0x Price/Book and TTM P/E of 21.2x.
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Recommendation
Previous Recommendation Neutral
Current Price (27-04-2021) SAR97.8
Target Price (52 weeks) SAR97.0
Upside/ (Downside) -1.0%
Shariah Compliance Pass
Key Financial Ratios
Gross Fin. & Inv. 3.2% 11.2% -3.6%
Net Fin. Margin 97.1% 97.4% 96.7%
Net Inc. Margin 67.9% 65.6% 56.0%

Key Financial Results (Q1 2021)
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Guide to Ratings and Disclaimer

Buy An upside potential of more than 20% in 52-week period
Overweight An upside Potential of more than 10% in 52-week period

Neutral Will stay in the range of it value (up/down 10%) in a 52-week period
Underweight A downside potential of more than 10% in 52-week period

Sell A downside potential of more than 20% in 52-week period
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This research document has been prepared by Itgan Capital Company (“Itgan Capital”), Saudi Arabia. It has been prepared for the general use of Itgan
Capital’s clients and may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written
consent of Itgan 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 Itgan Capital. The
information contained was obtained from various public sources believed to be reliable, but we do not guarantee its accuracy. Itgan Capital makes no
representations or warranties (express or implied) regarding the data and information provided and Itqgan 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. Itgan Capital or its officers or one or more of its affiliates (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. Itgan Capital or its affiliates 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. Itqan Capital, together with its affiliates 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. This research document and any recommendations contained are subject to change without prior notice. Itgan Capital assumes no
responsibility to update the information in this research document. Neither the whole nor any part of this research document may be altered, duplicated,
transmitted or distributed in any form or by any means. 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 Itgan Capital or any of its affiliates to any registration or licensing requirement within such
jurisdiction.
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