cullodl USLJ

October 28, 2018 riyad capital
Rating Neutral NATIONAL COMMERCIAL BANK (NCB)
12- Month Target Price SAR 48.00 3Q2018 First Look
Provisions Surge Q/Q
Expected Total Return NCB reported its 3Q2018 results with a netincome of SAR 2.45 billion (+15% Y/Y, -5%
Price ason Oct-25,2018 SAR 44.90 Q/Q) in-line with our forecast of SAR 2.50 billion and market consensus of SAR 2.41
sl i T e 6.9% billion. Total income improved on the back of higher NSCI and non-core income on an
R T 3.8% annual and quarterly basis. However, operating expenses declined Y/Y but grew Q/Q,
P =P mainly affected by the movement in provisions, which led to the -5% Q/Q drop in
Expected Total Return 10.7% bottomline. The bank added SAR 2.2 billion in loans, while deposits witnessed a more
aggressiverise of SAR 7.8 billion during the quarter, causing LDR to decline to 80%.
Trading at a 2018E P/B of 1.9x, we maintain our Neutral recommendation and target
Market Data price of SAR 48.00.
SAR49.95/31.20 .
52 Week H/L / LDR retreats to 80% as deposits grow
e e e SAR 134,700 min NCB continued to grow its balance sheet, though not at the same magnitude as last
Shares Outstanding 3,000 min quarter, especially in net loans terms. Net advances rose by SAR 2.2 billion over last
Free Float 35.7% quarter, in which it had added SAR 13.3 billion, to reach SAR 268 billion at 3Q-end.
12-Month ADTV 1,188,987 Deposits grew atasimilar paceas 2Q18,adding SAR 7.8 billion to reach SAR 325 billion.
Hoosemm NCB AB Sincethe growth in deposits outpaced that of advances, LDR edged down from 82% last

quarter to 80%. Investments alsoincreased by SAR 1.5 billionto SAR 117 billion, in-ine
with our SAR 118 billion forecast.

1-Year Price Performance Record topllne

Given the increase in deposits base amid rising interest rates, special commission

170 expense surged by +28% Y/Y to surpass SAR 1 billion for the firsttime since 4Q16.
1:2 However, this was more than offset by a +10% Y/Y increase in special commission
140 income to SAR 4.7 billion, the highest ever in NCB’s history. As a result, NSCI reached
ﬁg SAR 3.6 billion, up +5% Y/Y and +2% Q/Q and almost matching our SAR 3.7 billion
110 estimate. Non-core income went up +5% Y/Y to SAR 1.1 billion, dueto higher fee-based
100 income, exchange income and lower other operating expenses. Consequently, total
:z income came in at SAR 4.7 billion, +5% Y/Y and +2% Q/Q, close to our SAR 4.8 billion
O N D J F M A M J J A S est|mate.
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Provisions up +79% Q/Q

Operating expenses were recorded at SAR 2.2 billion, down -3% Y/Y but up +9% Q/Q.
The annual declinewas on the backof a -14% drop in provisions thatreached SAR 610

S5 - &-mth Lyr 2T million and despitethe increasein staff expenses and other general and administrative

expenses. On the other hand, provisions were substantially higher than 2Q18 level of

SAR 341 million, rising by +79%, which led to the quarterlyincreasein opex.

Source: Bloomberg
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Net income meets expectations
Net income of SAR 2.45 billion (up +15% Y/Y but down -5% Q/Q) was in-line with our
expectations and street estimate of SAR 2.50 billion and SAR 2.41 billion respectively.
-20% - The Y/Y risecan beattributed to the riseintotal incomeand drop in provisions, whereas
2 NCB ETAS| the quarterly decline was on the back of significantly higher provisions, in spite of the
higher total income. The stock trades at a 2018E P/B of 1.9x; we maintain our Neutral
recommendation and target price of SAR 48.00.
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3Q2018(SARmIn) Actual RC Forecast

NS @i e 3,637 3,684 Key Financial Figures Key Financial Ratios

Total Op Income 4,732 4,762 FY Dec31 (sARmin) | 2017A | 2018E | 2019E [FY Dec31 2017A | 2018E | 2019E |
NSCI 13,661 14,171 14,739 NIM 3.2% 3.3% 3.3%

i L e T 2508 Provforcredloss 1,864 1,316 1,493 ROAE 16.4%  16.2%  15.5%

Net Advances 268,245 271,649 Net Income 9,965 10,896 11,466 ROAA 2.2% 2.4% 2.5%

Bieashs 325,461 317,722 EPS (SAR) 3.32 3.63 3.82 CAR 20% 19% 20%
DPS (SAR) 1.70 1.70 1.85 P/B 2.1x 1.9x 1.8x
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Stock Rating
Neutral Not Rated
Expected Total Return Expected Total Return Expected Total Return less Under Review/ Restricted
Greater than +15% betw een -15% and +15% than -15% nder Review/ estricte

* The expected percentage returns are indicative, stockrecommendations also incorporate relevant qualitative factors

For any feedback on ourreports, please contactresearch@riyadcapital.com

Disclaimer

The informationin this reportwas compiled in good faith from various public sources believed to be reliable. Whilst all rea sonable
care has beentakento ensure thatthe facts stated in this report are accurate and that the forecasts, opinions and expectations
contained herein are fair and reasonable. Riyad Capital makes no representations or warranties whatsoever as to the accuracy
of the data and information provided and, in particular, Riyad Capital does notrepresentthatthe information in this report is
complete or free from any error. This reportis not, and is notto be construed as, an offer to sell or solicitation ofan offer to buy
any financial securities. Accordingly, no reliance should be placed on the accuracy, fairness or completeness ofthe information
contained in this report. Riyad Capital accepts no liability whatsoever for any loss arising from any use of this report or its
contents, and neither Riyad Capital nor any of its respective directors, officers oremployees, shall be in anyway responsib le for
the contents hereof. Riyad Capital orits employees orany of its affiliates or clients mayhave a financial interestin securities or
other assets referred to in this report.

Opinions, forecasts or projections contained in this reportrepresentRiyad Capital's currentopinions or judgmentas atthe date
of this report only and are therefore subjectto change withoutnotice. There can be no assurance thatfuture results or events
will be consistent with any such opinions, forecasts or projections which represent only one possible outcome. Further, such
opinions, forecasts or projections are subject to certain risks, uncertainties and assumptions that have not been verified and
future actual results orevents could differ materially.

The value of, or income from, any investments referred to in this report may fluctuate and/or be affected by changes. Past
performance is notnecessarilyan indicative of future performance. Accordingly, investors mayreceive back less than originally
invested amount.

This report provides information of a general nature and does not address the circumstances, objectives, and risk tolerance of
any particular investor. Therefore, it is notintended to provide personal investment advice and does not take into account the
reader’s financial situation orany s pecificinvestmentobjectives or particular needs which the reader may have. Before making
an investmentdecision the reader should seek advice from an independentfinancial, legal, tax and/or other required advisers
dueto the investmentin such kind of securities maynotbe suitable for all recipients.

This research report might not be reproduced, nor distributed in whole or in part, and all information, opinions, forecasts and
projections contained initare protected by the copyright rules and regulations.
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Riyad Capital is a Saudi closed joint stock company, with commercial registration number (1010239234), licensed and organized by the Capital
Market Authority under License No. (07070-37), and having its registered office at Al Takhassusi Street, Prestige Building, Riyadh, Kingdom of Saudi
Arabia (“KSA”). Website: www .riyadcapital.com



