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Despite the drop in Repo and Reverse Repo rates for two
consecutive times in March 2020, Alinma’s Income from
Investing & Financing Assets grew by 8.1% Y-o0-Y. However,
the Investment revaluation losses and an increase in provisions
pressured Alinma’s Net Income by 42.0% Y-o0-Y. Due to the
decrease in Alinma share price during the previous two months,
the stock converted to be undervalued. Therefore, we adjust our
recommendation to Overweight, with a target price of SAR16.9.

During Q1 2020, Alinma successfully increased its Income from Investing
& Financing Assets by 8.1% Y-0-Y to reach SAR1,395mn in Q1 2020
compared to SAR1,290mn in Q1 2019. Non-Interest Income fell to
SAR147mn in Q1 2020 compared to SAR314mn in Q1 2019 as a result
of Investment revaluation losses by 405% Y-o-Y to reach losses of
SAR137mn in Q1 2020 compared by an income SAR45mn in Q1 2019
while provisions dramatically increased by 423.8% Y-0-Y. As a result,
Alinma’s net income plunged by 42.0% Y-o-Y to reach SAR370mn
compared to SAR638mn in Q1 2019. Consequently, The bank’s Net
Income Margin declined dramatically to 26.5% in Q1 2020 compared to
49.5% in Q1 2019.

Alinma continued its investment strategy in governmental Sukuk, which
is known to be a low-risk asset, and increased its Total Investments by
18.8% Y-0-Y to reach an all-time high of SAR24,621mn in Q1 2020
compared to SAR20,728mn in Q1 2019. Alinma’s Investment to Deposits
ratio increased to reach 23.7% in Q1 2020 compared to 22.5% in Q1
2019.

Despite the rise in Alinma’s Deposits by 12.6% Y-0-Y, the bank’s Finance
to Deposits ratio continued its rise, reaching 94.1% in Q1 2020 compared
t093.1% in Q1 2019, which poses considerable risk to the bank. Alinma’s
Total Finance reached SAR97,784mn in Q1 2020 compared to
SAR85,877mn in Q1 2019, representing a rise of 13.9% Y-0-Y.

Alinma increased its capital by 33.3% to reach SAR20bn compared to
SAR15bn by offering 1 bonus share for every 3 shares. The capital
increase was financed from the bank’s reserves and retained earnings.

Due to the difficulty to determine the financial impact at the present
time, we still believe that FY2020 will be a challenging year for the whole
Saudi banking sector, especially Q2 2020, amid the reduction in Repo &
Reverse Repo rates by SAMA combined with the high probability of
private sector delinquency.
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Financial Projection
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We have valued Alinma Bank using the Residual Income
approach, considering a Cost of Equity equal to 11.1% (based
on a risk-free rate of 4.4%, market risk premium 7.3%, Beta of

0.92).

Based on the Residual Income valuation, the fair price of Alinma
share price is SAR16.9, which is higher than the traded value by

13.2%.
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Financial Projection

2018 A 2019A 2020E 2021 F 2022F 2023 F 2024F

Net Profit Margin 58.4% 45.2% 39.0% 40.4% 42.2% 44.0% 45.6%
Net Spread 3.4% 3.6% 3.3% 3.4% 3.5% 3.5% 3.5%
Total Finances / Total Deposits 95.6% 95.4% 95.4% 95.4% 95.4% 95.4% 95.4%
Investments / Total Deposits 20.4% 23.0% 23.4% 23.6% 23.6% 23.6% 23.6%
Net Interest Margin 3.5% 3.8% 3.4% 3.5% 3.6% 3.7% 3.7%
Return on Average Equity 12.1% 12.9% 10.3% 11.0% 12.1% 13.4% 14.4%
CASA Ratio 60.4% 57.8% 58.1% 58.2% 58.2% 58.4% 58.7%

2018 A 2019A 2020E 2021 F 2022F 2023 F 2024F

Income from Investments & Financing 4,894 5,609 5,587 6,231 6,958 7,801 8,567
Net Income from Investments & 3,798 4,394 4,365 4,893 5,474 6,147 6,724
Financing

Non-Operating Income 1,047 1,216 1,321 1,442 1,580 1,738 1,912
Total Income 4,845 5,610 5,686 6,335 7,054 7,885 8,636
Operating income 2,984 3,523 3,386 3,840 4,343 4,937 5,430
Net Income 2,857 2,535 2,181 2,516 2,934 3,431 3,904

2018 A 2019A 2020E 2021 F 2022F 2023 F 2024F

Total Investments 18,399 23,478 25,825 28,408 31,249 34,374 37,811

Total Financing 83,889 94,801 101,862 110,513 121,133 132,882 145,951
Total assets 121,538 131,839 141,714 153,857 167,775 183,039 200,151
Customers Deposits 90,128 102,063 110,228 120,148 132,163 145,380 159,917
Total Liabilities 100,240 109,395 117,088 127,514 140,098 153,932 169,140
Total equity 21,298 22,445 24,626 26,342 27,676 29,107 31,010

Total liabilities and equity 121,538 131,839 141,714 153,856 167,774 183,038 200,151



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 Itgan
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. Itqan 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. Itqan 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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