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Target Price: SAR47/share
Current Price: SAR34.8/share
Upside: 35% (+Div. Yield: 5.6%)
Rating: Overweight

Saudi National Bank (SNB)
Higher interest rates to keep NIMs muted; Remain OW

=  SNB’s bottom line remained flat sequentially despite higher opex, driven by a rise in
net interest income, ECL reversals, and lower taxes.

= Extended period of higher interest rate environment to keep SNB’s NIMs muted for
longer period, primarily weighted down by rise in time deposit mix.

= We revise our TP to SAR47/share; however, maintain our Overweight rating as we feel
the current valuation of the stock provides a good value buy opportunity.

Interest rates expected to remain elevated for longer... The US Fed has kept benchmark
interest rates unchanged in its recent meetings; however, it has revised its stance for forward
rates. The Fed now is expected to maintain interest rates higher for longer as it looks for
concrete data of reduction in inflation and cooling of economy. The most recent Fed Dot Plot
(Figure 3) now shows one more rate hike in 2023, likely followed by two cuts in 2024e (vs. four
rate cuts predicted earlier in June 2023). The bulk of monetary policy easing is now shifted to
2025e. In line with the scenario, we expect the 3M SAIBOR to remain higher for longer period
(Figure 4).

... whichislikely to keep SNB’s NIVl expansion muted: Elevated interest rate environment pose
challenges for KSA banks with substantial retail/mortgage exposure, including SNB (53% retail
exposure as of 9M23). However, SNB's healthy repricing of balance sheet, strong investment
portfolio, and limited time deposit mix (Figure 7) are expected to minimize the impact.
Considering the current economic landscape and recent management insights, we slightly
revise our NIM estimates for SNB downwards by 10-20bps for 2024-25e. We now anticipate
NIM to stabilize in 2023-24e (Figure 8) due to the reduced pace of rate cuts. In 2025e, when
most rate cuts are expected to be implemented, we expect NIM to gradually expand. However,
the NIM expansion would be muted and less evident compared to other peer banks due to
SNB's low time deposit mix.

Figure 1: Key financial metrics

Net interest income 26,286 27,198 29,999 33,320
y/y growth 18.8% 3.5% 10.3% 11.1%
NIM Margin 3.3% 3.1% 3.2% 3.2%
Fee & other income 6,717 7,706 8,422 8,504
Total operating Income 33,003 34,904 38,421 41,824
Cost to Income Ratio? 27.1% 28.2% 27.9% 27.1%
Net income* 18,581 20,028 22,047 23,755
EPS (SAR) 4.1 3.2 3.5 3.8
DPS (SAR) 1.6 1.9 2.0 1.9
Net loans and advances 545,311 608,757 666,455 720,699
y/y growth 10.0% 11.6% 9.5% 8.1%
Customers deposits 568,283 641,563 705,121 763,337
y/y growth -3.2% 12.9% 9.9% 8.3%
BVPS (SAR) 28 28 30 32
COR (bps) 32 16 30 40

Source: Company, GIB Capital, *attributable to equity holders *Excluding amortization of intangibles
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SNB's loan growth (~10% y/y 2024e) will be driven by corporate lending
(47% of the loan book at the end of 9M23), supported by a favorable macroeconomic
environment in KSA. Retail (ex-mortgage) loan growth is expected to remain subdued; however,
mortgage lending is expected to remain resilient as banks actively promote fixed-rate
mortgages (which allow banks to lock in yields and benefit from potential rate declines). The
bulk of new credit growth is projected to be funded by time deposits and wholesale funding.

SNB's total operating income increased to SAR8,737mn (+3.4% y/y, +2.8% q/q, in
line with our estimates), driven by higher net interest income of SAR6,820mn (+3.7% y/y, +4.5%
q/q). Further, non-interest income came in at SAR1,917mn (+2.5% y/y, -2.8% q/q). Meanwhile,
an ECL reversal of SAR77mn due to a strong recovery in a legacy loan (vs. GIBCe ECL provision
expectation of SAR370mn) mitigated the rise in operating expenses (due to inflationary
pressure from Turkey; +13.6% y/y, +5.9% q/q, 14.5% higher than our estimate). This, coupled
with a decline in taxes (-2.8% y/y, -14.9% q/q), led to a net income of SAR5,010mn (+6% y/y, flat
g/q, in line with our estimates).

SNB's healthy loan (low-double digit) and deposit growth, coupled with
NIM stabilization, is expected to drive profitability. The bank's conservative LDR of 94-96%
(compared to peers >100%) supports better pricing and bolsters NIMs over the medium term.
Also, a strong recovery in legacy loans is likely to keep the cost of risk in check. However, we
expect cost pressures to limit bottom-line growth in the medium term, prompting us to raise
our OPEX estimates (in line with the latest management commentary and revised guidance—
Figure 2). SNB recently completed its 10mn shares repurchase for the ESOP program with a
transaction value of SAR3.4bn, implying a per-share value of SAR34.78. We continue to believe
the stock is poised for a reversal and is a good value buy at current levels, on the back of strong
operational execution and attractive valuation.

Considering the current macroeconomic environment, 3Q23 results, and
the latest management commentary, we marginally reduce our forward NIM estimates, leading
to a revision in our TP. We arrive at a 12-month forward residual income method TP of
SAR45/share. The stock is currently trading at a forward P/B of 1.2x on 2024e BVPS (current
tangible P/B of 1.9x). We use a P/B multiple of 1.5x on 2024e BVPS to arrive at a multiple-based
12-month forward valuation of SAR49/share. Given the 35% upside, we maintain our
Overweight rating for the stock. Downside risks include slower loan growth due to adverse
economic conditions, further increase in interest rates/cost of funds impacting NIMs, and
exposure to international investments.

Figure 2: 2023 guidance

SNB Financial Guidance 2023 Previous 2023 Updated  2023e GIBCe 2023e GIBCe

guidance guidance (old) (Revised)
Loan growth Low-double digit Maintained 11.6% Unchanged
NIMs 3.0% to 3.2% 3.0% to 3.2% 3.14% 3.15%
Cost of Risk 30-50bps 10-30bps 31bps 16bps
Cost to income* Below 27.0% Below 28.5% 26.1% 28.2%

Source: Company data, GIB Capital. *Excluding amortization of intangibles
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Figure 3: US Fed Dot Plot now suggests elevated rate for longer...
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Figure 4: ...Keeping average 3M SAIBOR higher
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Figure 5: Time & savings deposit growth to continue to outpace
demand deposit growth on a sector level...
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Figure 6: ... leading to rise of time deposit mix industry-wide
keeping the cost of funding elevated
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Figure 7: SNB has the lowest time deposit mix compared to peers...
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Figure 8.... leading to stable and flattish NIMs in the medium-term
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Source: Company data, GIB Capital. Historical NIMs do not match with
reported numbers as we use average IEA and IBL
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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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