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Qatar Islamic Bank

Flash Note 31 January 2010

Strong Recoveries, Upgrade to Buy Buy

Earnings driven by stable core operating performance and benign Target Price (QAR)
asset quality Market Price (QAR) 72.3
We  believe the bank would benefit from government Upside 24.1%
infrastructure/transport projects this year
Upgrade the stock to “Buy” and adjust target price to QAR89.7 Listed on DSM
Bloomberg QIBK QD
Results highlight: Earnings were in line with our/street estimates helped by stable RIC QISB.QA
core operating performance: net interest income and fee income. Loan growth
remained strong primarily driven by government/semi-government and trading
books. Margins improved during the quarter to 3.86%, further supporting net Market Cap. (QAR mn) 14,804
interest income. Credit expansion also boosted fee income, which rose 90%, Market Cap. (USD mn) 4,067
quarterly. Operating expenses increased during the quarter/year due to expansion
initiatives.
No of Shares (mn) 207
Due to customer repayments, the bank saw more recoveries than loan loss charges, Foreign Ownership Limit 25.0%
leading to negative loan loss provisioning during the quarter. NPL ratio also declined Foreign Ownership Level 4.7%

to 1.2% from 1.6% in the previous quarter, helped by the bank’s focus on risk
management. Management expects NPL ratio to improve this year on the back of

strong recoveries and tight risk management. SERS o0 Sl T

Free Float 90.8%
What we think: Strong bad loan recoveries and relatively high growth, amid a QIA 5.0%
challenging environment, are a positive. Being the biggest Islamic bank in Qatar Others 4.2%
with a strong track record, we believe the bank is well placed to benefit from
infrastructure projects and trading activities in Qatar. Nonetheless, investment
income is likely to be at lower levels this year due to its real estate tilt stemming Price Performance Chart
from Islamic orientation. -

— QIBK (LHS)

Action: We upgrade our rating to Buy from Hold and adjust our target price to 10000 §
QARS89.7. We raise our loan growth assumptions and lower loan loss charges in light
of the benign asset quality experienced by the bank. QIB stands out in terms of
strong loan recoveries, especially in the current context of heightened risk, when
the sector is still struggling with bad loans. As such, the stock offers better earnings

visibility, in our view. s Neyss Swds s Meys Sepdn iano
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Valuation and catalyst: Despite trading in line with the FY10f PB Qatar sector
average, we find the stock attractive after the drop in share price—translating to an

upside potential of 24%. It is trading at a 9% discount to its implied PB and at a » +971 4 293 5384
70% discount to its five-year average historical PB. The stock has fallen 21% since > d th
its peak in September 2009 and is underperforming the market. We believe the Janany.vamadeva@af-hc.com
stock deserves to trade at a higher multiple than the sector given its better growth
prospects and benign asset quality. Expected increase in infrastructure projects in
Qatar and international expansion would act as catalysts to the stock. > +971 4 293 5382
KPIs(QARmn) | New | ~~ Od |  Consensus | > germaine.benyamin@af-hc.com
FY10f | FY1lf | FY10f FYL1f FY10c FY1ic 9 -oeny :
Net interest income 2,101.7 2,402.4 1,419.1 1,586.4 - -
Total income 2,242.3 2,559.4 2,145.6 2,495.5 2,295.0 2,717.0 * Disclaimer: See Page 5
Net income 1,527.9 1,779.7 1,596.1 2,069.2 1,401.0 1,653.0
Net interest margin 4.01% 3.99% 4.12% 4.13% - -
Gross loans (bn) 30.4 34.9 30.3 33.6 - -
Cost/Income 24.0% 24.1% 22.8% 22.9% - -
Gross LD 120.0% 110.0% 120.0% 110.0% - -
EPS 7.45 8.69 7.37 9.55 - -
DPS 1.49 1.74 1.47 1.91 - -
Dividend Yield 2.06% 2.40% 1.91% 2.48% - -
P/E (x) 9.7 8.3 10.5 8.1 - -
P/B (x) 1.6 1.4 1.9 1.6 - -
ROAE 16.8% 17.7% 16.2% 17.0% - -
ROAA 3.6% 3.8% 3.5% 3.6% - -
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Qatar
QAR million 4Q09a 4Q08a 3009a_ | QoQ | 4Q0%
Net Interest Income 335.1 263.1 27% 307.0 9% 348.8 -4%
Non-Interest Income 127.7 117.9 8% 106.7 20% 129.3 -1%
Total Income 462.8 381.0 21% 413.6 12% 478.0 -3%
Operating Expense 149.5 115.4 30% 121.4 23% 126.1 19%
Operating Profit 313.3 265.6 18% 292.2 7% 351.9 -11%
Provision 7.0 106.0 -93% 106.7 -93% 97.8 -93%
- Loan loss (55.0) 41.0 -234% 86.1 -164% 87.2 -163%
- Other 62.0 65.0 -5% 20.7 200% 10.6 483%
Net Income 320.9 392.0 -18% 188.5 70% 317.8 1%
Cost-to-Income Ratio 32% 30% 29% 26%
in billion
Net Loans 25.5 18.9 35% 22.4 14% 25.0 2%
Deposit 20.4 16.6 23% 20.2 1% 20.9 -3%
Shareholders’ Equity 9.0 7.1 26% 7.8 16% 8.5 6%
QAR million FY09a FY09e
Net Interest Income 1,288.7 897.8 44% 1,302.3 -1%
Non-Interest Income 613.4 1,268.2 -52% 614.9 0%
Total Income 1,902.0 2,165.9 -12% 1,917.2 -1%
Operating Expense 487.4 443.9 10% 464.1 5%
Operating Profit 1,414.6 1,722.0 -18% 1,453.1 -3%
Provision 130.8 17.3 658% 221.6 -41%
- Loan loss 31.1 (47.8) -165% 173.3 -82%
- Other 99.7 65.0 53% 48.3 106%
Net Income 1,322.1 1,642.5 -20% 1,318.9 0%
Cost-to-Income Ratio 26% 20% 24%
in billion
Net Loans 25.5 18.9 35% 25.0 2%
Deposit 20.4 16.6 23% 20.9 -3%
Shareholders’ Equity 9.0 7.1 26% 8.5 6%
Source: Company reports, HC Brokerage
wwwhesicom
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Financial Statements

Income Statement
Interest Income

Interest Expense

Net Interest Income
Fees and Commissions
FX Income

Investment Income
Other Income
Non-interest Income
Total Income

Total Operating Expenses
Pre-provision Income
Provisions

Associate and Other Income
Pre-tax Income
Income Taxes

Net Income After Tax
Minority Interest

Net Income

Balance Sheet
Assets

Cash Due from Central Bank
Due from Banks
Investments
Gross Loans
NPL Provisions
Unearned Profit
Net Loans

Other Assets

Net Fixed Assets
Total Assets

Liabilities
Total Deposits
Due to Banks
Borrowings
Other Liabilities
Total Liabilities

HC

1,286.4 1,799.0 2,101.7 2,402.4 2,702.2 3,033.4
388.7 510.4 608.7 709.1 738.6 819.0
897.8 1,288.7 1,492.9 1,693.3 1,963.6 2,214.3
223.2 258.7 297.5 342.1 376.4 414.0
(80.7) 45.1 45.6 47.9 50.3 52.8
548.5 253.9 245.6 274.8 307.8 344.7
577.2 55.6 160.7 201.2 225.2 252.1
1,268.2 613.4 749.4 866.1 959.7 1,063.6
2,165.9 1,902.0 2,242.3 2,559.4 2,923.2 3,277.9
443.9 487.4 540.3 621.5 702.8 789.3
1,722.0 1,414.6 1,702.0 1,937.9 2,220.4 2,488.6
173 130.8 126.8 103.2 70.2 78.2
1,704.7 1,283.8 1,575.2 1,834.7 2,150.2 2,410.4
- (10.9) - - - -
1,704.7 1,294.7 1,575.2 1,834.7 2,150.2 2,410.4
62.2 (27.4) 47.3 55.0 64.5 72.3
1,642.5 1,322.1 1,527.9 1,779.7 2,085.7 2,338.1
1,023.2 1,338.2 1,921.4 3,292.9 4,983.5 5,657.4
6,367.7 8,902.6 9,032.7 8,093.3 8,498.0 9,517.7
2,947.2 1,818.6 2,032.4 2,276.2 2,549.4 2,855.3
21,234.7 25,734.3 30,366.5 34,921.5 38,413.6  42,255.0
234.0 264.2 169.9 64.8 (55.9) (174.7)
2,134.9 2,806.6 2,846.9 3,055.6 3,457.2 3,169.1
18,865.9 22,663.5 27,349.8 31,801.0 35,012.3 39,260.5
4,078.9 4,250.7 4,526.0 4,811.0 5,293.0 5,828.7
260.3 299.1 301.4 308.8 317.0 331.9
33,543.2 39,272.7 45,163.6 50,583.2 56,653.2 63,451.6
16,591.8 20,361.0 25,305.4 31,746.8 36,584.4  42,255.0
8,696.7 8,691.0 8,981.5 6,768.0 6,085.5 5,090.8
885.8 1,021.9 1,259.5 838.2 931.4 1,017.9
26,174.4 30,073.9 35,546.4 39,353.0 43,601.2  48,363.7
7.368.8 9,198.8 9,617.2 11,230.3 13,052.0 15,087.9

Shareholders’ Equity

Qatar Islamic Bank

www.hc-si.com
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Upside

Buy Greater than 20%

Hold -5% to 20%

Sell Less than -5%
Disclaimer

This memorandum is based on information available to the public. This memorandum is not an offer to buy or sell, or a solicitation of an offer to buy or sell the
securities mentioned. The information and opinions in this memorandum were prepared by HC Brokerage from sources it believes to be reliable and from
information available to the public. HC Brokerage makes no guarantee or warranty to the accuracy and thoroughness of the information mentioned in this
memorandum, and accepts no responsibility or liability for losses or damages incurred as a result of opinions formed and decisions made based on information
presented in this memorandum. HC Brokerage does not undertake to advise you of changes in its opinion or information. HC Brokerage and its affiliates and/or its
directors and employees may own or have positions in, and effect transactions of companies mentioned in this memorandum. HC Brokerage and its affiliates may
also seek to perform or have performed investment-banking services for companies mentioned in this memorandum.
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