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Qatar Islamic Bank

Tickers:
QISB.QA (Reuters)
QIBK QD (Bloomberg)

Listing: August, 2009

Qatar Exchange
BUY

Fair Value:

QR93.8

CMP:
QR&84.7 (as of Aug. 02, 2009)

Investment Summary

e Qatar Islamic Bank’s (QIB) total assets grew by 57.2% in 2008 to QR33.5bn. Among the
major asset components, due from financing activities (gross) grew by 59.7% to QR21.2bn.
Funds with banks & Fls increased by 89.3% to QR6.4bn. Net financing activities accounted
for 56.2% of the total assets.

* Among the components of liabilities, the share of customer deposits (including unrestricted
investment accounts) in total liabilities declined from 57.2% in 2007 to 49.5% in 2008.
It registered a y-o-y growth of 36.0% to QR16.6bn. Unrestricted investment accounts
increased during the year by 47.1% to stood at QR11.5bn and customers’ accounts grew
by 16.3% to QR5.1bn. The amount due to banks & other Fls increased by 141.3% to
QRS.7bn. During 2008, income from financing activities grew by 58.3% to QR1.3bn.
The bank’s non-interest income grew by 43.4% in 2008 to QR1,226.5mn as compared to
QR855.4mn in 2007.

* In 2008, QIB registered a y-o-y growth of 30.8% in its net profit to QR1,642.5mn over
QR1,255.4mn reported in 2007. During 2008, the bank realized some of its bad debts
which led to net reversal of provisions for receivables and financing activities to the extent
of QR47.8mn whereas in 2007 the bank made a provision of QR1.4mn. The provisions
for other investments was at QR65.0mn as compared to QR12.1mn provided in 2007.

e At the end of Q2-2009, on a y-t-d basis, total assets grew 6.4% to QR35.7bn, due from
financing activities (net) grew by 4.5% to QR19.7bn and customer deposits (including
unrestricted investment accounts) increased by 21.8% to QR20.2bn.

* During 1H-2009, income from financing activities grew by 52.3% y-o-y to QR845.2mn
whereas income from investing activities registered a steep y-o-y decline of 64.8% to
QR235.1mn. Total income from financing & investing activities declined by 11.6% on y-
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o-y basis to QR1,080.3mn and total operating income also witnessed a decline of 10.4%
to QR1,224. 1mn.

* In Q1-2009, the bank made a provision for doubtful financing activities to the extent of
QR17.5mn whereas there was a reversal of provision of QR2.1mn in Q1-2008. In Q2-
2009, QIB reversed this provision making it a nil provision for the 1H-2009. The bank
reported a y-o-y fall of 4.8% in its net profit to QR812.6mn in 1H-2009 as compared to
profit of QR853.5mn reported in 1H-2008.

* Based on the current market price of QR84.7 per share (as on Aug. 02, 2009), QIB is
trading at (2009E) P/E and P/BV multiples of 10.9x and 2.5x, respectively. Our estimated
value for Qatar Islamic Bank worked out to be QR93.8 based on DDM (80%) and
adaptation of the Gordon Growth Model (20%). According to our fair value the scrip
offers an upside of 10.8% at the current price (Aug. 02, 2009) of QR84.7 per share. We,
therefore, reiterate a “BUY” on the bank at the current price level.

Table 01: Investment Indicators

Price Shares in issue Market Cap 52-week price range
(as on Aug. 02, 2009) (mn) (QR mn) (QR)
QR 84.70 206.8 17,512.3 158.3/51.4
Operating
Income Net Profit EPS BVPS ROAE
Year (QR “000) (QR ‘000) in QR in QR (%) P/E* P/BV*
2010 F 2,647,720 1,987,019 9.6 354 29.1% 8.8 2.4
2009 F 2,114,102 1,612,254 7.8 333 26.2% 10.9 2.5
2008 A 2,148,650 1,642,541 8.3 29.3 33.6% 14.6 4.2
2007 A 1,334,127 1,255,404 10.5 36.8 32.2% 9.9 2.8

* Historical P/E & P/BV multiples pertain to respective year-end prices, while those for future years are based on
market price in the Doha Securities Market as on Aug. 02, 2009
Source: QIB and Global Research
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Recent Developments

In October 2008, the government announced to buy 10% - 20% of the capital of listed
banks through issuance of new shares. Toward this end, the state owned sovereign wealth
fund, Qatar Investment Authority, has already subscribed to the extent of 5% of the
capital of some of the banks and another 5% is being planned for December 2009. The
subscription for the shares has been done as per the closing price of the bank’s share on
DSM as of October 12, 2008.

In March 2009, Qatar launched a new measure to support its banking sector with a
government plan to buy banks' investment portfolios in a bid to revive lending and support
the economy. The government offered to buy part or all of the DSM investment portfolios
of local banks with a provision of any dividends received on such equity portfolios for the
year 2008 to be provided to the banks and for subsequent years to be provided to QIA.
The investment portfolios were priced at cost less impairment booked for these securities.
The conventional banks received about 45% in cash and 55% in bonds maturing in 5 years
carrying a coupon of 5.5% per annum. The Islamic bank have received entire amount in
cash. The banks have the right to repurchase the entire portfolio, or any part of it, after a
12-month period from the date of sale and within a maximum period of five years at the
original sale price. The government bought QR6.5bn worth of banks' investments as part
of the plan. The banks involved in the deal are Qatar National Bank, Commercial Bank
of Qatar, Doha Bank, Qatar International Islamic Bank, Qatar Islamic Bank, Ahli Bank
and Al Khaliji Commercial Bank.

In May 2009, Qatar government announced that it will spend QR15bn (US$4.1bn)
on acquiring the real-estate portfolios of nine local banks to boost the domestic real-
estate sector. The move involves the government taking over the real-estate investment
portfolios of Qatar National Bank, Commercial Bank of Qatar, Doha Bank, International
Bank of Qatar, Qatar International Islamic Bank, Qatar Islamic Bank, Masraf Al Rayan,
Ahli Bank and Al Khaliji Bank. Therefore, as part of this QIB has sold part of the real
estate portfolio to the government at an agreed book value as of 31 May 2009, which
were included in Due from financing activities for real estate financing and in financial
investments for real estate investments. The risk and rewards related to these assets has
been transferred to the government, hence all related revenue and expenses were not
included in the bank’s revenue and expenses effective from that date.
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Analysis of 2008 and 1H-2009 Financial Results

» The total assets of the bank grew by 57.2% in 2008 to QR33.5bn. Among the major asset
components, due from financing activities (gross) grew by 59.7% to QR21.2bn. Funds
with banks & FIs increased by 89.3% to QR6.4bn. Net financing activities accounted for
56.2% of the total assets.

*  Among the components of liabilities, the share of customer deposits (including unrestricted
investmentaccounts) in total liabilities declined from 57.2%in 2007 t049.5%in 2008. It registered
a y-o-y growth of 36.0% to QR16.6bn. Unrestricted investment accounts increased during the
year by 47.1% to stood at QR11.5bn and customers’ accounts grew by 16.3% to QRS.1bn.
The amount due to banks & other Fls increased by 141.3% to QRS8.7bn. The contribution of
shareholders’ equity in total liabilities declined to 17.2% from 20.6% to QR5.8bn.

» The bank’s loan portfolio is highly concentrated to three sectors, namely Housing, Consumer
Financing and Trading. Housing loans segment has highest contribution to the total loan portfolio,
its share was at 35.5% in 2008. The y-o-y growth in the segment was 76.5% to QR7.5bn. The
share of this segment in total loan portfolio increased from 32.1% in 2007 to 35.5% in 2008. The
bank’s exposure to Consumer financing segment accounted for 29.5% of the total loan portfolio
and it grew by 96.0% to QR7.5bn. Its exposure to Trading segment stood at QR4.3bn, witnessed
a growth of 23.5% and accounted for 20.4% of the total loan portfolio.

Chart 2: Sectoral Distribution of QIB’s Loan Portfolio
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» The bank’s NPLs as a percentage of gross financings have declined significantly in 2008 from
2.1% in 2007 to 1.4%. Its NPLs increased by 3.2% to QR294mn in 2008 from QR285mn in
2007. The bank’s coverage ratio declined from 99.1% in 2007 to 79.6% in 2008.

Chart 3: Quality of Loan Portfolio
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During 2008, income from financing activities grew by 58.3% to QR1.3bn. Among the
major components of this, Murabaha & Musawama grew by 54.4% to QR770.7mn, Istisna
increased by 71.9% to QR2.3mn, Mudaraba income increased by 18.2% to QR100.0mn
and income from [jara financing grew by 85.8% to QR245.6mn. The depositors’ profit
sharing grew by 13.4% to QR388.7mn from QR342.8mn in 2007.

The bank’s non-interest income grew by 43.4% in 2008 to QR1,226.5mn as compared
to QR855.4mn in 2007. Among the major components of non-interest revenue, fees &
commission income grew by 154.3% to QR223.2mn and income from investments grew
by 44.6% to QR1,071.3mn.

Chart 4: Growth in Non-Interest Income
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Total operating expenses of the bank grew by 39.7% in 2008 to QR443.9mn over
QR317.8mn reported in 2007. The bank’s cost to total income ratio declined from 23.5%
in 2007 to 20.5% in 2008. Among the major cost components in 2008, staff cost went up
by 47.1% to QR271.5mn, other expenses grew by 25.4% to QR152.8mn and depreciation
charges increased by 72.7% to QR19.6mn.

Chart 5: Cost to Total Income
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In 2008, QIB registered a y-o-y growth of 30.8% in its net profit to QR1,642.5mn over
QR1,255.4mn reported in 2007. During 2008, the bank realized some of its bad debts
which led to net reversal of provisions for receivables and financing activities to the
extent of QR47.8mn whereas in 2007 the bank made a provision of QR1.4mn. The
provisions for other investments was at QR65.0mn as compared to QR12.1mn provided

Qatar Islamic Bank 5



Global Research - Qatar Global Investment House

in 2007. The bank’s Return on Average Equity (RoAE) increased from 32.2% in 2007
to 33.6% in 2008 whereas its Return on Average Assets (RoAA) declined from 6.9% in
2007 to 6.2% in 2008.

* At the end of 2008, the bank reported Tier 1 capital ratio of 16.35% and total capital ratio
of 17.04% as against 18.34% and 18.76%, respectively, reported for the year 2007.

* At the end of Q2-2009, on a y-t-d basis, total assets grew 6.4% to QR35.7bn, due from
financing activities (net) grew by 4.5% to QR19.7bn and customer deposits (including

unrestricted investment accounts) increased by 21.8% to QR20.2bn.

Table 01: QIB - Interim Results

YTD
Q2-2009 chg. Q2-2008 Q2-2009 Q1-2009 1H-2008 1H-2009
Total Assets 35,684.8 6.4% Total income from 614,975 582,563 497,748
fin. & inv. activities 1,222,7611,080,311
Due from financing 19,710.8 4.5% Prov. for doubtful ~ (51,603) 17,498 (17,498) (49,472) -
activities financing activities
Customer Deposits 20,202.1 21.8% Net profit 397,991 462,418 350,227 853,549 812,645

Source: QIB Interim Results

*  During Q1-2009, the bank issued 5% of the share capital (equivalent to 9.84mn shares) to
Qatar Investment Authority at a price of QR97.1 per share. This is as per the shareholders
approval to issue additional share capital to QIA to the extent of 20% of the total issued
capital of the bank as of Dec. 2008.

* During 1H-2009, income from financing activities grew by 52.3% y-o0-y to QR845.2mn
whereas income from investing activities registered a steep y-o-y decline of 64.8% to
QR235.1mn. Total income from financing & investing activities declined by 11.6% on y-
o-y basis to QR1,080.3mn and total operating income also witnessed a decline of 10.4%
to QR1,224.1mn. In Q1-2009, the bank made a provision for doubtful financing activities
to the extent of QR17.5mn whereas there was a reversal of provision of QR2.1mn in Q1-
2008. In Q2-2009, QIB reversed this provision making it a nil provision for the 1H-2009.
The bank reported a y-o-y fall of 4.8% in its net profit to QR812.6mn in 1H-2009 as
compared to profit of QR853.5mn reported in 1H-2008.
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Outlook

— The factors pertaining to Qatar economy appears bright supported by increased government
as well as private sector investments. Qatar is the least affected country in the Gulf from the
global financial crisis. The country has significant expansion plans to increase the production
of LNG over the next 3 years. Apart from this, in its 2009-2010 budget, Qatar has allocated
40% of expenditure for strategic development, which will ensure that the economy will remain
upbeat. At the same time timely action by the government to improve liquidity and confidence
building measures will definitely help the economy to remain on track.

— The liquidity infusing measures such as recapitalization of the bank, buying of investment
portfolio and acquisition of Real Estate portfolio are confidence building measures
enacted by the government. The raising of capital through various modes allowed the
bank to leverage its balance sheet. This ensures that it is adequately capitalized at all times
to meet the diverse needs of its expanding business. Though, QIB has been comfortably
meeting CAR requirements, further capital infusion by QIA by the end of 2009 will take
care of additional funding requirement.

— We believe that, going forward, quality of the loan book are likely to remain sound,
however, looking at the operating environment it may witness some short term decline
in its assets quality. At the same time, in the last two quarters the bank has also raised
its provisioning levels to take care of any unexpected deterioration in asset quality, apart
from this, buying of DSM equity portfolio and real estate loan portfolio by the government
will further support the bank’s asset quality.

Valuation & Recommendation

For arriving at the fair value of the banks under review, we have used two valuation
methods:

1. Cash flow approach represented by the Dividend Discount Model.

2. P/BV target multiple approach using an adaptation of the Gordon Growth Model.
Dividend Discounting Model - DDM

The DDM model constructed is based on a 4-year forecast of dividends as cash flows (2009-
12E). The dividends for the forecasted period and the terminal value are then discounted back
at the cost of equity to arrive at the total NPV of the company. In our calculations, we have
made the following assumptions in order to arrive at the equity value of individual banks:

1. Risk free rate of 6.03%.

2. Equity risk premium of 6%

3. We have taken Beta of 1.04 from Bloomberg.
4. Cost of equity for QIB works out to 12.3%.

5. Terminal growth rate of 3%.

Based on our future earnings projections and the above assumptions, the DDM value of
QIB is QR92.6 per share.
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Table 02: DDM Valuation

Terminal
(QR’000) 2009F 2010F 2011F 2012F Value
Dividends Expected 1,451,029 1,549,874 1,644,974 1,859,517 20,697,019
PV of Dividends Expected 5,195,394
PV of Terminal Value 13,943,915
Estimated Fair Value of Equity 19,139,309
No. of Shares Outstanding (‘000) 206,757
Fair Value as per DDM (QR) 92.6

Source: Global Research
Sensitivity Analysis
A sensitivity analysis for different estimated long-run future growth rates and cost of equity
is provided. The table provides estimated fair values for QIB shares based on a range of

varying inputs. The shaded area at the centre shows the most probable range of alternatives.

Table 03: DDM Valuation Sensitivity Analysis

Terminal Growth Rate
1.0% 2.0% 3.0% 4.0% 5.0%

10.3% 96.3 105.6 117.5 133.1 154.8

Cost 11.3% 87.1 94.4 103.5 115.1 130.4
(0§ 12.3% 79.5 85.4 92.6 101.5 112.8
Capital 13.3% 73.2 78.0 83.8 90.8 99.5
14.3% 67.8 71.8 76.5 82.2 89.0

15.3% 63.2 66.5 70.5 75.1 80.6

Source: Global Research

Gordon Growth Model (GGM)

The adaptation of the Gordon Growth Model uses the sustainable return on average equity
(ROAE), cost of equity (COE) and expected growth in earnings (g) to calculate the target
P/BV of the bank using the formula:

P/BV = (ROE - g) / (COE - g)

This P/BV is then multiplied with the BVPS of the bank at the next full year, in our case
the BVPS at December 31, 2009 to arrive at the fair value of the bank over a medium term
investment horizon.

In our calculations, we have made the following assumptions in order to arrive at the equity
value of individual banks:

1. Sustainable ROE calculated as the average ROAE of the forecasted 4 years.
2. Cost of Equity derived using the same assumptions as in the DDM.

3. Terminal growth rate of 3%, similar to the DDM.

On the basis of Gordon Growth Model, the bank’s stock value comes to QR98.9 per share.
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Table 04: Gordon Growth Model

Average ROAE 30.5%
COE 12.25%
g 3.0%
2009: P/BV target multiple 3.0
2009: BV/share 333
GGM Value per share 98.9

Source: Global Research

Weighted Average Share Value

To arrive at the weighted average share value, we have provided a higher 80% weightage to
the value arrived at using the DDM method and 20% weightage to the value arrived at using

the GGM method.

Table 05: Valuation Summary

Fair Value/ Wighted
Valuation Methods Share (QR) Weightage Value (QR)
DDM 92.6 80% 74.1
GGM 98.9 20% 19.8
Estimated Fair Value 93.8

Source: Global Research

Our estimated value for Qatar Islamic Bank worked out to be QR93.8 based on DDM (80%)
and adaptation of the Gordon Growth Model (20%). According to our fair value the scrip
offers an upside of 10.8% at the current price (Aug 02, 2009) of QR84.7 per share. At the
current market price QIB is trading at (2009E) P/E and P/BV multiples of 10.9x and 2.5x,
respectively. We, therefore, reiterate a “BUY” on the bank at the current price level.
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The following is a comprehensive list of disclosures which may or may not apply to all our researches.
Only the relevant disclosures which apply to this particular research has been mentioned in the table
below under the heading of disclosure.

Disclosure Checklist

Company Recommendation Ticker Price Disclosure
Qatar Islamic Bank QISB.QA (Reuters)
Buy OIBK QD (Bloomberg) ~ 2R847 1,10

1. Global Investment House did not receive and will not receive any compensation from the company
or anyone else for the preparation of this report.

2. The company being researched holds more than 5% stake in Global Investment House.

3. Global Investment House makes a market in securities issued by this company.

4. Global Investment House acts as a corporate broker or sponsor to this company.

5. The author of or an individual who assisted in the preparation of this report (or a member of his/her
household) has a direct ownership position in securities issued by this company.

6. An employee of Global Investment House serves on the board of directors of this company.

7. Within the past year , Global Investment House has managed or co-managed a public offering for
this company, for which it received fees.

8. Global Investment House has received compensation from this company for the provision of
investment banking or financial advisory services within the past year.

9. Global Investment House expects to receive or intends to seek compensation for investment banking
services from this company in the next three month.

10. Please see special footnote below for other relevant disclosures.

Global Research: Equity Ratings Definitions

Global Rating Definition

Buy Fair value of the stock is >10% from the current market price

Hold Fair value of the stock is between +10% and -10% from the current market price
Reduce Fair value of the stock is between -10% and -20% from the current market price
Sell Fair value of the stock is <-20% from the current market price

This material was produced by Global Investment House KSCC (‘Global’),a firm regulated by the Central
Bank of Kuwait. This document is not to be used or considered as an offer to sell or a solicitation of an offer
to buy any securities. Global may, from time to time,to the extent permitted by law, participate or invest in
other financing transactions with the issuers of the securities (‘securities’), perform services for or solicit
business from such issuer, and/or have a position or effect transactions in the securities or options thereof.
Global may, to the extent permitted by applicable Kuwaiti law or other applicable laws or regulations, effect
transactions in the securities before this material is published to recipients.

Information and opinions contained herein have been compiled or arrived by Global from sources believed
to be reliable, but Global has not independently verified the contents of this document. Accordingly, no
representation or warranty, express or implied, is made as to and no reliance should be placed on the
fairness, accuracy, completeness or correctness of the information and opinions contained in this document.
Global accepts no liability for any loss arising from the use of this document or its contents or otherwise
arising in connection therewith. This document is not to be relied upon or used in substitution for the exercise
of independent judgement. Global shall have no responsibility or liability whatsoever in respect of any
inaccuracy in or ommission from this or any other document prepared by Global for, or sent by Global to
any person and any such person shall be responsible for conducting his own investigation and analysis of the
information contained or referred to in this document and of evaluating the merits and risks involved in the
securities forming the subject matter of this or other such document.

Opinions and estimates constitute our judgment and are subject to change without prior notice.Past
performance is not indicative of future results. This document does not constitute an offer or invitation to
subscribe for or purchase any securities, and neither this document nor anything contained herein shall form
the basis of any contract or commitment whatsoever. It is being furnished to you solely for your information
and may not be reproduced or redistributed to any other person.

Neither this report nor any copy hereof may be distributed in any jurisdiction outside Kuwait where its
distribution may be restricted by law. Persons who receive this report should make themselves aware of and
adhere to any such restrictions. By accepting this report you agree to be bound by the foregoing limitations.
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