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•KCBK’s 2Q2020 profitability beats our estimates on higher-than-expected revenue. Al Khalij Commercial Bank
(KCBK) reported net income of QR182.4mn in 3Q2020 (ahead of our estimate of QR160.2mn; +13.8% variation),
increasing by 25.7% YoY (-1.0% sequentially).

•Margins significantly improved on continued drop in cost of funds. Net Interest Income expanded by 29.7%
YoY (+10.8% QoQ) in 3Q2020 to QR339.3mn on the back of a large drop in CoFs. Thus, NIMs moved up by
~44bps YoY (+27bps QoQ) to 2.66%. 9M2020 (annualized) NIMs expanded to 2.39% vs. 2.10% in 9M2019.

•Non-funded income improved, driven by f/x and investment income. Non-funded income increased by 18.6%
YoY (+18.9% sequentially) as f/x and investment income surged both YoY & QoQ. On the other hand, net fees
& commissions decreased by 7.8% YoY (-11.9% QoQ).

•KCBK remained cost efficient. KCBK generated a cost-to-income ratio of 24.5% vs. 28.2% in 3Q2019 (20.5% in
2Q2020). Moreover, the bank generated JAWS of 16.4% YoY in 9M2020 as revenue grew by 17.5% vs. 1.1%
growth in opex.

•Asset quality remained healthy. NPLs increased by 4.3% YTD to QR632.1mn. On the other hand, the NPL ratio
improved to 1.82% vs. 1.86% in FY2019. Coverage of Stage 3 loans remained flat at 78% vs. 80% in FY2019
(79% in 2Q2020). It should be noted that the increase in Stage 3 ECLs is immaterial (+1.2% YTD), as the bank
allocated the majority of ECLS to Stages 1 & 2.

•Provisions for credit losses increased as a precautionary measure against COVID-19. Provisions increased by
65.4% YoY (+150.9% QoQ) to QR108.8mn. Moreover, CoR jumped from ~57bps in 9M2019 (annualized) to
~83bps in 9M2020 (59bps in FY2019).

•Net loans and deposits continued its positive trajectory. Net loans increased by 1.4% QoQ (+5.9% YTD) to
QR32.6bn, while deposits increased by 3.8% sequentially (+3.1% YTD) to QR30.1bn.

•Valuation and recommendation. KCBK trades at a P/B and P/E of 0.9x and 9.6x on our 2020 estimates,
respectively. We maintain our Market Perform rating and PT of QR1.554/share for the time being.
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