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FGB: Too far, too fast — downgrading to ‘Market perform’

FGB reported 1Q09 net profit of AED 750mm vs. AED 676mm last year, a
rise of 11% yoy (vs. our estimate of AED 704mm). The higher profit was
reported on the back of strong net interest income which rose by 12.2% qoq and
106.4% yoy, primarily due to the 78.6% growth in the loan book in 2008. Non-
interest income dropped by a smaller than estimated -9.8% qoq and -23.6% yoy,
to come in at AED 444mm. However, considering that 1QO08 results had
benefited from investment property related gains of AED 274mm, the small drop
is encouraging. Bottom line - total revenues continued to grow besides the
challenging macro environment, NIM rose to a bank reported level of 3.6% and
costs dropped by 29% qoq to AED 293mm resulting in an efficiency ratio drop
from 24.2% in 2008 to 22.2% in 1Q09.

Continued build up of provisions points to an expected weakness in the loan
portfolio. The provisioning charge of AED 275mm (220mm for loans and 55mm
for investments), represent an estimated annualized charge level of 1.3% vs.
0.94% for 2008, and results in a loan loss coverage ratio of 235% (up slightly from
233% at the end of 2008). The bank disclosed a NPL to gross loans ratio of
0.7%, and we estimate NPL’s to have risen by AED 80-100mm over the quarter.

The loan book sustained its onward progression growing 5.3% (vs. our
expectation of a small contraction) from the end of 2008 to end at AED 83.6bn.
In addition, customer deposits also grew by 2.3% to AED 75.7bn, resulting in a
slightly stressed Loan/Deposit ratio of 110%. FGB has not yet completed its
conversion of Ministry of Finance deposits (in the amount of AED 4.5bn) into
Tier II capital, a fact that will stress the ratio further in 2Q09. However,
considering that this is a cheap source of funding and shores up CAR to an
estimated 21% gives us less cause for concern on this end.

FGB has benefited from its aggressive growth of the loan book, strong cost
control and opportunistic margin expansion. However, concentration risk is
high - personal loans along with real estate and construction loans represented
56.2% of the loan book at the end of 2008. We believe the bank recognizes that a
majority of the loans are in the early vintages and as they move down the loss
curve, the bank could face charge-offs and pressures to the bottom line. The
stock has moved up 24.5% since the beginning of the month and now trades
through our target price. We therefore change our LT rating on FGB from
‘Outperform’ to ‘Market Perform’.
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AED Millions, except per share data 1Q08 4Q08 1Q09 yoy qoq
Net Interest Income 424 780 875 106.4% 12.2%
Non-Interest Income 602 492 444 -26.3% -9.8%
Total Income 1026 1272 1319 28.5% 3.7%
Non-Interest Expense (209) 411) (293) 40.1% -28.7%
Provisions (142) (192) (275) 94.2% 43.4%
Net Profit 676 671 750 11.0% 11.8%
Net Loans 54,320 79,363 83,600 53.9% 5.3%
Total Assets 84,810 107,522 109,000 28.5% 1.4%

Customer Deposit 50,823 73,963 75,700
Loans/Deposits 107% 107% 110%
Efficiency Ratio 20.4% 20.4% 22.5%

48.9% 2.3%
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