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NBAD - Results impacted by provisions

NBAD reported 1Q09 net profit of AED 770mm vs. AED 875mm last year,
a drop of 12% yoy (vs. our estimate of AED 886mm). The primary reasons for
the drop were lower non-interest income and a rise in provisioning charges.
However, considering that 1Q08 results had benefited from investment property
related gains of AED 165mm, the comparable non-interest income was flat in
Q109 yoy. Interest income for the quarter was higher by 41.2% yoy but lower by
5.7% compared to 4Q08 and we estimate a small improvement in NIM to 2.68%
from 2.61% in 2008. In addition, although non-interest costs dropped by 2% qoq,
they were 32.6% higher than 1Q08, resulting in a cost/income ratio of 30.3%,
higher than the 28.8% registered in 2008.

NBAD continues to build up provisions - NPL’s increased by 16% over the
quarter ending at AED 1.24 billion, representing 1.1% of the loan book compared
to NPL’s at 0.97% at the end of 2008. In line with this weakness, the bank
recognized additional charges to build up reserves by another AED 191mm (net
of 23mm in recoveries) and end the quarter at AED 1.75 billion. With the AED
175mm rise in NPL’s and impairment charges of AED 214mm, the loan loss
reserve to NPL ratio dropped to 140.3% from 144.6% at the end of 2008. The
provisioning charge represents an estimated annualized charge level of 0.73% vs.

0.82% for 2008.

Loans and deposits moving in opposite directions - The bank continued to
expand its loan book which grew by 3.7% from the end of the quarter. However,
deposits dropped by AED 5.6bn pushing the loans/deposit ratio higher — to
118% from 108% at the end of 2008. In addition, NBAD has not yet completed
its conversion of Ministry of Finance deposits (in the amount of AED 5.6bn) into
Tier II capital, a fact that will stress the ratio further in 2Q09.

First quarter results displayed a continued weakness in the loan book and
continued build up of provisions. Although core business operations — both
funded and non-funded - seemed to have stabilized, along with lower investment
losses (AED 55mm vs. AED 209mm in 4Q08), the quality of the loan book
should come under sharp focus this year. We have estimated a provisioning level
similar to 2008 for this year (AED 700mm), and a worsening of NPL’s to 1.24%
by the end of the year. W continue to monitor the loan book for further
deterioration but for now maintain our ST ‘Market Perform’ and LT ‘Outperform’
on the stock.
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AED Millions, except per share data 1Q08 4Q08 1Q09 yoy qoq
Net Interest Income 777 1162 1097 41.2% -5.7%
Non-Interest Income 509 186 341 -32.9% 83.8%
Total Income 1286 1348 1438 11.9% 6.7%
Non-Interest Expense (328) (444) (435) 32.6% -2.0%
Provisions (68) (394) (214) 214.0% -45.6%
Net Profit 875 492 770 -11.9% 56.6%
Net Loans 92,770 111,764 115,872 24.9% 3.7%
Total Assets 157,231 164,654 161,135 2.5% -2.1%
Customer Deposit 92,181 103,481 97,868 6.2% -5.4%
L()ans/Dcposits 101% 108% 118%

Efficiency Ratio -25.5% -32.9% -30.3%
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