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Assessment of the Background
National Transformation
Program (NTP) Contents

Earlythismonth, SaudiArabiaunveiledthelong-awaited details ofthe National Transformation Program 2020 (NTP).The program
outlinesthe strategicobjectivesandidentifies the challengesfacedby governmentbodiesinachieving“SaudiArabiaVision2030”
(Vision 2030) - a wide-ranging privatization and economic reform program introduced in April 2016.

Key points of the NTP include:
* Five-year program.
2 * Broadly based on three strategic objectives:

Background »  Public sector and fiscal reforms.
* Economic diversification and enhancing the business environment.

* Social reforms.
National Transformation Program 2020 (NTP) — Key Targets * Aims to build the institutional capacity and capability required to fulfill the Saudi Arabia Vision 2030 goals.

* Establishes 178 strategic objectives, 350 performance targets and 400 benchmark indicators for twenty-four
1 0 government bodies up to 2020.

NTP Implementation — Gauging the Potential » The program starts in 2016 and includes 543 approved initiatives at an estimated cost of SR270 billion (US$70 billion).

10

Opportunities

11

Challenges

12

Appendix: National Transformation Program 2020 (NTP)

15

Appendix: Saudi Vision 2030

* The private sector is'slated to fund 40% of the cost of the NTP’s initiatives.
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National Transformation Program 2020

Key Targets:

Targets for 2020

Initiatives Approved
by the Government for 2016

Decreasing water and electricity
subsidies by SR200 billion.
Boosting annual non-oil commodity
exports to SR330 billion from SR185
billion.

Lifting the percentage of power plant
electricity generation through “strategic
partners” to 100% from 27%.
Boosting dry gas production
capacity from 12 billion to 17.8 billion
standard cubic feet per day.
Increasing the mining sector’s
contribution to GDP from SR64
billion to SR97 billion.

Increasing local content in total
expenditure of private and public
sectors from 36% to 50%.
Increasing the volume of private
sector investments in high-potential
less-developed regions from zero to
SR28 billion.

Increasing local pharmaceutical
manufacturing percentage of total
market value from 20% to 40%.

The Ministry of Energy, Industry and
Mineral Resources will spend over SR2.5
billion on new initiatives over the next five
fiscal years, including coordinating with
relevant authorities to build production
centers for manufacturing and light
industries in Raas Abu-Gamis, Bani-Tamim
and Debaa to benefit from the local natural
resources that are available.

Increasing private sector contribution
to developing and operating railways
projects (from 5% to 50%) and ports
projects from 30% to 70%.

The Ministry of Transport will spend over
SR5.5 billion on new initiatives over the
next five fiscal years, including the
establishment of private sector operation
and maintenance of concession contracts
and development of an integrated program
to increase the efficiency of ports.

Increasing private healthcare
expenditure (from 25% to 35%) and
total revenue generated by the private
sector (from SR300 million to SR4
billion).

The Ministry of Health will spend over SR23
billion on new initiatives over the next five
fiscal years, including reform and
restructuring of primary health case, the
establishment of private public
partnerships, the privatization of one of the
medical cities and localization of the
pharmaceutical industry.

Raising foreign direct investment (FDI)
from SR30 billion to SR70 billion.
Implementing 218 administrative and
procedural reforms aimed at improving
the business environment.

Developing a unified national investment
vision to promote and direct
investments supporting the domestic
economy, resulting in SR2.3 trillion in
new investment opportunities.
Reducing time needed to issue new
business permits from 19 days to one
day.

SAGIA will spend over SR1 billion on new
initiatives over the next five fiscal years,
including the development and execution
of plans for localizing construction material
and equipment industries and the transportation
and logistical services sector, establishment
of a government agency to manage and
execute mega projects, launching the
unified permits for foreign investors and the
execution of the “National Investment Plan.”

Sector
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National Transformation Program 2020
Key Targets (cont’d):

National Transformation Program 2020
Key Targets (cont’d):

Sector

Targets for 2020

Initiatives Approved
by the Government for 2016

Sector

Targets for 2020

Initiatives Approved
by the Government for 2016

5 Haj, Umrah &
Tourism

® Increasing total new tourism investment
from SR145 billion to SR171.5 billion.

®* |Increasing total revenues from
partnerships with the private sector
from SR80 million to SR19 billion.

The Saudi Commission for Tourism &
National Heritage will spend over SR10
billion on new initiatives over the next five
fiscal years, including the development of
Ola City, Ugair, Farasan Islands and Okaz
City.

6 Royal Commission
for Jubail and Yanbu
(RCJY)

e Increasing the number of value-added
basic manufacturing and transformation
products from 432 to 516.

* Increasing the total industrial production
of RCJY citiesfrom252milliontonsto 309
million tons.

e Increasingthesizeof private sector'snew
investmentsfromSR681 billiontoSR1.065
trillion.

The Royal Commission for Jubail and Yanbu
will spend over SR41.5 billion on new
initiatives over the next five fiscal years,
including the development of new infrastructure
in Yanbu Industrial City (including the
localization of the renewable energy industry
and rubber industry and establishment of
industrial gases and steam networks), Jubail
Industrial City, RasAl-KhairIndustrial Cityand
Jazan Economic City.

Housing

o Percentageofrealestatesectorcontribution
to the GDP to increase from 5% to 10%.

o Percentage of available housing units
(new and unoccupied) to total number of
subsidy-eligible citizens to increase from
10% to 50%.

The Ministry of Housing will spend over SR59
billion on new initiatives over the next five fiscal
years, including savings programs to enable
financing applicants to save a portion of the
cost of owning their own home, encouraging
private sectorreal estate developerstoinvestin
housing projects (includingthe use offasttrack
licenses and special finance packages) and
establishing partnerships with private sector
developers to develop government lands into
large-scale housing projects.

7 King Abdullah City
for Atomic and
Renewable Energy

e Enabling atomic energy to contribute to
the national energy mix.

e Enabling renewable energy to contribute
to the national energy mix in the amount
of 3.45 gigawatts (gw).

e Increasingthelocalcontentintheindustrial
andservice value chainsandlocalization
of expertise in the renewable energy
sector (from 25% to 35%) and the atomic
energy sector (from 25% to 30%).

King Abdullah City for Atomic and Renewable
Energy will spend over SR5 billion on new
initiatives over the next five fiscal years,
including in relation to: the atomic
energy sector, identification and preparation
of the construction locations of the first
nuclear power plant sites and provision of
necessary infrastructure, development of
necessary human capabilities, localization
of small nuclear reactors and industry,
localization of nuclear fuel cycle in uranium
production to achieve investment returns
anddevelopmentofnecessarylegislation;and
the renewable energy sector, the launch of
the“KingSalmanRenewable EnergyInitiative,”
development of necessary human
capabilities, localization of renewable energy
technologytosupportthe Kingdom’s power
andwaterdesalinationsectorsanddevelopment
of necessary legislation.

10

Education

e Increasing the percentage of students in
non-government higher education from
6% to 15%.

The Ministry of Education will spend over
SR24 billion on new initiatives over the next
fivefiscalyears,includingencouragingprivate
sector investment in public education in the
Kingdom.

11

Technology

« Numberofestablishmentscreatedtodevelop
local content to increase from 8 to 17.

e Number of technology companies emerging
from universities through the “Innovative
Companies Program” o increase to 800.

e Number of localized and developed
technologiesintargetedsectorstoincrease
to 125.

e Numberofpatentsissuedbythe Kingdom
to increase from 700 to 5,000.

The King Abdulaziz City for Science and Tech-
nology will spend over SR8.3 billion on new initia-
tives over the next five fiscal years, including the
localization and transfer of technology in building
and construction, mining and advanced materials,
health, energy, information and communication,
water, oil and gas and transport and logistics.

8 Water

o Percentageofdesalinatedwaterproduction
through strategic partnerstoincrease from
16% to 52%.

o Percentage of treated water production
through strategic partners to increase
from zero to 20%.

o Percentage of cities covered with water
andsewageservicesthroughTheNational
Water Company to increase from 42% to
70%.

The Ministry of Environment, Water and Agricul-
ture will spend over SR12.9 billion on new initia-
tives over the next five fiscal years, including the
expansion of the number of cities covered by the
services of The National Water Company in col-
laboration with the private sector.
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NTP Goals

Make government finances more

Reduce government and economic
resilient to oil price fluctuation.

reliance on oil revenues.

Strengthen Saudi Arabia’s economy by:

1. Initially making the economy more resilient to oil price swings and dependence on
government spending to drive growth;

Over time, amplify the resiliency by broadening and diversifying the economy and
the fiscal revenue base.

Source: GIB Economics
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Historically, Saudi Arabia’s track record in implementing structural reform has been weak in spite of numerous ambitious
announcements and plans. Therefore, it comes as no surprise that the announcement of Vision 2030 and more recently, the
unveiling of NTP has led to some debate on its potential to be actually implemented.

However, there are a number of reasons that support the current structural reform effort and the ability of the government to
translate this into action:

* The nature of the challenges facing Saudi Arabia in a post-shale oil world are unlike the Kingdom has ever faced before.
Shale oil is only the beginning of the disruptive potential of unconventional hydrocarbon resources on oil prices; for a
country like Saudi Arabia, this mandates a dramatic upheaval of the economic status quo as espoused in Vision 2030.

* SaudiArabiaiswell-positionedtomaketheeconomictransformationgivenitsrobustfinancialstartingpoint;adecade-long
economicboomhas enabled the Kingdomto accumulate large financial and non-financial assets while overalldebtlevels
remain limited.

* Inthe aftermath of the 2011 events across the Arab world, there is a strong domestic political desire and willingness to
introduce important change to ensure economic and social development and growth.

e Afterthe announcement of the NTP, Moody’s Investor Service issued a comment and noted that the approval of the NTP
is a‘credit positive’ ltadded that the planis an‘enormous undertaking’and implementation risks are high due to untested
political willingness, commitment and ability as well as the logistical challenges of implementing such a broad range of
reforms. However, it concluded that even the partial implementation of the NTP will support the Kingdom’s credit quality.

The strategic objectives of the NTP include diversification of revenues, privatization of government services and assets, and
restructuring of the private sector. This will significantly enhance the fiscal position and set Saudi Arabia on the path towards
reducing dependence on oil and diversifying the economic base. Granted, thisis along term process and therefore entails
significant risks in the interim.

Recentdevelopments have, nevertheless, added credibility to Vision 2030 and the NTP, and the Saudi government’s
commitmenttoimplementthe necessary changes.Asaresult, there are likely tobe tremendous opportunities forthe localand
foreign investors as well as the financial sector. These developments include:

1.In May 2016, General Electric and Saudi Arabian Industrial Investments Company announced a raft of investments worth
betweenUS$1.5billiontoUS$3.5billionacrossvariousindustriesinSaudiArabia, including plansby General Electrictodouble
itsworkforceinthe kingdomby 202010 4,000 employees.There are expectations of many more such jointventure transactions
betweenSaudiArabiaandforeigncompanies, facilitatingdirectforeigninvestment,increasinglocalemploymentopportunities
and growing the participation of the private sector across the Kingdom’s economic sectors.

2.SaudiArabia’sPubliclnvestmentFund(PIF)announcedUS$3.5billionworthofinvestmentsinUberinearlyJune.Thisisbeing
viewed as an important indication of the Kingdom’s commitment to move beyond oil and also sets the course for the PIF to
further pursue other foreign investments most notably after the partial divestment of Saudi Aramco.

3.Recently,US-basedDow Chemical CompanybecamethefirstforeigncompanytoreceiveatradinglicensefromSaudiArabia

which givesitfullownershipthe Kingdom’strading sector. The license willallow Dow Chemicalto sell productsincluding oiland
gas, alternative energy, and products in the areas of sustainable development.

Pg 10 | Assessment to the National Transformation Program

Thefinancial sectorislikely to be the foremostto benefitfromthe changes planned underthe NTP andVision 2030, with Saudi
banks viewed as the key sponsors of the program. Given the sheer scale of the programs, there are expected to be plentiful
opportunitiesforinstitutions of various specialtiesacrossthefinancialindustryincludingmandatesforIPOs, debtissuance,
privateequity,andmergers&acquisitionadvisoryasthe Saudigovernmentplanstodivestpublicassets. Thereareexpectations
of up to 150 initial public offerings in the pipeline as the NTP initiatives get underway, while this will also contribute towards
diversifying the loan portfolios of domestic banks.

Inareportpublishedin December2015, the consultancy firm McKinsey & Company noted that Saudi Arabia had the potential
to double its GDP by 2030 by shifting from its government-led economic model to a more market-based approach.

There remain concerns and reservations about the likelihood of either the NTP or Vision 2030 being fully implemented or
indeed being implemented at all.

This is the first time in the Kingdom’s history that such a detailed country plan toward structural reform and liberalization has
beenarticulated.Yet, the scale of the envisioned change is a massive undertaking and this entails anumberof challenges, the
most notable ones being:

1.Thekeydriverbehindthe NTPandVision2030is deputy Crown Prince Mohammed Bin SalmanAlSaudandthishasfuelleda
numberofperceivedconcernsassociatedwitha‘keypersondependency’of suchamassiveeconomictransformationprogram.
The plan needs to be supported by a strong steering committee with competent and capable members.

2.The Saudi population will have to work harder and receive fewer state subsidies if the plan is to be delivered, and there are
concerns whether this will be politically palatable or socially acceptable.

3.Liquidity and asset quality issues also pose challenges given that the government plans to restructure the whole Saudi
economyatatimewhenthe globaloildemandis stillmuted;thereis widespread economicandfinancialuncertainty acrossthe
globe; and the advent of shale oil has altered the dynamics of the traditional oil industry.

4.Althoughthe NTPisanchoredineconomicobjectives, these are very broad and stilllack detail on howthey canbe effectively
achieved.There are also concerns that the measures required to achieve the targets could stifle the economy, boost
unemploymentandweakenratherthanstrengthenthe government’scapabilitytoachieve the goalsenvisionedunderthe NTP
and Vision 2030.

5.Thelegal systemneedstobe overhauledif SaudiArabia’s economictransformation ambitions are to be achieved. Attracting
foreign direct investment and building the sovereign wealth fund (key building blocks of the economic transformation plan),
mandates a judicial system based on common law and foreign arbitration.

6.The Saudiauthoritiesneedtobuildinstitutionalandadministrative capacities,aswellasenhancetransparencytoenablethe
government apparatus to effectively and efficiently implement the goals of the NTP and Vision 2030.
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Appendix
National Transformation

Program 2020 (NTP) Operating Model
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Vision 2030

International Domestic Economic

Domestic Social

Benchmarks Transformation Transformation

Launched Programs Forthcoming Programs

e The Government
Restructuring Program

¢ The Strategic Directions
Program

e The Fiscal Balance
Program

¢ The Project Management
Program

¢ The National
Transformation Program

¢ The Regulations Review
Program

¢ The Performance
Measurement Program

Source: GIB Economics
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e The Saudi Aramco
Strategic Transformation
Program

e The Public Investment
Fund Restructuring
Program

e The Human Capital
Program

e The Strategic Partner-
ships Program

e The Privatization Pro-
gram

e The Program for
Strengthening Public
Sector Governance

Saudi Vision 2030

International Benchmarks

Program Goals:

1 To move from Saudi Arabia’s current position as the 19th largest economy in the world into the top 15.
2 To rise from the current position of 25 to the top 10 countries on the Global Competitiveness Index.
3 To raise Saudi Arabia’s position from 26 to 10 in the Social Capital Index.

To have at least 5 Saudi universities among the top 200 universities in international rankings.

5 Toraise SaudiArabia’s globalrankinginthe Logistics Performance Indexfrom49to 25 and ensure the Kingdom

is a regional leader.

To raise Saudi Arabia’s ranking the Government Effectiveness Index.

top 5 nations.

Toraise SaudiArabia’s ranking on the E-Government Survey Index from the current position of 36 to be among

Data Source: Vision 2030 / GIB Economics
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Saudi Vision 2030

Domestic Social Transformation

Program Goals:

Saudi Vision 2030

Domestic Social Transformation

Program Goals:

Current 2030

1. Lower unemployment rate 11.6 7.0
(% of Saudi labor force)

2. Increase female participation rate 22.0 30.0
(% of working age females)

3. Average life expectancy 74 80
(years)

4. Individuals exercising at least once a 13.0 40.0
week (% of total)

B, Non-profit output Less than 1.0 5.0
(% of total GDP)

6. Number of volunteers (per year) 11,000 1,00,000

Current 2030

1 Increase SME contribution to GDP 20.0 35.0
(% of GDP)

2 Increase Public Investment Fund Assets 600 7,000
(SR billion)

3 Private Sector Contribution 40.0 65.0
(% of GDP)

4 Non-oil exports 16.0 50.0
(% of non-oil GDP)

5 Annual FDI inflows 3.8 5.7
(% of GDP)

6 Increase non-oil government revenues 163 1,000
(SR billion)

7 Increase military spending within SaudiArabia | 2.0 50.0
(% of total spending)

8 Increase localization of oil and gas sectors | 40.0 75.0

9 Household savings 6.0 10.0
(% of household income)

10 Household spending on culture and entertain- | 2.9 6.0
ment
(% of total)

11 Number of Umrah visitors per year 8 30
(million pilgrims)

12 Doubling the number of Saudi heritage sites | - =

registered with UNESCO

Data Source: Vision 2030 / GIB Economics
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Data Source: Vision 2030 / GIB Economics
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This reportand its contents are prepared forinformation purposes only. Information does not constitute a solicitation, an offer,
orarecommendation to buy or sell any investment instruments, to effect any transactions, orto conclude any legal act of any
kind whatsoever. The report is provided to you because you are one of our esteemed customers and have previously shown
interest in receiving the type of information contained in this report.

Theinformationandviewsexpressedinthisreportarethesoleresponsibility ofthe writer.GulfInternationalBankB.S.C.("GIB”)
anditssubsidiariesarenotresponsible fortheaccuracy oftheinformation oropinions orany consequential actions/lossarising
fromthe use of this report orits contents. GIB isincorporated in the Kingdom of Bahrain and is licensed by the Central Bank of
Bahrain (the“CBB”)asaconventionalwholesalebank.GIB’sheadofficeislocatedatAl-DowaliBuilding, P.O.Box 1017,3Palace
Avenue, Manama, Kingdom of Bahrain.

This report contains publicly available information only, which has been compiled by the writer. While every effort has been
made to use reliable and comprehensive information, the accuracy of the information cannot be guaranteed. The information
provided herein is on “as is” and “as available” basis and without representation or warranty of any kind.

GIBherebydisclaimsanyrepresentationorwarranty,expressorimplied,astotheaccuracy, timeliness,completeness, merchantability,
fitness for any particular purpose or non-infringement of any of such information. In no event shall GIB or its subsidiaries,
affiliates,shareholdersortheirdirectors, officers,employees,independentcontractors,agentsandrepresentatives(collectively,
“GIB Representatives”) be liable (1) for any inaccuracy, delay, loss of data, interruption in service, error or omission or for any
damagesresultingtherefrom,or(2)foranydirect,indirect,incidental, special,compensatoryorconsequentialdamagesarising
from any use of information or arising from any error (negligent or otherwise) or other circumstance or contingency within or
outsidethecontrolof GIBorany GIBRepresentative,inconnectionwith orrelatedtoobtaining, collecting, compiling,analyzing,
interpreting, communicating, publishing or delivering any such information.

The report contains statements that constitute “forward looking statements” These forward looking statements are the sole
opinion of the writer and do not represent GIB’s judgment and future expectations.

GIB retains all right, title and interest (including copyrights, trademarks, patents, as well as any other intellectual property or
other right) in all information and content (including all text, data, graphics and logos) in this document. All recipients must
not, withoutlimitation, modify, copy, transmit, distribute, display, perform, reproduce, publish, license, frame, create derivative
works from, transfer or otherwise use in any other way for commercial or public purposes in whole or in part any information,
text, graphics, images from this document (excluding publicly available information) without the prior written permission of
GIB.
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