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• Results In Line With Our Expectations: Banque Saudi Fransi (BSF) reported relatively muted earnings
growth of 6.4% Y-o-Y and 5.7% Q-o-Q to SAR774 million (EPS: SAR1.38) for 2Q2008. The net profit was
marginally lower than our estimate of SAR776 million, though non-special commission income surprised
on the upside. Total earnings for 1H2008 grew 5.4% to SAR1,507 million (EPS: SAR2.68). 

• Net-Special Commission Income Disappoints: BSF recorded 7.2% Y-o-Y growth but a 13.5% Q-o-Q
decline in net special commission income to SAR613 million, despite strong growth in net loans. We were
anticipating stronger growth in net special commission income on the back of strong loan growth. Net
interest spreads declined by 13 bps Q-o-Q to 2.66% as asset yields dropped by 54 bps to 5.48%. As a
majority of BSF’s existing loan book comprises corporate loans, they were repriced to reflect the decline
in benchmark interbank rates.

• Non-Special Commission Income Surges: Supported by higher investment returns, non-special
commission income jumped 20.3% Y-o-Y and 42.7% Q-o-Q to SAR459 million. Investment income grew
by 52.9% Y-o-Y to SAR164 million, after sliding to only SAR11 million in 1Q2008, after BSF booked a loss
of SAR172 million on non-trading investments. As a result, the ratio of non-special commission income to
total income rose to 43% in 2Q2008 from an average of 38% in 2007. 

• Cost Efficiencies Remain High: The overall cost-to-income ratio for 2Q2008 stood at 24.8%, marginally
higher compared that of last year. While salary related cost growth remained muted at 2.3% Y-o-Y, rental
costs increased 39.6% Y-o-Y, pushing overall operating cost growth to 15.8% Y-o-Y. We expect rental
costs to remain high for the remainder of 2008, but do not expect this will to lead to a significant
deterioration in the cost-to-income ratio.

• Loan Growth Outpaces Deposit Growth: BSF’s net loans grew by 49.3% Y-o-Y and 11.1% Q-o-Q to
SAR76.1 billion, while deposits grew by 30.9% Y-o-Y and 8.8% Q-o-Q to SAR85.4 billion. The funding gap was
met through interbank liabilities, which rose by 140% Y-o-Y to SAR13.6 billion. The faster growth in loans
boosted the loan-to-deposit (LTD) ratio to 89.1%, which is above the 85% limit prescribed by the central bank.
We thus feel that 3Q2008 is likely to reflect slower Q-o-Q growth in loans. However, we believe that the
central bank is likely to allow some time to BSF to bring the LTD ratios in line with the prescribed limits. 

• BSF to Raise Capital: In a notice issued to the exchange before the announcement of the 2Q2008 results,
BSF had informed that it plans to raise its paid-up capital to SAR9,000 million from SAR5,625 million. The
bank also disclosed that the capital increase would be done through a combination of a rights and a bonus
issue. The bank has neither disclosed the split of the rights and bonus issue or the pricing of the rights
offering. However, we believe that a majority of the capital increase is likely to be through a rights offering,
as the bank seeks to raise its capital adequacy ratio, which has declined over the last two quarters.

• Maintain Recommendation: We maintain our ST/LT Buy recommendation on BSF. However, we will be
tweaking our estimates after discussing the recent results with the management.
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Strong Balance Sheet Growth, Muted Earnings Growth
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ST Rec. : Buy
LT Rec. : Buy

Current Price*: SAR  70.0
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Table 1: Income Statement

Source: Banque Saudi Fransi, EFG-Hermes

Table 2: Balance Sheet

Source: Banque Saudi Fransi, EFG-Hermes
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I, Murad Ansari, hereby certify that the views expressed in this document accurately reflect my personal views about the securities and companies that are the
subject of this report. I also certify that neither me nor my spouse or dependants (if relevant) hold a beneficial interest in the securities that are traded in Tadawul
Stock Exchange. 

EFG-Hermes Holding hereby certifies that neither it nor any of its subsidiaries owns any of the securities that are the subject of this report. Funds managed by
EFG-Hermes Holding and its subsidiaries for third parties may own the securities that are the subject of this report. EFG-Hermes may own shares in one or more
of the aforementioned funds or in funds managed by third parties. The authors of this report may own shares in funds open to the public that invest in the securities
mentioned in this report as part of a diversified portfolio over which they have no discretion.

The Investment Banking division of EFG-Hermes may be in the process of soliciting or executing fee earning mandates for companies that are either the subject of
this report or are mentioned in this report.

disclaimer
Our investment recommendations take into account both risk and expected return. We base our long-term fair value estimate on a fundamental analysis of the
company's future prospects, after having taken perceived risk into consideration. We have conducted extensive research to arrive at our investment
recommendations and fair value estimates for the company or companies mentioned in this report. Although the information in this report has been obtained from
sources that EFG-Hermes believes to be reliable, we do not guarantee its accuracy, and such information may be condensed or incomplete. Readers should
understand that financial projections, fair value estimates and statements regarding future prospects may not be realized. All opinions and estimates included in this
report constitute our judgment as of this date and are subject to change without notice. This research report is prepared for general circulation and is intended for
general information purposes only. It is not intended as an offer or solicitation with respect to the purchase or sale of any security. It is not tailored to the specific
investment objectives, financial situation or needs of any specific person that may receive this report. We strongly advise potential investors to seek financial
guidance when determining whether an investment is appropriate to their needs. No part of this document may be reproduced without the written permission of
EFG-Hermes.
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