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• 2Q2008 Earnings Ahead of Estimates: Saudi Investment Bank’s 2Q2008 net profit rose 26.3% Y-o-Y
and 4.5% Q-o-Q to SAR285 million (EPS: SAR0.63). The announced earnings were almost 9% higher than
our estimate of SAR257 million, primarily on account of lower-than-expected operating and provisioning
costs. Total net income for 1H2008 stood at SAR538 million (EPS: SAR1.20), 1.2% Y-o-Y higher.

• Core Banking Income Surges: SAIB’s renewed focus on growing its core banking operations has paid off,
with net special commission income rising 40.8% Y-o-Y and 37.2% Q-o-Q to SAR350 million. The strong
growth was supported by: i) strong growth in loans, which rose 42.6% Y-o-Y and 14.6% Q-o-Q to SAR28.1
billion, and ii) a 20 bps Q-o-Q improvement in spreads to 2.09%. The improvement in spreads, in our
opinion, has primarily been driven by efficient asset allocation. Historically, SAIB had a higher proportion
of assets tied up in the investment book (34% of total assets in 2007), which is now gradually changing
as the bank deploys more of its liquidity for growing its investment book. Net loans as percentage of total
assets stood at 54.1% in 4Q2007, up from 49.7% in 2Q2008. Net investments on the other hand
remained largely stable at SAR15.2 billion, 0.1% Y-o-Y lower. 

• Investment Losses Continue to Depress Revenue Growth: Despite the strong improvement in net
special commission income, total income grew by 16.2% Y-o-Y and by a modest 1.0% Q-o-Q as
investment losses continued to depress overall revenue growth. The loss on the trading and non-trading
portfolio of the bank widened to SAR74 million in 2Q2008 from SAR29 million in 1Q2008. This led to a
45.5% Y-o-Y and 62.8% Q-o-Q decline in non-special commission income. However, other reserves of the
bank, which primarily represents mark to market movements in available-for-sale securities, improved by
SAR42 million, signifying an improvement in the carrying value of the investment securities. 

• Strong Cost Controls: SAIB’s total operating cost declined 2.4% Y-o-Y but rose 1.5% Q-o-Q to SAR114
million. We were expecting costs to increase to SAR120 million on account of higher salary and rent-
related expenses. We believe that this is due to streamlining of the broking operations as the bank shifted
its focus towards expanding its core banking operations. The cost-to-income ratio remained stable Q-o-Q
at 28.3% but declined by over 500 bps from 33.7% in 2Q2007. Provisions against credit losses were
reported at SAR5 million, flat Y-o-Y but 67% lower Q-o-Q and lower than our estimate of SAR20 million.

• Maintain Neutral Stance: We maintain our ST/LT Neutral recommendation on SAIB with a LT Fair Value
of SAR36.2/share. While core banking operations and their contribution to revenues is improving, the lower
investment returns will continue to depress profitability in the short term. Additionally, we believe that
SAIB’s historically high ROE (36% in 2006) was driven by exceptionally high investment returns and high
broking income, both of which continue to remain under pressure. Sustainable core banking driven ROE is
much lower (2008e ROE of 13.6) and hence justifies lower multiples. 
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Table 1: Income Statement

Source: Saudi Investment Bank, EFG-Hermes

Table 2: Balance Sheet

Source: Saudi Investment Bank, 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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