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Results Update

•	 In 2006, SAIB’s total assets expanded by 3.2% to reach SR40.8bn from SR39.6bn 
reported in 2005. Net loans and advances increased by 4.5%, attributed to the reduced 
appetite from customers to borrow in 2006.

•	 Lower trading volumes reduced brokerage commissions due to lack of investor confidence 
in the domestic capital market. This, coupled with the issuance of new licenses for 
brokerage, asset management, custodial services, advisory services and securities by the 
Saudi Monetary Authority (SAMA) is further likely to increase competition for the fee-
based income.

 
•	 Return ratios, namely the return on average equity (ROAE) and the return on average 

assets (ROAA) improved on the back of strong growth in net income. ROAE increased 
from 24.1% in 2005 to 35.5% in 2006. Similarly, ROAA increased from 3.1% in 2005 to 
5.0% in 2006.

•	 Net income for the second quarter of 2007 declined from SR838.3mn in 2Q2006 to reach 
SR225.4mn in 2Q2007. Total assets increased by 3.2% y-o-y to reach SR40.4bn at the 
end of 1H-2007. Loans and advances increased by 2.1% y-o-y to reach SR19.7bn. On the 
liabilities side, core customer deposits increased by 2.8% y-o-y to reach SR27.7bn.

•	 At the current market price of SR40, SAIB’s share is quoting at a discount of 9% to its 
fair value of SR43.6. Hence we downgrade our earlier recommendation on the bank from 
“BUY” to “HOLD”.

Key Data Highlights

•	 The Saudi Investment Bank (SAIB) reported net 
income of SR2,006.2mn in FY06, an increase of 
88.5% over FY05. Actual net income was 9.4% 
below our forcasts. The company reported an EPS 
of SR8.3 in 2006 as compared to SR6.2 reported in 
the previous year. Return on average equity (ROAE) 
increased from 24.1% in 2005 to 35.5% in 2006.

CMP#(SR)

EPS*(SR)

BVPS*(SR)

P/E

P / BV

12M Avg.vol.

52 week Lo / Hi (SR)

40.00

2.9

17.5

14.0

2.3

231,175

36.50 - 70.77

Source: Global Research
#As at Aug 28, 2007		  *2007 projected  
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Recent Developments

•	 SAIB signed in April 07 a protocol establishing the principles of a strategic cooperation 
in asset management with BNP Paribas Asset Management. This protocol contemplates 
that BNPP AM will make an equity investment in a company to be incorporated under 
the laws of the Kingdom, following the transfer of SAIB’s asset management operations 
to this company. BNPP AM’s contribution and involvement as a shareholder of the new 
company will include in-depth advise, assistance and tools to manage it’s operations.

•	 In July 07, Bahrain based Albaraka Banking Group has entered into a share- swap deal 
with Saudi Investment Bank. Under the swap deal, the group will take a 45% stake in 
Saudi Investment Bank, and in return, the group’s 50% shares will be acquired by the 
bank. 

•	 The bank launched an internet share trading service “Aswaqnet” in 2006, along with the 
existing internet retail banking services. 

•	 In 2006, the bank announced its joint venture alliance with Emaar and Amlaak from 
UAE, and with Asir joint stock company and Albarakah Investment and Development 
Co. to establish the first closed Joint Stock Company for real estate financing. The new 
company will be located in Riyadh and have a capital base of SR1.0bn.

•	 The Saudi Investment Bank received approval to establish The Mediterranean and 
Gulf Insurance and Reinsurance Co. In terms of capital, it will be the largest insurance 
company in Saudi Arabia. The bank owns 91% of the company, and 25% of the company 
was offered to the public in February 2007, and was four times oversubscribed.

Analysis of 2006 Financial Performance

•	 SAIB reported net income of SR2,006.2mn in FY06, an increase of 88.5% over FY05, and 
9.4% below our forecasted net income of SR2,215.6mn for 2006. The company reported 
an EPS of SR8.3 in 2006 as compared to SR6.2 reported in the previous year. Income 
from core banking activities i.e. net commission income increased from SR785.7mn in 
2005 to reach SR1,030.5mn in 2006, registering a y-o-y growth of 31.1%. 

•	 Fees from banking services increased to SR783.9mn in 2006, recording a 19.6% increase 
y-o-y, while foreign exchange income rose by 26.9% to reach SR34.8mn. Profits from 
sale of investments were the biggest contributor to earnings for the year ended 2006. 
Gains of non-trading investments increased from SR25.4mn to reach SR672.6mn in 
2006.
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Chart 1: SAIB- Changing Growth Drivers

Source: Global Research, SAIB

•	 Return ratios, namely the ROAE and the ROAA improved on the back of strong growth 
in net income of the bank. ROAE increased from 24.1% in 2005 to 35.5% in 2006. 
Similarly, ROAA increased from 3.1% in 2005 to 5% in 2006.

•	 In 2006, SAIB’s total assets expanded by 3.2% to reach SR40.8bn from SR39.6bn in 
2005. Net loans and advances increased by a mere 4.5% attributed to the reduced appetite 
from retail clients. 

•	 Customer deposits increased from SR27.8bn in 2005 to reach SR27.9bn in 2006, a 
marginal increase of 0.3%. Shareholders equity for the year ended 2006 stood at SR6.0bn 
as compared with SR5.3bn in 2005, an increase of 13.1% on a y-o-y basis. 

Chart 2: SAIB-Loans and Deposits			 

Source: Global Research, SAIB

•	 The bank continued to provide aggressively. Provisions for loan losses for the year ended 
2006 stood at SR96.5mn as compared to SR100.0mn in 2005. Non-performing loans of 
the bank as at year end 2006 stood at SR217.3mn. NPL’s as a percentage of gross loans 
declined from 1.6% in 2004 to 1.0% in 2006. Due to the aggressive provisioning policy, 
the bank coverage ratio increased from 240.0% in 2003 to 357.7% in 2006. 
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•	 SAIB is well capitalized to support growth in its risk-adjusted assets. As at the end of 
2006, the bank’s Tier 1 ratio at end 2006 was 23.5%, giving the bank enough head room 
to grow its balance sheet size.

Chart 3: SAIB- Asset Quality

 
Source: Global Research, SAIB

•	 In terms of operating efficiency, the banks cost to income ratio improved significantly. 
Cost to income ratio declined from 24.8% in 2005 to 18.4% in 2006. Operating expense 
as a percentage of average assets increased marginally from 1.0% in 2005 to 1.1% in 
2006.

Analysis of 1H2007 Financial Performance 

•	 Total assets in 1H2007 increased by 3.2% y-o-y to reach SR40.4bn. This is mainly 
driven by an increase of 52.6% increase in investments to reach SR15.2bn at the end of 
1H2007. The banks’ investments are mainly comprised of fixed rate securities. Loans and 
advances on the other hand increased by 2.1% y-o-y to reach SR19.7bn. We expect loans 
to increase as banks aggressively pursue project finance lending on the back of increased 
government spending on infrastructure projects. We also expect retail lending to grow in 
the medium term.

Table 1: Key Balance Sheet Parameters 
SR mn FY2005 FY2006 1H-2006 1H-2007
Cash and balances with SAMA        971.7        861.2        749.0        815.2 
Investments    11,276.2    11,776.9      9,941.4    15,167.4 
Loans and advances    19,793.6    20,691.3    19,318.8    19,727.8 
Total Assets    39,580.7    40,844.6    39,172.1    40,440.7 
Customer deposits    27,858.1    27,931.0    26,948.1    27,694.6 
Total Liabilities    34,274.0    34,843.3    33,521.8    33,992.9 
Share capital      1,718.8      2,406.3      2,406.3      3,910.2 
Total shareholders’ equity      5,306.7      6,001.3      5,650.3      6,447.8 
Total Liabilities & Shareholders’ Equity    39,580.7    40,844.6    39,172.1    40,440.7 

Source: SAIB
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•	 On the liabilities side, core customer deposits increased by 2.8% y-o-y to reach SR27.7bn. 
Customer deposits continue to be the biggest contributor in terms of aggregate liabilities, 
constituting 83.9% of total funding mix at the end of June 2007 as compared to 82.9% as 
at 1H2006. 

Table 2: Key Income Statement Parameters 
SR mn FY2005 FY2006 2Q-2006 2Q-2007
Special commission income      1,746.0      2,505.3        618.5        598.5 
Special commission expense       (960.2)     (1,474.8)       (370.7)       (349.8)
Net special commission income        785.7      1,030.5        247.9        248.7 
Fees from banking services        655.7        783.9        227.0          83.0 
Exchange income          27.4          34.8            9.9            7.4 
Dividend income          21.8          34.4          22.8            3.8 
Gains on non-trading investments             -          672.6        500.3            4.5 
Provisions for loan losses       (100.0)         (96.5)         (30.0)           (5.0)
Total operating income      1,390.7      2,459.8        977.8        342.5 
Total operating expenses       (351.8)       (453.5)       (139.5)       (117.1)
Net Income      1,038.9      2,006.3        838.3        225.4 

Source: SAIB 

•	 Net income for the second quarter of the current fiscal declined from SR838.3mn in 
2Q2006 to reach SR225.4mn in 2Q2007. Net special commission income in 2Q2007 was 
SR248.7mn, which was at relatively similar levels achieved in 2Q2006. Non-commission 
income declined significantly from SR759.9mn in 2Q2006 to reach SR98.8mn in 2Q2007, 
a yearly decline of 87.0%.

•	  Fees from banking services and gains on non-trading investments contributed the most to 
the reduction in non-commission income of the bank. This has been due to the continued 
pessimism in the local capital market. In addition to that, new licences were issued by the 
Saudi financial authority (SAMA) to financial intermediaries for conducting brokerage, 
investment banking, and other financial services which is likely to increase competition 
for those banking services. 

•	 In February 2007, the bank’s capital increased by way of a bonus issue. The distribution 
of the bonus shares was on the basis of 1 share to each 1.6 outstanding shares. 

Outlook and Valuation

•	 It is evident that SAIB was adversely affected by the Saudi stock market crash in 2006. 
Loans and advances have modestly increased in FY2006, however we expect that this 
trend will reverse as the Saudi market is regaining its lost grounds. In addition, the mega 
infrastructure projects boom taking place in the Kingdom currently, has driven banks to 
aggressively pursue project finance lending, which will enhance the banks loan book.

•	 The Saudi Monetary Agency (SAMA) has recently approved new licenses for brokerage, 
investment banking, and advisory services, amongst others. SAMA, also ordered the 
separation of those activities from conventional banking activities, which consequently 
drove banks offering those services to spin them off under different legal entities. This is 
likely to increase competition in the financial industry, which will narrow down the banks 
income generating avenues.
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•	 In our earlier update on SAIB in Sept-06, we recommended a “Buy” based on a price 
target of SR129.1, at the prevailing market price of SR113.25, an upside of 14.0%. 

•	 However, the down trend in the domestic capital market has affected the bank’s 
profitability. As a result we have revised our projections to incorporate the impact of the 
capital market activity. Besides the revised projections, we have increased the risk-free 
rate assumed in our previous report from 5.1% to 5.8%. We have maintained a market 
risk premium of 5.0%, a beta of 1 and the terminal growth rate at 5.0%. The revised 
valuation parameters have resulted in a cost of equity of 10.8%.

•	 The combination of the revised projections and the revised cost of equity have led to a 
value of SR36.6 per share, which is lower by 8.4% as compared to the current market 
price. Based on a forward P/BV multiple of 4.08x 2007 projected book value for the 
Saudi Banking sector, the peer valuation method results in a valuation of SR71.4 per 
share. Assigning an 80% weight to the DDM value, and a 20% weight to the relative 
value, the weighted average share value of SAIB came out to SR43.6 per share. At the 
current market price of SR40.0, SAIB’s share is quoting at a  discount of 9% to its fair 
value. Hence we downgrade our earlier recommendation on the bank from “BUY” to 
“HOLD”.
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FACT SHEET
The Saudi Investment Bank

2004 2005 2006 2007 F 2008 F 2009 F 2010 F
Profitability      

- Return on average assets 2.3% 3.1% 5.0% 2.7% 2.9% 3.2% 3.4%

- Return on average equity 19.1% 24.1% 35.5% 17.5% 17.9% 18.8% 19.9%
- Net special commission income 

after PLL’s/ Total op. income

51.8% 48.4% 38.0% 62.1% 60.5% 59.0% 57.8%

- Non-commission income/ Total op. 

income

48.2% 51.6% 62.0% 37.9% 39.5% 41.0% 42.2%

- Non-commission expense/ Total op. 

income

33.5% 24.8% 18.4% 29.8% 28.7% 27.3% 26.3%

- Fees from banking services/ Total 

op. income

37.9% 46.3% 31.9% 30.9% 32.2% 33.6% 34.7%

- Dividend payout ratio 17% 12% 0% 25% 45% 55% 65%
      
Margins      

- Net (or profit) margin 66.5% 75.2% 81.6% 70.2% 71.3% 72.7% 73.7%
- Special commission expense/ 

Special commission income

40.1% 55.0% 58.9% 57.0% 57.5% 57.0% 56.5%

- Yield on average earning assets 4.1% 5.5% 6.7% 6.3% 6.8% 6.9% 7.0%
- Cost rate on average commission 

bearing liabilities

1.8% 3.3% 4.4% 4.1% 4.5% 4.6% 4.6%

- Spread 2.3% 2.2% 2.3% 2.2% 2.3% 2.3% 2.3%
- Commission margin (earning assets) 2.5% 2.5% 2.8% 2.7% 2.9% 2.9% 3.0%

 
Efficiency  

- Cost/ Total op. income 33.5% 24.8% 18.4% 29.8% 28.7% 27.3% 26.3%
- Staff expenses/ Total op. Expenses 56.5% 63.7% 57.2% 62.6% 63.2% 63.5% 64.0%
- Rent, G&A expenses/ Total op. 

Expenses

37.6% 29.6% 35.9% 28.9% 28.3% 27.7% 27.1%

- Non-commission expense/ Average 

total assets

1.2% 1.0% 1.1% 1.1% 1.2% 1.2% 1.2%

 
Liquidity  

- Gross Loans / Commission earning 

assets

50.1% 56.7% 55.6% 55.8% 56.1% 56.8% 57.7%

- Gross Loans/ Customer Deposits 67.2% 73.5% 76.9% 77.0% 77.0% 78.5% 80.1%
- Customer Deposits/ Equity 578.0% 525.0% 465.4% 424.6% 414.4% 401.2% 394.4%
- Customer Deposits/ Total assets 71.1% 70.4% 68.4% 68.2% 68.5% 68.4% 68.5%
- Due from Banks/ Due to Banks 151.0% 170.3% 141.6% 74.8% 80.7% 82.3% 77.4%

 
Credit Quality  

- Provisions /Total op. income 14.7% 7.1% 3.9% 4.6% 5.6% 4.8% 4.0%
- Provisions /Average loans 1.1% 0.6% 0.5% 0.3% 0.4% 0.4% 0.3%
- Non Performing Loans (SR mn) 218.5 189.1 217.3 276.3 320.7 357.6 384.4 
- Provision for loan losses (SR mn) 596.0 688.2 777.3 850.3 951.1 1,048.9 1,141.5 
- NPLs /Gross Loans 1.6% 0.9% 1.0% 1.2% 1.3% 1.4% 1.4%
- NPLs /(Equity+provision for loan 

losses)

5.3% 3.2% 3.2% 3.6% 3.8% 3.9% 3.9%

- PLLs / Gross Loans 4.4% 3.4% 3.6% 3.8% 4.0% 4.1% 4.1%
- NPL Coverage 272.8% 364.0% 357.7% 307.8% 296.5% 293.3% 297.0%
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FACT SHEET - Continued
The Saudi Investment Bank

2004 2005 2006 2007 F 2008 F 2009 F 2010 F
Capital Adequacy  

- Equity/ Total Assets (Equity capital 

ratio)

12.3% 13.4% 14.7% 16.1% 16.5% 17.1% 17.4%

- Equity/ Gross Loans 25.8% 25.9% 28.0% 30.6% 31.4% 31.7% 31.7%

Constitution of Total Operating Income
- Net special commission income 

after PLL’s/ Total op. income

51.8% 48.4% 38.0% 62.1% 60.5% 59.0% 57.8%

- Fees from banking services/ Total 

op. income

37.9% 46.3% 31.9% 30.9% 32.2% 33.6% 34.7%

- Investment Income/ Total op. 

income

8.6% 3.3% 28.7% 4.7% 5.1% 5.2% 5.4%

- FX Income/ Total op. income 1.6% 1.9% 1.4% 2.3% 2.2% 2.1% 2.1%
- Other Income/ Total op. income 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
- PLL’s/ Total op. income 14.7% 7.1% 3.9% 4.6% 5.6% 4.8% 4.0%

      
Operating Performance      

- Change in Special commission 

income

13.1% 78.0% 43.5% -1.2% 13.6% 7.8% 7.7%

- Change in Fees from banking 

services

105.2% 95.7% 19.6% -37.0% 18.0% 18.0% 16.0%

- Change in Investment Income -22.6% -38.2% 1400.9% -89.4% 22.2% 16.4% 16.4%
- Change in Fx Income 13.1% 93.0% 26.9% 5.0% 8.0% 10.0% 12.0%

      
RATIO’S USED FOR VALUATION      

- Par value per share (SR) 50.0 50.0 10.0 10.0 10.0 10.0 10.0 
- Shares in issue (mn) 27.5 34.4 240.6 391.0 391.0 391.0 391.0 
- EPS  (SR) - Adjusted for Split 4.3 6.2 8.3 2.9 3.3 3.8 4.3
- DPS (SR)- Adjusted for Split 0.7 0.8 -   0.7 1.5 2.1 2.8 
- Book value per share (SR)- 

Adjusted for Split*

25.5 30.9 24.9 17.5 19.3 21.0 22.5 

- Market price year end (SR)- 

Adjusted for Split

112.4 128.6 88.5 40.0 40.0 40.0 40.0 

- Market Cap. (SR’mn) 15,455 22,103 21,295 15,641 15,641 15,641 15,641 
- P/E 26.3 20.8 10.6 14.0 12.1 10.5 9.2 
- P/BV 4.4 4.2 3.5 2.3 2.1 1.9 1.8 
- Dividends yield 0.6% 0.6% 0.0% 1.8% 3.7% 5.2% 7.0%

* Historical P/E & P/BV multiples pertain to respective year-end prices, while those  for future years are based on closing 
prices as at August 28, 2007
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