Ullopa - adlolldcgonoll

EFGH=RMES

THE SAUDI INVESTMENT BANK (SAIB)

3Q2009 Results - Earnings Benefit From Improving Stock Markets

Murad Ansari
+9661 279 8649
mansari@efg-hermes.com

KINDLY REFER TO THE

IMPORTANT DISCLOSURES AND
DISCLAIMERS ON BACK PAGE

25 OCTOBER 2009
SAUDI ARABIA | BANKING

Short-Term Rec.: Neutral
Long-Term Rec. : Neutral

Current Price*: SAR 20.55
LT Fair Value : SAR 21.50

¢ Earnings Recover on Higher Investment Income, Lower Provisions: Lower provisions and an increase in
investment income led to an almost tripling, on a Y-o-Y basis, of The Saudi Investment Bank’s (SAIB)
3Q2009 earnings to SAR203 million (EPS: SAR0.45). Although earnings were in line with our estimate of
SAR203 million, we were surprised by the higher investment income realised by the bank in 3Q2009.

¢ Downgrading Rating to ST/LT Neutral: With the stock price having increased by 9% since the end of
September 2009, our LTFV of SAR21.50 for SAIB represents a 4.6% upside potential to the current price.
Further, with the company’s recent results in line with our expectations, we maintain our earnings
estimates for SAIB. However, we lower our rating to ST/LT Neutral from ST/LT Accumulate based on the
limited upside potential provided by our LTFV.

o Capital Gains Drive Non-Special Commission Income Higher: SAIB realised capital gains of SAR59
million in 3Q2009, primarily on its equity investments. At the end of 2008, SAIB had gross equity market
investments of SAR866 million and gross mutual fund investments of SAR369 million, which, in our
opinion, were the source of capital gains. This led to a 32.5% Q-0-Q increase in non-special commission
income to SAR131 million in 3Q2009. As expected, fee and commission income declined by 10.2%
Q-0-Q to SAR59 million, primarily on lower brokerage commissions.

¢ Decline in Provisions Supports Earnings: Total provisions declined by 7.4x Y-0-Y to SAR60 million due
to the absence of any provisions on the investment book in 3Q2009 vs. investment provisions of SAR225
million in 3Q2008. Credit provisions were largely stable on a Q-0-Q basis at SAR60 million, but were up
almost 12x on a Y-o-Y basis.

o Spreads Fail to Sustain: After recovering strongly in 2Q2009, net special commission spreads are
estimated to have declined by 19 bps Q-0-Q to 1.93%. The improvement in spreads in 2Q2009 was
supported by a sharp decline in funding costs. While funding costs continued to decline in 3Q2009, falling
by 40 bps Q-0-Q, asset yield compression was higher at 59 bps. We suspect that the decline in asset
yields was driven by the rollover of the bank’s portfolio of government securities at a lower rate.

e Loans Flat, Deposits Improve: SAIB’s loan book growth decelerated sharply in 2009. After growing by
27.7% in 2008, net loans remained largely unchanged during 9M2009, up 3.3% YTD. On a Q-0-Q basis,
net loans were 1.2% higher at SAR30.5 billion. Customer deposits though 5.6% higher Q-0-Q, declined by
5.6% YTD at SAR38.4 billion, suggesting that SAIB is focusing on managing its spreads by shedding time
deposits, and improving the ratio of retail deposits.
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Figure 1: The Saudi Investment Bank 3Q2009 Results - Income Statement
In SAR million, unless otherwise stated

3Q2008a 2Q2009a 3Q2009a Y-o-Y Q-0-Q
Special Commission Income 627 479 411 -34.5% -14.3%
Special Commission Expense 405 216 171 -57.8% -21.0%
Net Special Commission Income 222 263 240 8.2% -8.7%
Non-Special Commission Income
Fees from Banking Services 86 65 59 -31.6% -10.2%
Exchange Income 16 8 7 -57.9% -11.5%
Gains / (Losses) on Non-trading Investments (30) 25 59 N/M 136.0%
Dividend Income 1 1 6 -44.6% 1007%
Other Income 110 0 0 -100.0% 0.0%
Total Non-Special Commission Income 194 99 131 -32.6% 32.5%
Total Income 415 361 370 -10.8% 2.5%
Salaries & Related Expenses 70 78 79 12.1% 1.4%
Rent & Premises 13 15 13 -0.8% -11.3%
Other Operating Expenses 32 44 36 12.2% -17.5%
Total Operating Expenses 116 136 128 10.6% -6.0%
Operating Profit 300 225 242 -19.1% 7.7%
Credit Provisions 5 55 60 1100% 9.1%
Investment Provisions 225 0 0 -100.0% N/A
Net Income from Operations 69 170 182 163.8% 7.2%
Income from Associates 0 22 25 N/A 11.9%
Net Income before Minority Interests 69 192 207 199.7% 7.8%
Minority Interest 3 4 4 33.1% -0.4%
Net Income 66 188 203 208.2% 7.9%
EPS (SAR) 0.15 0.42 0.45

*

Source: Bank accounts

Figure 2: The Saudi Investment Bank 3Q2009 Results - Balance Sheet
In SAR million, unless otherwise stated

3Q2008a 2Q2009a 3Q2009a Y-0-Y Q-0-Q
Assets
Cash and Balances with SAMA 2,094 1,452 1,652 -21.1% 13.7%
Due from Banks & FIS 5,353 6,127 4,594 -14.2% -25.0%
Investments 15,281 11,236 11,973 -21.6% 6.6%
Loans & Advances 29,874 30,153 30,526 2.2% 1.2%
Fixed Assets 494 660 680 37.6% 3.1%
Other Assets 1,404 1,103 1,149 -18.1% 4.2%
Total Assets 54,500 50,731 50,573 -7.2% -0.3%
Liabilities
Customer Deposits 43,045 36,364 38,415 -10.8% 5.6%
Due to Banks & FIS 3,481 5,783 2,991 -14.1% -48.3%
Debt Securities Issued 1,053 934 932 -11.5% -0.2%
Other Liabilities 0 500 500 N/A 0.0%
Total Liabilities 47,579 43,581 42,839 -10.0% -1.7%
Shareholders' Equity
Share Capital 4,500 4,500 4,500 0.0% 0.0%
Reserves 2,387 2,616 3,204 34.2% 22.5%
Total Equity 6,887 7,116 7,704 11.9% 8.3%
Minority Interest 34 33 31 -8.9% -6.8%
Total Equity & Liabilities 54,500 50,731 50,573 -7.2% -0.3%

Source: Bank accounts
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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. | also certify that neither | nor my spouse or dependants (if relevant) hold a beneficial interest in the securities that are traded in the Tadawul
stock exchange.

Funds managed by EFG-Hermes Holding SAE and its subsidiaries (together and separately, "EFG-Hermes") 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
This Research has been sent to you as a client of one of the entities in the EFG-Hermes group. This Research must not be considered as advice nor be acted upon by
you unless you have considered it in conjunction with additional advice from an EFG-Hermes entity with which you have a client agreement.

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 have not independently verified such information and it may not be accurate or complete. EFG-Hermes does not
represent or warrant, either expressly or implied, the accuracy or completeness of the information or opinions contained within this report and no liability whatsoever
is accepted by EFG-Hermes or any other person for any loss howsoever arising, directly or indirectly, from any use of such information or opinions or otherwise
arising in connection therewith. 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 to the clients of EFG-Hermes and is intended for general information purposes only. It is not intended as an offer or solicitation or
advice 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.



GUIDE TO ANALYSIS

EFG-Hermes investment research is based on fundamental analysis of companies and stocks, the sectors that they are exposed to, as well as the country and regional
economic environment. Two investment ratings are offered for each stock, a Short-Term rating and a Long-term rating.

The Short-Term (ST) rating is based on the analyst’s best expectations on the shorter-term price movements of the stock. Short-Term is defined as any time up to six
months of the rating being applied to the stock. While shorter-term drivers could include quantifiable facts and figures, the analyst may also consider non-
quantifiable issues such as the analyst’s view on investor sentiment, potential news flow on the stock or the sector, or other issues which could impact share price
movements.

The Long-Term (LT) rating is based on the percentage upside or percentage downside of the stock price to the analyst’s Long Term Fair Value (LTFV). Long Term is
defined as any time period beyond 1 year. The LTFV is based on the analyst’s current expectations of the equity fair value of the company on a per share basis which
is normally based on rigorous and fundamental long-term analysis of the company’s financial potential. Of course, any such analysis is based on the analyst's
expectations for the future and are always considered estimates.

For both the Short-Term and Long-Term ratings for any investment covered in our research, the ratings are defined by the following ranges in percentage terms:

Rating % upside (downside)
Buy 25% and above
Accumulate 10 to 25%

Neutral (10%) to 10%

Reduce (10%) to (25%)

Sell (25%) or more downside

EFG-Hermes policy is to update research reports when appropriate based on material changes in a company'’s financial performance, the sector outlook, the general
economic outlook, or any other changes which could impact the analyst’s outlook or rating for the company. Share price volatility may cause a stock to move
outside of the longer-term rating range to which the original rating was applied. In such cases, the analyst will not necessarily need to adjust the rating for the stock
immediately. However, if a stock has been outside of its longer-term investment rating range consistently for 30 days or more, the analyst will be encouraged to
review the rating.

COPYRIGHT AND CONFIDENTIALITY

No part of this document may be reproduced without the written permission of EFG-Hermes. The information within this research report must not be disclosed to
any other person if and until EFG-Hermes has made the information publicly available.

CONTACTS AND STATEMENTS

Background research prepared by EFG-Hermes KSA. Report prepared by EFG-Hermes Holding SAE (main office), 58 Tahrir Street, Dokki, Egypt 12311, Tel +20 2 33 32
1140 | Fax +20 2 33 36 1536 which has an issued capital of EGP 1,939,320,000.

Reviewed and approved by EFG-Hermes KSA (closed Joint Stock Company) which is commercially registered in Riyadh with Commercial Registration number
1010226534, and EFG-Hermes UAE Limited, which is regulated by the DFSA and has its address at Level 6, The Gate, DIFC, Dubai, UAE. The information in this
document is directed only at institutional investors. If you are not an institutional investor you must not act on it.
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