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Backed by ample petrodollar liquidity, the Saudi banking sector continues expanding • 

at a fast pace in a strong operating environment and amidst increasing financing 

opportunities in the kingdom. However, these trends have not been reflected well by 

aggregate sector profitability as it fell 17% YoY in 2007. Listed bank’s profitability showed 

a 5% growth as of June 2008, signalling their ability to mitigate volatility of market related 

fees by focusing on their spread business despite tighter margins. 

We revise our forecasts on SABB and Samba to reflect lower than anticipated • 

profitability reported by the banks, mainly due to tighter margins, lower market related 

income streams as well as losses and provisions on their respective investment portfolios. 

We also revise our target and recommendation on both banks, taking into account stock 

price performance since the beginning of this year. The Saudi benchmark index lost 

almost 23% this year (with Samba and SABB plunging 49% and 5% respectively). Given 

this performance, we believe that both banks are currently trading at attractive levels, 

and lower than historic average multiples, despite the temporary nature of the displayed 

profitability pressures. 

Going forward, we expect SABB to continue to outperform peers in terms of balance • 

sheet growth, benefiting from the strong operational and technical support of its parent 

company and its financial services network in the Middle East. We revise our target 

value marginally lower to SAR 97.3 to account for lower margins, continuing soft capital 

market conditions, and marginally higher industry risk profile, while reiterating our BUY 

recommendation on the stock. 

Despite suffering from the slowdown of market related revenues and an • 

underperforming investment portfolio, we believe Samba’s earnings growth will resume 

in 2009 on the back of strong balance sheet growth, competitive cost efficiency and 

recovery of its non-funded business. Reflecting weaker than anticipated operating 

performance, risks of further investment losses and continuing weakness in domestic 

capital markets, we revise our target price downwards to SAR 85.3. However, we also 

upgrade our recommendation on the stock from NEUTRAL to BUY as we believe that the 

market reaction has been exaggerated, and does not account for the anticipated recovery 

driven by growth in the bank’s core operations and the implied value of such a strong 

domestic franchise. 
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Growth story intact

A larger-sized and fairly concentrated industry 

Driven by a positive operating environment, total assets of the Saudi banking system 

increased 31% YoY to reach SAR 1,223bn in H1 08. Around 80% of the assets were 

accounted for by the 10 listed banks (excluding the newly listed Al Inmaa Bank) with 

Samba Financial Group (Samba) at pole position with a market share of 15%, followed 

by Al Rajhi Bank (12.3%), Riyad Bank (11.8%) and SABB (10.3%). Non-listed National 

Commercial Bank remained the largest bank in terms of assets, with around 18.5% share. 

With top three players accounting for almost 46% of total assets, the banking sector in 

Saudi continues to be fairly concentrated.

Source: Companies' financials

A system awash with liquidity…

The system’s customer deposits, backed by ample petro dollar driven liquidity, increased 

22% YoY to SAR 783bn in H1 08. As a further indication of the sector’s strength, the 

proportion of demand deposits remains one of the highest in the GCC ; free or low 

interest bearing deposits actually increased to 45% of total deposits (vs. 43% in December 

07 and 41% in H1 07).

Customer deposits recorded double-digit growth across the board for listed players. Five 

banks outpaced the pool's YoY customer deposits growth of 28%, depicting their strong 

capacity to channel large volumes despite falling interest rates. 

Source: Companies' financials

After rising 21% YoY in 2007, we expect customer deposits to add 29% in FY 08 as the 

kingdom's flood of liquidity will likely persist in a scenario of sustained high oil prices and 

buoyant domestic economy. Nonetheless, we believe banking penetration (measured as 

customer deposits/ GDP) will dip below the 50% mark given an estimated 37.1% nominal 

GDP growth in 2008, coupled with the acceleration of public foreign placements.

Size of the Saudi 
banking system grew 

31% to SAR 1.2tr as 
of June, 2008…
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...however, not always of the desired profile 

Second major source of funding for the industry, interbank liabilities, registered a firm rise 

to SAR 31bn in H1 08 from SAR 14bn the same period a year before. 

Signalling a growing demand for SAR-denominated funds, due to momentum in 

investments coupled with speculation over revaluation of the local currency, 3-month 

SAIBOR (Saudi Arabian interbank official rate) went up from 2.14% in May 08 to 4.01% 

in August, that is 200bps above the country's benchmark reverse repo rate of 2% and 

175bps above LIBOR.

Source: Reuters

While the Kingdom's banking system is awash with short term funds, we believe this 

trend could also be attributable to a shortage of LT deposits, which currently offer 

unappealing returns. We believe, one of the banks' key challenges moving forward will 

be to attract reasonably priced longer term funds. This, especially at time when residual 

fallout of subprime crisis and widening spreads prompt delays in new debt issuances. 

On another front, the rise in more expensive interbank and money market activity will 

obviously put pressure on overall funding costs and margins; more so, if competition in 

the industry intensifies. We, however, believe that the strong volume effect noticed across 

all banks in H1 08 will offset the tightening of margins to the benefit of top line revenues.

Palpable pressure in meeting increasing foreign currency demand

At the same time, soaring demand of foreign currency to finance the kingdom's growing 

imports has translated into the tightening of the industry's net foreign asset position. With 

foreign liabilities growing at a strong 20% per quarter since Q2 07, net foreign assets of 

the banking system reduced from SAR 90bn in Q2 07 to SAR 18.5bn in Q2 08, with the 

lowest level recorded in March 08 (SAR 2.6bn).

Source: SAMA

With total projects, both planned and underway over the next five years, approaching the 

SAR 1tr mark and the consequent demand for foreign material goods, we can expect the 

already high demand for foreign funds to accelerate further.

In August, SAIBOR stood 200bps 
above reverse repo rate…
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Public and private sector demand fires up lending activity 

On the lending front, claims to the private sector totalled SAR 690bn in H1 08 - a robust 

35% YoY increase, resulting in a loans to deposits ratio at 88% vs. 81% at the end of 2007. 

This outstanding performance reflects the significant involvement of the domestic 

banking sector in supporting the kingdom's ambitious plans and pipeline of infrastructure 

projects at a time when international banking institutions are still struggling in the 

aftermath of the credit crisis.

Our pool of listed banks recorded a 34% YoY growth in lending, led by Bank Aljazira 

(+63%), SABB (+59%) and Banque Saudi Fransi (+49%).

Source: Companies' financials

We believe the large pipeline of projects in the Kingdom (estimated at SAR 1tr over the 

next five years) is likely to offset the consumer lending curb set by SAMA in 2006. 

Alongside, changing demographics in the Kingdom and the likely boost to mortgage 

financing business (following the appraisal in June of the long awaited mortgage law 

by the Shura Council) could open a large market and prove to be strong catalysts for 

consumer loans growth. However, what this new mortgage law entails in terms of setting 

a strong regulatory framework for real estate ownership and home financing activity in 

the Kingdom will only get clear when the final and detailed version is approved, probably 

in the next 12 months.

Slow recovery of market related businesses 

On the equity market activities front, despite benefiting from strong IPO business (with 

total announced offerings’ size estimated at more than SAR 37bn for 2008), slowdown in 

the more sizeable brokerage and asset management activities dampened Saudi banks' 

performance in 2007 and into 2008. 

After dropping 51% YoY in 2007, traded values on Tadawul limited their decline to 14% 

YoY in H1 08, affecting banks' revenues to a lower extent than in the previous year. 

Troubled market conditions make it difficult to assess when traded values are going to 

recover. Moreover, poor performance of the market (especially banking stocks) continues 

to be weighed down by lingering sentiments of global risk aversion and geopolitical 

tension. In this context, strengthening of banks non market-driven income is key to 

ensuring earnings' resilience in the face of this high volatility on Tadawul.

Lending frenzy 
expected to continue 

YoY loans growth in H1 08
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Source: Tadawul

Banks profitability in H1 08

Although growth in funded revenues was sustained, listed Saudi banks reported negative 

growth in 2007 as aggregated net earnings retreated 17% YoY to SAR 24bn. This situation 

directly resulted from the sharp slump in the fee business mentioned earlier as well as 

reported losses on investments in Q4 07.

Source: Companies' financials

Recovery of the sector's bottom line growth in H1 08 is a strong signal of Saudi banks’ 

ability to alleviate market related fees' volatility by focusing on growing their spread 

business. Consequently, despite lower traded values, net profit of the sector was up 5% 

YoY as of June 30th, 2008.

Source: Companies' financials

Performance of the banks in H1 08 depicted their relative success in compensating lower 

market driven income with core banking businesses. Except for Bank Al Jazira, whose 

performance is considered as a bellwether for banks' capital market related activities, the 

only other bank reporting negative growth was Samba, affected by mark-to-market losses 

on its investment portfolio and further booking of provisions on financial assets. The 

performance of the stock since the beginning of the year reflected this trend well.
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Moody's positive outlook for the Saudi banking sector 

Moody's Investor Service recently underlined the positive credit outlook for the Saudi 

banking sector, reflecting banks' opportunistic positioning and ability to benefit from 

the country's robust economic performance. According to the agency, the Saudi Arabian 

banking system has proven to be robust, well-regulated and relatively stable in a strong 

operating environment resulting from solid government finances and continuous efforts 

to diversify the economy, demonstrated by the launch of mammoth infrastructure 

projects. 

The rating agency also pointed out key challenges for the industry, including high 

inflation, geopolitical tension and over-dependence on oil. The structural factors 

weighting on banks' upside ratings potential include concentration in lending and 

deposits, mismatches in the maturity profile of assets and liabilities, limited geographical 

diversification and pool of experienced human capital, and strong loan growth in recent 

years that has not yet matured or been tested under more adverse conditions.
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Equity Research General Update

In 2007, SABB missed our bottom line expectations due to the smaller contribution • 

of brokerage and asset management earnings to overall revenues. Despite difficult 

market conditions in the first half of 2008, SABB managed to grow its net profit by 24% 

YoY, an outstanding performance given the sector’s average of 5%, mirroring SABB’s 

strong capabilities to offset volatile non funded revenue streams with a powerful spread 

business. 

We believe that the bank’s ability to offset lower market-related income through • 

stronger balance sheet growth than peers to be responsible for such positive 

performance. Despite fast expansion of its loan book, the bank managed to report highly 

competitive asset quality indicators, reflective of the beneficial support from its parent 

company, HSBC. Besides this, low loan provision costs and extensive coverage of NPLs 

provide the bank’s earnings with a strong upside in case recoveries are achieved. 

We continue to like the bank for its sustained and targeted growth in a competitive • 

market, strong fundamentals and powerful franchise. However, we revise our target value 

marginally lower from SAR 103.3 (adjusted to last bonus share issue) to SAR 97.3 to reflect 

continuing soft capital market conditions, and marginally higher industry risk profile. The 

new target represents a 14.5% upside compared to the current price of SAR 85.0 per share, 

which although lower for the year, has significantly outperformed the banking sector over 

the period. We, consequently, reiterate our BUY recommendation on the stock.

Success sustained
SABB (1060.SE)

Current price SAR 85.0 Country Saudi Arabia

Fair value target SAR 97.3 Sector Commercial banking

Recommendation BUY Exchange Saudi Stock Exchange (Tadawul)

SABB stock performance vs. SC Saudi Arabia Index rebased
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Year
Net profit

(SR' 000)

BV

(SR' 000)

EPS 

(SR' 000)

BVPS 

(SR' 000)

RoAE 

(%)

P/E 

(x)

P/BV 

(x)

Dec-10E 4,821,534 17,329,044 8.04 28.88 30.3% 10.6 2.9

Dec-09E 4,114,870 14,465,358 6.86 24.11 31.5% 12.4 3.5

Dec-08E 3,190,389 11,687,820 5.32 19.48 30.1% 16.0 4.4

Dec-07 2,606,939 9,534,308 4.34 15.89 28.9% 19.6 5.3

52-week range (SR) 61 - 114

Number of shares (000') 600,000

Free Float (%) 39

Market cap (SR' 000) 51,000,000

Market cap (USD' 000) 13,746,631

Div. Yld. 2007 (%) 2.8 
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Analysis and Revised Forecasts

Fundraising skills confirmed…

In 2007, SABB's deposits went up 21% to SAR 72bn, only SAR 2bn below our initial forecast 

and with a higher contribution of demand deposits at 38% of the total (vs. 35% in 2006). 

In H1 08, the bank managed to grow its deposits by 24% year-to-date (vs. only 9% for 

the sector) and, although the pace of deposits growth might be slower in H2 08 (due to 

seasonality and other one offs), we expect SABB to continue outperforming peers with a 

customer deposits growth estimated at 45% for 2008.

In line with the trend noticed in the overall sector, the bank increased its reliance on 

wholesale funding to ease the shortage in long term deposits. Consequently, ‘due to 

banks’ surged from SAR 8bn in FY 07 to SAR 17bn in H1 08, contributing 15% to interest 

bearing liabilities vs. 10% previously. With rising overnight cost of deposits, this is likely to 

put pressure on funding costs. Long term borrowings, still not aggressively tapped, are 

expected to grow and represent around 4% of total assets moving forward.

Driven by a conducive economic environment, SABB's lending business jumped 46% in 

2007 to SAR 62bn, exceeding our initial forecast of SAR 58bn. As a consequence, its loan 

to deposit ratio went up from 67% in 2006 to 81.7% in 2007. We believe, the bank's strong 

ambition to boost its project finance business, while benefiting from the strong support 

of its parent company to channel business inflows, will lead to a more efficient use of its 

funding base. We expect loans, having accelerated 25% year-to-date in H1 08, to cross 

SAR 90bn by the end of the year resulting in an annual increase of 47% and a LDR of 83%. 

By the end of our projection period, SABB's LDR could tighten further approaching the 

85% ceiling set by SAMA.

Depicting strong quality of its loan book, SABB disclosed a competitive 0.3% NPLs/ Gross 

Loans ratio in 2007 (down from 0.4% in 2006). Rigour in maintaining robust asset quality 

ratios signals efficiency of the operational and risk management support granted by 

HSBC. At the same time, provisioning stood as high as 290% in 2007 and we expect it to 

remain at similar high levels, moving forward. The bank's over provisioning policy carries 

a significant upside potential as it contains hidden value and offers a large room for 

recoveries – a strong impetus for bottom line growth. 

Robust business inflows compensate for tighter margins 

In H1 08, SABB managed to compensate falling margins by a strong pick up in volumes. 

We do not expect a relief in funding costs given the obvious scarcity of long term funds 

when, in parallel, lending tenors are lengthening. After growing 15% YoY in H1 08, we 

expect net interest income to record a 16% growth for 2008 with a net commission 

margin down from 4.3% in 2007 to 3.4%. Over 2008-2013, we expect net special 

commission income to sign a CAGR of 14%.

After falling 48% YoY in 2007, fees and commissions soared 63% in H1 08. Although SABB's 

income flows from brokerage have declined, we believe increase in fees and commissions 

will be driven by momentum in trade finance and banking services fees, inline with strong 

balance sheet growth. 

All in all, primarily due to lower than anticipated spreads, we revise downwards our 

operating income figure for 2008 from SAR 5.5bn to SAR 5.3bn; a YoY increase of 21%. 

Slight pressure on operating costs

SABB's distribution network currently extends to 74 branches, including 15 dedicated 

ladies branches. We do not anticipate a massive branch expansion as the bank intends 

to be more aggressive in offering banking products and services via existing alternative 

distribution channels such as online and phone banking. 

Deposits to surge 
45% in 2008…

…and be utilized 
more efficiently 

Higher volumes 
to compensate for 

tighter margins
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However, we believe inflationary pressures and further expenditures on IT systems to 

take G&A expenses higher and maintain a cost efficiency ratio of around 32-33% over our 

forecast period. Recognition of impairment on investments led the bank to book related 

provisions for SAR 61mn in H1 08, insignificant given the size of its investment portfolio. 

If further provisions on investments are to occur in the following quarters, this could 

constitute a minor constraint for the bank’s bottom line growth. 

Profitability set to improve 

SABB's earnings fell 14% in 2007 vs. our initial forecast of an 8% decline. In H1 08, the 

bank's bottom line recorded one of the strongest increases in the industry at 24% YoY to 

SAR 1.55bn. 

We expect the bank to capitalize on the dizzying growth of its balance sheet and 

reinforcement of its top line revenues to post a net profit up by 22% in 2008, hence, 

achieving a return on equity of 30%. Over our projection period, we expect SABB’s bottom 

line to grow at an annual pace of 15%.

Due to fast increasing commitments, the bank may have to reinforce capital resources in 

the short to medium term to disclose a higher tier 1 Capital Ratio which stood at a weak 

10.5% in H1 08 vs. 13.5% in 2007. 

Source: SHUAA Capital estimates

SAR '000 2007 2008 new 2008 old

Balance Sheet   

Assets 98,212,910 147,606,863 113,877,079

Loans 62,000,858 91,124,278 72,734,647

Deposits 71,847,852 104,049,919 87,265,174

Income Statement    

Net special commission income 3,058,697 3,554,068 3,907,494

Non interest income 1,315,255 1,733,989 1,635,142

Net operating income 4,373,952 5,288,056 5,542,636

Net profit 2,606,939 3,190,389 3,630,935

Ratios    

Loans/ deposits 81.7% 83.0% 78.0%

Net interest spread 4.4% 3.4% 4.4%

Cost to income 33% 33% 30%

RoAE 28.9% 30.1% 31.5%

RoAA 3.0% 2.6% 3.5%
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Valuation

SABB disclosed an impressive performance in H1 08, asserting its ability to best benefit 

from favorable economic conditions and from the support and synergies developed with 

its parent company. 

We continue to like the bank for its sustained and targeted growth in a competitive 

market, strong fundamentals and powerful franchise. However, we revise our target value 

marginally lower from SAR 103.3 (adjusted to last bonus share issue) to SAR 97.3 to reflect 

continuing soft capital market conditions and marginally higher industry risk profile. The 

new target represents a 14.5% upside compared to the current price of SAR 85.0 per share, 

which although lower for the year, has significantly outperformed the banking sector over 

the period. We, consequently, reiterate our BUY recommendation on the stock.

 Value per share (SAR)  Weighting

DECF 104.9 70%

Relative valuation 79.7 30%

Target value 97.3  

While we selected a similar peer group for the purposes of our relative valuation method, 

we slighly modified our DECF assumptions, primarily to reflect a marginally higher 

industry risk profile. These are set forth in the table below:

Beta 0.8

Risk free rate                      4.7% 

Risk premium 5.0%

Cost of equity 8.7%
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SABB’s Balance Sheet – SAR ‘000

Year to December 2007 2008E 2009E 2010E 2011E 2012E 2013E

Cash & Balances with SAMA 16,643,746 11,086,549 13,321,185 15,801,183 17,452,097 18,996,423 19,162,475

Due from Banks 1,723,576 6,763,245 8,070,242 9,348,444 10,371,631 10,937,922 11,397,315

Investments, net 14,858,747 34,960,773 41,716,942 48,324,264 54,411,173 59,064,780 64,175,650

Loans & advances, net 62,000,858 91,124,278 109,509,415 127,854,206 142,761,676 150,545,960 154,828,065

Investments in an associate 110,447 237,930 429,156 668,187 943,073 1,259,192 1,622,729

Property and equipment, net 551,840 645,653 742,501 816,751 882,091 952,658 1,028,871

Other assets 2,323,696 2,788,435 3,206,700 3,527,371 3,809,560 4,114,325 4,443,471

Total assets 98,212,910 147,606,863 176,996,140 206,340,405 230,631,301 245,871,260 256,658,576

Customer deposits 71,847,852 104,049,919 124,157,566 143,822,215 159,563,556 168,275,726 175,343,307

Due to banks 8,045,047 19,769,485 23,589,938 27,326,221 30,317,076 31,972,388 33,315,228

Debt securities in issue 4,038,367 5,738,367 6,991,434 8,385,173 9,385,173 9,885,173 7,885,173

Borrowings 187,500 187,500 187,500 187,500 187,500 187,500 187,500

Other liabilities 3,669,211 5,136,895 6,267,012 7,332,404 8,432,265 9,275,492 9,924,776

Total liabilities 87,787,977 134,882,166 161,193,450 187,053,513 207,885,570 219,596,279 226,655,984

Total shareholders' equity 9,534,308 11,687,820 14,465,358 17,329,044 20,308,222 23,589,939 27,116,898

Proposed dividends 890,625 1,036,876 1,337,333 1,957,848 2,437,509 2,685,042 2,885,694

Total liabilities and equity 98,212,910 147,606,863 176,996,140 206,340,405 230,631,301 245,871,260 256,658,576

SABB’s Income Statement – SAR ‘000

Year to December 2007 2008E 2009E 2010E 2011E 2012E 2013E

Special commission income 5,219,955 5,848,132 7,792,612 9,145,597 10,357,924 11,262,447 11,817,782

Special commission expense -2,161,258 -2,294,064 -3,311,449 -3,895,345 -4,491,736 -4,854,304 -5,038,909

Net special commission income 3,058,697 3,554,068 4,481,163 5,250,251 5,866,187 6,408,143 6,778,873

Net fee and commission income 861,924 1,340,656 1,572,534 1,784,729 1,998,987 2,178,207 2,376,631

Net gains from FX transactions 107,236 128,683 147,986 162,784 175,807 189,872 205,061

Trading income 189,968 303,949 334,344 367,778 404,556 445,011 489,513

Dividends income 4,433 4,655 4,887 5,132 5,388 5,658 5,941

Income on investments held at FVIS 63,777 -44,846 -5,705 13,399 15,169 16,392 17,181

Gains on non trading investment 83,319 -4,166 2,083 2,291 2,520 2,772 3,050

Other income 4,598 5,058 5,564 6,120 6,732 7,405 8,146

Total non-interest income 1,315,255 1,733,989 2,061,692 2,342,233 2,609,160 2,845,318 3,105,522

Total income from operations 4,373,952 5,288,056 6,542,855 7,592,485 8,475,347 9,253,461 9,884,395

Staff and general expenses -760,029 -978,290 -1,243,142 -1,442,572 -1,610,316 -1,758,158 -1,878,035

Depreciation -102,895 -119,749 -138,815 -155,925 -169,884 -183,475 -198,153

Rent and premises related expenses -64,214 -89,812 -104,112 -116,944 -127,413 -137,606 -148,615

Provision for credit losses -396,264 -410,059 -492,792 -575,344 -642,428 -677,457 -696,726

Impairment of financial assets - -74,729 - - - - -

Other G&A expenses -500,045 -550,847 -638,551 -717,256 -781,467 -843,985 -911,503

Other expenses -1,513 -1,664 -1,797 -1,941 -2,038 -2,140 -2,247

Total non-interest expenses -1,824,960 -2,225,151 -2,619,210 -3,009,982 -3,333,546 -3,602,820 -3,835,279

Profit before tax 2,548,992 3,062,905 3,923,645 4,582,503 5,141,801 5,650,640 6,049,116

Share in earning of an associate 57,947 127,483 191,225 239,031 274,886 316,119 363,537

Net profit 2,606,939 3,190,389 4,114,870 4,821,534 5,416,687 5,966,759 6,412,653
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SABB – Key ratios - %, unless otherwise stated

Year to December 2007 2008E 2009E 2010E 2011E 2012E 2013E

Growth

Equity 12.0 22.6 23.8 19.8 17.2 16.2 15.0

Assets 27.2 50.3 19.9 16.6 11.8 6.6 4.4

Loans 46.1 47.0 20.2 16.8 11.7 5.5 2.8

Deposits 21.2 44.8 19.3 15.8 10.9 5.5 4.2

Net special commission income 18.4 16.2 26.1 17.2 11.7 9.2 5.8

Operating income -5.3 20.9 23.7 16.0 11.6 9.2 6.8

Net profit -14.2 22.4 29.0 17.2 12.3 10.2 7.5

Capital Adequacy

Equity / assets 9.7 7.9 8.2 8.4 8.8 9.6 10.6

Asset Quality

NPL / Gross Loans 0.3 0.3 0.3 0.3 0.3 0.3 0.3

LLP / NPL 290 249 249 254 263 279 294

Margins and Profitability

Interest Spread 4.4 3.4 3.1 3.0 2.9 2.9 2.9

Net interest Margin 4.3 3.4 3.1 3.1 3.0 3.0 3.0

Net Profit Margin 39.9 42.1 41.8 42.0 41.8 42.3 43.0

RoAE 28.9 30.1 31.5 30.3 28.8 27.2 25.3

RoAA 3.0 2.6 2.5 2.5 2.5 2.5 2.6

Liquidity

Loans / Interest Earning Assets 79.8 69.2 69.3 69.5 69.4 68.8 67.8

Loans / (Deposits+EMTNs) 81.7 83.0 83.5 84.0 84.5 84.5 84.5

Efficiency

Cost/income 33 33 32 32 32 32 32
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Equity Research General Update

August 19th, 2008

Samba Financial Group (Samba) reaffirmed its leading position as the largest listed bank in • 

Saudi Arabia with total assets growing 42% YoY to reach SAR 184bn by June 2008. The bank 

still enjoys one of the strongest franchises in the kingdom, capitalizing on a long established 

presence, a large liquidity surplus and a sophisticated and efficient distribution network to 

support balance sheet growth.

Samba’s performance in 2007 was significantly dampened by the slow down in market • 

related businesses, mainly responsible for the 7% reported slump in net profit. In H1 08, it was 

one of the only two banks to report a drop in net profit, a negative performance mirroring 

tightening of interest spreads, high volatility in stock-market related revenues, as well as losses 

and provisions on its investment portfolio.

With high volatility in market driven revenues, tighter spreads and continuous mark-to-• 

market losses on investments, we expect the bank to report a slow 3.4% net earnings growth 

for 2008. Starting 2009, we can expect the bank’s revenues to resume growth of 20% YoY on 

the back of softening interest spreads, a flourishing economy feeding higher lending volumes 

and a competitive cost efficiency. At these levels, Samba currently trades at single-digit 09 

earnings multiples. 

Primarily reflecting lower forecasts due to weaker than anticipated operating performance, • 

risks of further investment losses and continuing weakness in domestic capital markets, we 

revise our target price on the bank downwards from SAR 115.3 (adjusted to last bonus shares 

issue) to SAR 85.3 per share. However, we believe that the market reaction to softening bottom 

line figures has been exaggerated, and does not account for the anticipated recovery driven 

by growth in the bank’s core operations and the implied value of a strong domestic franchise 

within existing benign economic conditions. We, therefore, upgrade our recommendation on the 

stock from NEUTRAL to BUY, as our target value implies a 29.8% upside to the current market price 

of SAR 65.8 per share.

Ready to recover?
Samba Financial Group (1090.SE)

Current price SAR 65.8 Country Saudi Arabia

Fair value target SAR 85.3 Sector Commercial banking

Recommendation BUY Exchange Saudi Stock Exchange (Tadawul)

Year
Net profit

(SR' 000)

BV

(SR' 000)

EPS 

(SR' 000)

BVPS 

(SR' 000)

RoAE 

(%)

P/E 

(x)

P/BV 

(x)

Dec-10E 6,678,857 27,627,212 7.42 30.70 25.8% 8.7 2.1

Dec-09E 5,954,654 24,183,137 6.62 26.87 26.8% 9.8 2.4

Dec-08E 4,802,620 20,318,822 5.34 22.58 25.6% 12.1 2.9

Dec-07 4,828,270 17,185,693 5.36 19.10 30.8% 12.1 3.4

52-week range (SR) 62 - 136.5 

Number of shares (000') 900,000

Free Float (%) 46

Market cap (SR' 000) 58,275,000

Market cap (USD' 000) 15,540,829

Div. Yld. 2007 (%) 4.2 

Sector Coverage Team

Walid Shihabi
+9714 3199 750
wshihabi@shuaacapital.com

Sofia El Boury
+9714 4283 533
selboury@shuaacapital.com

SAMBA stock performance vs. SC Saudi Arabia Index rebased
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SAMBA SC Saudi Arabia Index rebased

Year
Net profit

(SR' 000)

BV

(SR' 000)

EPS 

(SR' 000)

BVPS 

(SR' 000)

RoAE 

(%)

P/E 

(x)

P/BV 

(x)

Dec-10E 6,700,794 27,761,637 7.45 30.85 25.7% 8.8 2.1

Dec-09E 5,997,495 24,334,199 6.66 27.04 26.8% 9.9 2.4

Dec-08E 4,992,322 20,431,220 5.55 22.70 26.5% 11.9 2.9

Dec-07 4,828,270 17,185,693 5.36 19.10 30.8% 12.3 3.4

52-week range (SR) 62 - 136.5

Number of shares (000') 900,000

Free Float (%) 46

Market cap (SR' 000) 59,175,000

Market cap (USD' 000) 15,780,842

Div. Yld. 2007 (%) 2.7 
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Analysis and Revised Forecasts

A fund magnet despite high sequential volatility 

With a relatively concentrated funding base causing uneven deposits inflow QoQ, 

Samba's deposits recorded a slow 5% year-to-date increase in H1 08. Inline with the 

banking sector's estimated growth, we expect Samba’s deposit growth to pick up in the 

coming quarters and reach SAR 141bn in 2008, a 22% annual increase. 

Reflecting another industry trend, interbank borrowings are expected to accelerate 

and reach SAR 35bn in 2008 (vs. SAR 33bn in H1 08) or 20% of Samba's interest bearing 

liabilities. We believe the structure of the bank’s funding base, given the increasing cost on 

interbank liabilities, will likely put pressure on overall funding expenses.

Growing loans…and investments

Strong increase in consumer loans and advances took loans book from SAR 67bn in 2006 

to SAR 81bn in 2007, inline with our initial expectations. In H1 08, loan book grew 20%, 

signalling relentless financing demand. While the bank was disclosing one of the most 

comfortable LDRs of the industry in 2007 at 68%, liquidity tightened to 78% in the first half 

and we expect the bank to display a similar level for FY 08 before reaching 83% by 2013. 

This justifies a significant revision of our loan portfolio growth estimate for FY 08 from 17% 

to 38%. Over 2008-2013, loan portfolio is expected to sign a CAGR of 10%. Notably, the 

bank's remaining liquidity is primarily allocated towards enlarging its investment portfolio 

which, at SAR 66bn in H1 08, represented 36% of total assets.

Funded income growth to cover market related revenues volatility 

Although net commission spread tightened to 3.3% in H1 08 from 4.1% in FY 07, net 

special commission income grew 7% YoY due to higher lending volumes. While we 

expect net interest margin to decline to 3.4% in 2008 (vs. 4.1% in 2007) due to falling 

returns on earning assets and increasing reliance on wholesale funding, net special 

commission income is expected to stand at SAR 5.3bn, up 8% YoY. 

In 2007, despite being the lead IPO manager in the ME, the bank paid a high price for the 

slow recovery of its brokerage and asset management businesses: Fees and commissions 

dropped 33% YoY in 2007 causing a slump in operating income. In H1 08, favorable IPO 

business and higher banking fees managed to take this income component up 7% YoY 

and we expect it to grow 8% by the end of 2008. 

In H1 08, recognized losses on investments of SAR 170mn pushed operating earnings 

down 2% YoY. This income stream is a black box to us and difficult to forecast. Given 

uncertain global market conditions, we are assuming losses on investments to continue 

weighting on Samba’s bottom line in 2008 and potentially into 2009. 

From SAR 3.7bn in H1 08, we expect operating income to reach SAR 7.5bn in 2008, a 4% 

YoY growth. Up to 2013, operating income is expected to grow by a CAGR of 9.8%.

Extensive reliance on 
interbank funds

Volatile investment 
revenues to limit growth 

in operating income
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Competitive cost efficiency

Samba enjoys a low cost structure due to its high business efficiency achieved through 

optimizing alternative distribution channels. As such, we are maintaining our cost 

efficiency targets for the bank at 25-26% throughout our projection period.

The bank booked impairments on investments for SAR 111mn in Q4 07 and additional 

SAR 188bn in H1 08. Although relatively small given Samba’s large investment portfolio, 

absence of information regarding the bank's material exposure to investment losses could 

constitute a downside risk. 

Bottom line growth to resume in 2009

After falling 7% in 2007 (vs. our initial expectation of a 3% increase), we expect bottom 

line to slightly grow by 3.4% in 2008 before rising by 20% in 2009 on the back of higher 

volumes and competitive cost efficiency. As such, we expect Samba’s RoAE and RoAA to 

lower to 26.5% and 2.7% respectively in 2008 (down from an annualized 27.6% and 2.9% 

in H1 08 and 30.8% and 3.5% in FY 07). 

Similar to SABB, we would not be surprised to see the bank increase its capital in the 

short term to strengthen its tier 1 CAR which stood at 10% in H1 08. Further, the bank’s 

ambitions to expand its geographical footprint will require a stronger mobilization of 

resources. 

Source: SHUAA Capital estimate

SAR '000 2007 2008 new 2008 old

Balance Sheet    

Assets 154,413,974 211,228,425 169,541,955

Loans 80,553,307 111,513,661 95,586,973

Deposits 115,811,279 140,927,274 120,514,360

Income Statement    

Net special commission income 4,944,392 5,341,393 5,822,535

Non interest income 2,251,646 2,138,380 3,304,150

Net operating income 7,196,038 7,479,773 9,126,685

Net profit 4,828,270 4,992,322 6,446,717

Ratios    

Loans/ deposits 68.4% 78.0% 77.1%

Net interest spread 4.1% 3.3% 4.1%

Cost to income 27% 26% 26%

RoAE 30.8% 26.5% 32.2%

RoAA 3.5% 2.7% 4.0%

Scope of exposure to 
subprime still unclear

Net profit and ROAE
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Valuation

Despite tighter interest margins and a weak performance of its investment portfolio, 

Samba remains one of the strongest banking franchises in Saudi Arabia, capitalizing 

on impressive balance sheet growth and core operating profitability levels. This is not 

reflected by the fact that the bank trades at single digit 09 earnings multiples: the lowest 

level in recent history. 

Primarily due to weaker than anticipated operating performance, risks of further 

investment losses and continuing weakness in domestic capital markets, we revise our 

target price on the bank downwards from SAR 115.3 (adjusted to last bonus shares issue) 

to SAR 85.3 per share. However, we believe that the market reaction to softening bottom 

line figures has been exaggerated. It does not account for the anticipated recovery driven 

by growth in the bank’s core operations and the implied value of such a strong domestic 

franchise within existing benign economic conditions. We, therefore, upgrade our 

recommendation on the stock from NEUTRAL to BUY, as our target value implies a 29.8% 

upside to the current market price of SAR 65.8 per share.

 Value per share (SAR)  Weighting

DECF 89.1 70%

Relative valuation 76.6 30%

Target value 85.3  

While we selected a similar peer group for the purposes of our relative valuation method, 

we slighly modified our DECF assumptions, primarily to reflect a marginally higher 

industry risk profile. These are set forth in the table below:

Beta 0.8

Risk free rate                      4.7% 

Risk premium 5.0%

Cost of equity 8.7%
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Samba Financial Group Balance Sheet - in SAR ‘000

Year to December 2007 2008E 2009E 2010E 2011E 2012E 2013E

Cash & Balances with SAMA 11,097,630 12,051,486 13,365,757 14,752,605 16,500,400 18,224,154 19,161,365

Due from Banks 2,312,434 4,509,673 5,119,719 5,706,911 6,197,685 6,463,566 6,676,863

Investments, net 53,573,880 74,423,693 82,251,482 91,328,412 99,182,329 102,427,319 103,720,901

Loans & advances, net 80,553,307 111,513,661 130,224,135 147,120,243 160,670,287 168,469,187 174,995,519

Investments in an associate 10,545 12,127 13,339 14,006 14,707 15,442 16,214

Property and equipment, net 832,987 874,636 918,368 964,287 1,012,501 1,063,126 1,116,282

Other assets 6,033,191 7,843,148 9,411,778 10,541,191 11,068,251 11,621,663 12,202,747

Total assets 154,413,974 211,228,425 241,304,578 270,427,655 294,646,160 308,284,457 317,889,891

Customer deposits 115,811,279 140,927,274 159,991,211 178,340,972 193,677,659 201,986,430 208,651,983

Due to banks 11,424,999 35,231,818 39,997,803 44,585,243 48,419,415 48,476,743 45,903,436

Debt securities issued 2,038,958 2,788,958 3,288,958 3,463,798 3,463,798 3,463,798 3,463,798

Other liabilities 7,163,175 10,028,445 11,532,712 12,916,637 13,949,968 15,065,966 16,271,243

Total liabilities 136,438,411 188,976,495 214,810,683 239,306,650 259,510,840 268,992,937 274,290,460

Minority Interest 130,615 135,801 135,541 135,243 134,900 134,506 134,053

Total shareholders' equity 17,185,693 20,431,220 24,334,199 27,761,637 31,360,782 35,239,443 39,337,703

Proposed dividends 659,255 1,684,909 2,024,155 3,224,124 3,639,638 3,917,571 4,127,675

Total liabilities and equity 154,413,974 211,228,425 241,304,578 270,427,655 294,646,160 308,284,457 317,889,891

Samba Financial Group Income Statement – In SAR’ 000

Year to December 2007 2008E 2009E 2010E 2011E 2012E 2013E

Special commission income 8,386,264 8,825,887 10,622,257 11,913,397 13,108,290 13,977,352 14,510,382

Special commission expense -3,441,872 -3,484,494 -4,486,365 -5,125,108 -5,613,007 -5,919,657 -6,039,148

Net special commission income 4,944,392 5,341,393 6,135,892 6,788,290 7,495,283 8,057,695 8,471,234

Net fee and commission income 1,618,145 1,748,398 1,873,648 2,032,015 2,184,395 2,338,197 2,469,941

Net gains from FX transactions 431,371 452,940 475,587 499,366 524,334 550,551 578,078

Trading income 143,738 28,748 30,185 31,694 33,279 34,943 36,690

Income on investments held at FVIS 55,178 -325,918 -77,858 38,816 40,922 43,523 45,170

Gains on non trading investments -31,751 190,506 200,031 210,033 220,535 231,561 243,139

Other operating income 34,965 43,706 48,077 52,885 57,115 61,685 66,619

Total non-interest income 2,251,646 2,138,380 2,549,671 2,864,809 3,060,580 3,260,460 3,439,638

Total income from operations 7,196,038 7,479,773 8,685,563 9,653,098 10,555,863 11,318,154 11,910,872

Staff and general expenses -1,288,619 -1,308,960 -1,606,829 -1,785,823 -1,952,835 -2,093,859 -2,203,511

Rent and premises related expenses -181,423 -187,839 -197,230 -207,092 -217,447 -228,319 -239,735

Provisions for credit losses -311,503 -278,784 -390,672 -441,361 -562,346 -589,642 -612,484

Provision for impairment of investments -111,078 -255,995 - - - - -

Depreciation -122,686 -119,534 -134,475 -141,199 -148,259 -155,672 -163,456

Other G&A expenses -373,097 -341,525 -358,601 -376,531 -395,357 -415,125 -435,882

Total non-interest expenses -2,388,406 -2,492,636 -2,687,808 -2,952,006 -3,276,244 -3,482,617 -3,655,068

Profit before tax 4,807,632 4,987,137 5,997,755 6,701,092 7,279,619 7,835,537 8,255,804

Minority Interest -20,638 -5,186 259 298 343 394 453

Net profit 4,828,270 4,992,322 5,997,495 6,700,794 7,279,276 7,835,143 8,255,351
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Samba Financial Group – Key ratios - %, unless otherwise stated

Year to December 2007 2008E 2009E 2010E 2011E 2012E 2013E

Growth

Equity 21.0 18.9 19.1 14.1 13.0 12.4 11.6

Assets 24.5 36.8 14.2 12.1 9.0 4.6 3.1

Loans 20.2 38.4 16.8 13.0 9.2 4.9 3.9

Deposits 22.1 21.7 13.5 11.5 8.6 4.3 3.3

Net special commission income 15.0 8.0 14.9 10.6 10.4 7.5 5.1

Operating income -1.1 3.9 16.1 11.1 9.4 7.2 5.2

Net profit -7.3 3.4 20.1 11.7 8.6 7.6 5.4

Capital Adequacy

Equity / assets 11.1 9.7 10.1 10.3 10.6 11.4 12.4

Asset Quality

NPL / Gross Loans 2.2 2.3 2.3 2.3 2.3 2.3 2.3

LLP / NPL 159.6 120.5 112.6 109.1 111.3 117.1 123.6

Margins and Profitability

Interest Spread 4.1 3.3 3.0 2.9 2.8 2.9 2.9

Net interest Margin 4.1 3.4 3.1 3.0 3.0 3.0 3.1

Net Profit Margin 45.4 45.5 45.5 45.3 45.0 45.5 46.0

RoAE 30.8 26.5 26.8 25.7 24.6 23.5 22.1

RoAA 3.5 2.7 2.7 2.6 2.6 2.6 2.6

Liquidity

Loans / Interest Earning Assets 60.9 59.8 60.9 61.2 61.4 61.7 62.3

Loans / (Deposits+EMTNs) 68.4 77.6 79.8 80.9 81.5 82.0 82.5

Efficiency

Cost/income 27 26 26 26 26 26 26
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