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• Earnings Maintain Declining Trend: Samba Financial Group’s (Samba) earnings continued their declining
trend for the third consecutive quarter, with 3Q2008 earnings falling by 7.3% Y-o-Y and 1.7% Q-o-Q to
SAR1,203 million (EPS: SAR1.34). Tightening spreads and losses on the investment book continue to drive
negative growth in earnings as Samba braces for the second consecutive year of falling earnings.

• Net Interest Spreads Under Pressure: Despite strong loan book growth (23% Y-o-Y), net special
commission income growth has remained subdued. Cumulative net special commission income for
9M2008 has grown by a mere 2.5% Y-o-Y, while for 3Q2008, net special commission income has declined
by 4.6% Y-o-Y. Samba’s net interest spreads have declined by almost 80bps since the beginning of the
year to 3.03% in 3Q2008. While initially this was due to the declining trend in pricing in line with the
interbank rate, deposit costs have started increasing recently. Samba’s total funding cost rose by 17.0%
Q-o-Q in 3Q2008 to SAR844 million, suggesting that competition for deposits increased significantly in
3Q2008. 

• Investment Losses Surge: Samba’s investment income was back in the red after recovering in 2Q2008.
Total investment losses for 3Q2008 stood at SAR71 million, pulling down non-special commission income,
which fell by 29.9% Q-o-Q. In addition to the trading losses, Samba wrote down the value of its AFS
portfolio by SAR606 million in 3Q2008 alone. Cumulative trading losses in 9M2008 stand at SAR238
million, while the value of Samba’s AFS portfolio has declined by SAR1,173 million so far in 2008. We
expect investment losses to further widen in 4Q2008 as equity values globally have declined considerably
since 30 September 2008. Based on information available as of 31 December 2007, Samba has one of the
highest exposure among Saudi banks to equities and mutual funds.

• Cost Efficiency Drops Due to Lower Revenues: Samba’s cost-to-income ratio increased to 29.0% in
3Q2008, from 26.2% in 2Q2008, mainly due to a declining trend in revenue rather than a sudden increase
in cost. Operating expenses grew 15.0% Y-o-Y and 2.4% Q-o-Q in 3Q2008, which was only slightly above
the sector average growth in operating expenses of 12.4% Y-o-Y and 1.1% Q-o-Q. With revenues
expected to remain lower in 4Q2008, we expect the cost-to-income ratio to deteriorate further.

• Concerns about Investment Book Remain: With the decline in equity values across the board, we expect
Samba’s profitability to remain under pressure in the medium term. Based on the recent results, we expect
Samba’s 2008 earnings to fall well short of our estimates. We will be lowering our earning estimates and
LT Fair Value in light of the recent results, but we believe that given the negative outlook in the short term,
Samba’s stock price is likely to remain under pressure. Despite concerns on the equity portfolio, Samba’s
stock price has fared relatively well (down by 14.2% since 1 July 2008) compared to the banking sector
index (down 24.67% since 1 July 2008). We recommend a ST Neutral / LT Accumulate on Samba. 
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flash note

Table 1: Income Statement

Source: Samba, EFG-Hermes

Table 2: Balance Sheet

Source: Samba, EFG-Hermes
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disclosures
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. 

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 is 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.
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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.
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