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• Strong economic growth  
Banking sector in Oman is ideally positioned to capitalize on the hydrocarbon 
boom driven by record high oil prices. Average nominal GDP growth rate in 
Oman during the period 2004-2007 stood at around 17.4%. The nominal GDP 
growth in 2008 is likely to be in excess of 25.0% while the current account 
surplus is likely to cross 11.0% of GDP. 

• Government initiatives focused on diversification-driven growth 
Up until now, Oman’s economy has largely been driven by oil. Amassed with 
huge oil wealth translating into record current account and fiscal surpluses, 
Oman’s government has announced mega infrastructure projects totalling 
USD48bn over the next 5 years with a clear focus to diversify the economy 
away from hydrocarbon sectors. The banking sector is likely to be a major 
beneficiary of these investments by way of their direct and indirect 
participation in these investment projects 

• Favourable demographics and low penetration levels 
Despite significant credit growth in the last few years, the penetration of 
banking services in Oman remains low, with an average population per 
branch of 7,300 people. Furthermore, the country’s population is very young 
with nearly 31.6% of the population under the age of 15 years. Credit to GDP 
ratio at around 42% is also low when compared with other GCC nations. 

• We initiate coverage of the sector with a positive outlook 
Combination of strong economic growth backed by government focus on 
diversification of the economy form the key drivers of our positive view. We 
expect loan growth in Oman banking sector to average around 19% in the 
next 4 years driven by strong credit demand and high liquidity. Among the 
Omani banks we like Bank Muscat & Ahli Bank due to their strong focus on 
growth and profitability. We reiterate our Over-Weight stance on Bank 
Muscat while initiate our coverage of Ahli Bank with an Over-Weight rating. 
We feel that the current prices of Oman International Bank, Bank Dhofar and 
National Bank of Oman reflect their growth potential and accordingly we 
initiate with a ‘Neutral’ stance.  

Mcap Price Target Upside

RO mn RO RO % 2008F 2009F 2008F 2009F

Bank Muscat Over-Weight 1,770 1.643 2.139 30% 15.3 11.8 2.6 2.4

National Bk of Oman Neutral 684 0.633 0.683 8% 15.3 13.8 2.6 2.3

Bank Dhofar Neutral 401 0.756 0.833 10% 15.9 13.8 3.3 3.0

Oman Intl Bank Neutral 319 3.848 3.992 4% 11.3 13.8 1.8 1.7

Ahli Bank Over-Weight 172 0.266 0.336 26% 32.1 18.9 2.0 1.9

PBVPE

Rating

   Key risks 

Notwithstanding the attractive fundamentals, rising inflation and relatively 
high proportion of Personal loans in the overall credit off-take poses some 
risk to the banking sector outlook. Inflation in Oman is running at double 
digit rates and the situation could get worse due to the forecasted high 
liquidity levels driven by record current & fiscal surpluses, as well as higher 
growth in money supply and low interest rates.  

 

Suleman Soorani 
Tel. (973)1751 5000 (ext 5078) 

Suleman.Soorani@sicobahrain.com
 

Jithesh Gopi 
Tel. (973)1751 5000 (ext 5021) 

jithesh.gopi@sicobahrain.com  
 

 

© SICO 2008 All Rights Reserved  

Attention is drawn to the disclaimer and other information on Page 86 

mailto:Suleman.Soorani@sicobahrain.com
mailto:jithesh.gopi@sicobahrain.com


Oman Banking Sector                                                                                                 SICO Research 

 
Contents 

 
 
Growth Drivers - Oman Banking Sector ........................................................5

Banking Industry - Growth Assumptions ......................................................9

Valuation methods ......................................................................................11

Key risks........................................................................................................12

AHLI BANK....................................................................................................14

   Investment arguments ............................................................................... 16

   Valuation..................................................................................................... 20

   Historical price performance...................................................................... 22

   Results reviews............................................................................................ 23

BANK DHOFAR .............................................................................................27

   Investment arguments ............................................................................... 28

   Valuations ................................................................................................... 32

   Historical price performance...................................................................... 34

   Results reviews............................................................................................ 35

BANK MUSCAT .............................................................................................39

   Investment arguments ............................................................................... 40

   Valuations ................................................................................................... 43

   Historical price performance...................................................................... 45

   Results reviews............................................................................................ 46

NATIONAL BANK OF OMAN........................................................................51

   Investment arguments ............................................................................... 52

   Valuations ................................................................................................... 56

   Historical price performance...................................................................... 58

   Result reviews ............................................................................................. 59

OMAN INTERNATIONAL BANK....................................................................63

   Investment arguments ............................................................................... 64

   Valuation..................................................................................................... 68

   Historical price performance...................................................................... 70

   Result reviews ............................................................................................. 71

Appendix ......................................................................................................75
BANK OVERVIEWS                                 75 
Ahli Bank SAOG       75 
Bank Dhofar        78 
Bank Muscat        80 
National Bank of Oman      82 
Oman International Bank      84 

 

 

 

2 
 



Oman Banking Sector                                                                                                 SICO Research 

Recent decline in prices offers a good entry point   
 Oman stock market has seen a sharp fall in prices during the past few 

weeks after making an impressive start earlier during the year. Banking & 
financial sector has been particularly hard hit during this downward trend 
with MSM Banking sector index losing almost 14% during the last 3 
months as compared to around 5.0% decline in the broader MSM-30 
index.  

 
 
 
 
The recent price decline of 
10-25% in Omani banks 
provides good investment 
opportunity 

 
The five banks in our coverage have seen a steep correction in their prices 
(in the range of 10-25% during the last 2 months alone) wiping out 
almost all the gains made since the beginning of the year.   

 
 

 
Graph 1: Decline in stock price of sample banks 
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The main reason for the decline has been a rather lagged reaction of the 
market towards the monetary tightening measures taken by the Central 
Bank of Oman (CBO) in the last few months to curtail inflation. These 
measures include  

 
 
 

 Reducing the maximum Advance to Deposit Ratio (ADR)1 of the 
commercial banks to 82.0% from 87.5% previously.  

 
 
  Increase in Cash Reserve Requirement (CRR) to 8.0% from 5.0% 

previously  
 
 

Moreover, the decision to reduce the maximum lending rate charged by a 
bank on personal loans to 8.0% from 8.5% also negatively impacted the 
sentiments.    

Negative impact regarding 
decrease in lending ratio 
and CRR increase 
overplayed 

 
Negative impact overplayed 

Although the measures taken by CBO are likely to slowdown the growth 
momentum of the banking sector to some extent, we feel that the 
negative reaction is rather overplayed. The long term fundamentals of 
the Omani banking sector are still positive (as explained below) and hence 
we feel that the price decline should be taken as a good opportunity to 
increase exposure to an attractive sector. 
 

                                                           
1 The ADR for regulatory purpose is calculated as Advances / (Deposits + Equity + 
Net Interbank borrowings). 
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The ADR of the banking sector stood at 77% as on March 2008 which is 
still lower than the 82.5% limit announced by CBO. Moreover, the 
reduction in maximum lending rate on personal loan is likely to be 
compensated by increase in volume. The strong results posted by the 5 
Omani banks in our sample provide evidence of the continuing growth 
momentum.  

 
 
 
 
 
 
 

Marked decline in foreign ownership  
 
Marked decline in foreign 
ownership in the last 2 
months 

An analysis of the change in ownership pattern of Omani banks during 
the last 2 months reveal that foreign investors (classified as non GCC 
nationals) were the major sellers during the recent decline in share prices. 
 

 Table 1: Foreign ownership  
 
 Foreign ownership May-08 Jul-08

Ahli Bank 12.1% 12.1%
Bank Dhofar 1.6% 1.4%
Bank Muscat 31.5% 22.4%
National Bank of Oman 6.3% 6.2%
Oman International Bank 2.7% 1.9%  

Source: Muscat Securities Market monthly report 

 
 
 
 
 
 
  
 
 

All the 5 banks in our coverage universe have seen a decline in foreign 
ownership levels during the last 2 months. The declines in the case of 
Bank Muscat and Oman International Bank are most notable with the 
foreign ownership in the former decreasing to 22.4% from 31.5%. In the 
case of Oman International Bank foreign ownership dropped to 1.9% 
from 2.7% from may 08 to July 08. We feel that the change in ownership 
is primarily due to profit booking by foreign investors to benefit from the 
strong performance of Omani stock market during the past few years. 

 
 
 
 
 
 
 
Impressive 1H2008 results 
provide evidence of strong 
growth momentum 

 
1H2008 results prove growth momentum still intact 

The operating performance of Omani banks remained strong during the 
first half of the year (1H2008) with impressive growth in both profitability 
and assets. The five banks in our coverage universe posted net profit 
growth in the range of 18-86% during 1H2008. Although Net Interest 
Income growth at 18-88% was impressive, Non-Interest Income was the 
main driver of profitability with growth rates ranging between 60-100%. 
Higher fee based income and gain on sale of investments were the main 
contributors towards the growth in Non-Interest Income.      

Graph 2: IH2008 result review  

Net Interest 
Income

Non-Interest 
Income

Net Profit Deposits Advances Assets

Bank Muscat 26% 106% 44% 26% 19% 19%

National Bank of Oman 18% 64% 18% 26% 29% 17%

Oman International Bank -12% 84% 18% 0.4% 1% -0.5%

Bank Dhofar 34% 116% 63% 19% 27% 16%

Ahli Bank 88% 53% 86% 65% 32% 25%  
Source: Company accounts 

The balance sheet growth of Omani banks was also healthy with 15-25% 
growth in assets, fuelled by 20-60% growth in deposits. On an individual 
basis, Ahli bank was the best performer with a net profit growth of 86% 
and asset growth of 25%. Bank Muscat and Bank Dhofar were next in line 
with 44% and 63% growth in net profits.  
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 Growth Drivers - Oman Banking Sector 
 
 
 

Strong economic growth, improved liquidity situation and continued 
restructuring of the sector have led to robust growth in Oman’s banking 
sector in the last few years. Overall profits of Omani banks have grown at 
a CAGR of 39% during the last 3 years from RO79.4mn in 2004 to 
RO213.7mn in 2007. Going forward, the banking sector is expected to 
continue its growth momentum, though the pace of growth is likely to 
slow down. Following factors are likely to be major drivers of growth for 
Omani banking sector. 

 
 
 
 
 
 
 
 
GDP growth to remain 
strong driven by 
infrastructure spending & 
higher oil prices 

 
Strong economic growth

The banking sector in any country is largely influenced by the 
macroeconomic scenario. Oman’s economy has experienced strong 
growth in both oil and non-oil based sectors in the last few years, thanks 
to the relentless rise in oil prices and higher infrastructure spending.   

 
 
 

Graph 3: Nominal GDP growth 
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Source: CBO annual report 

 
 
 
 
 
 
 
 
 

Average nominal GDP growth rate in Oman during the period 2004-2007 
stood at around 17.4%. The petroleum sector was the major contributor 
to this growth with an average growth rate of around 20.5% while the 
non-petroleum sector grew steadily at 15.1%.  
 
GDP growth outlook for Oman is quite positive for the next couple of 
years with oil prices continuing to remain at higher levels. The growth will 
be also driven by the significant infrastructure spending plans of Omani 
government. As per IMF estimates, the nominal GDP growth in 2008 is 
likely to be in excess of 25.0% (due to more than 50.0% rise in oil prices 
during 2008 to date) while the current account surplus is likely to cross 
11.0% of GDP. This bodes well for the banking sector which is expected to 
continue to show above average growth in the next couple of years.  
 
Government focus on diversification-driven growth

Up until now, Oman’s economy has largely been driven by oil. The 
contribution of oil to the overall GDP has gradually increased from 42% in 
2002 to a peak of 49% in 2005 (declining to 45% in 2007), thanks to the 
incessant rise in oil prices during the last few years. Moreover, its 
contribution towards the overall government revenues and exports is 
much more substantial at around 62.1% and 58.4% respectively in 2007.  
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Graph 4: Composition of GDP 

42% 49% 44%48%
42%41%

52% 56%51%58%59%58%

0%

25%

50%

75%

100%

2002 2003 2004 2005 2006 2007

YearPetroleum activities Non-petroleum activities
 

Source: CBO annual report 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

  
However, Oman’s oil resources are declining, albeit gradually. Total oil 
production of the country has steadily declined in the last few years, 
falling to 712kbpd in 2007 from a peak of 956kbpd in 2001. The country’s 
proven oil reserves stood at 4.62bn barrels at the end of 2007 and are 
expected to last for approximately another 18 years at current levels of 
production.  

 
 
 
 
 
 

 
Graph 5:  Annual oil production 
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Source: CBO annual report 

 
The declining reserves and production coupled with the increasing 
extraction costs has prompted Omani government to focus on diversifying 
the economy to reduce the contribution of hydrocarbon sectors to its GDP 
to 20% by 2020. To reach its target, government is increasing its 
investments in the infrastructure and tourism sectors. Accordingly 
government has announced infrastructure and tourism projects worth 
nearly USD48.8bn to be implemented during the next five years. Total 
government spending on infrastructure and other development projects 
has also increased sharply, thus reflecting the seriousness towards 
diversification. 

6 
 



Oman Banking Sector                                                                                                 SICO Research 

  
 Graph 6:  Investment expenditure by government 
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Source: CBO annual report 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
  
 To encourage privatization, the government has gradually liberalized and 

privatized a number of government-controlled enterprises. Revenues 
from disinvestments are likely to be utilized on the planned new 
development projects. The banking sector is likely to benefit from these 
planned investments with project financing expected to constitute a large 
part of banking sector’s activities. The non-interest income of large 
domestic banks, such as Bank Muscat, that are advisors to the government 
on divestments and restructuring projects, is also expected to increase. 

 
 
 
 
 
 
 
  
Higher liquidity on the 
back of record current & 
fiscal surpluses augur well 
for the banking sector 

Ample liquidity

Monetary growth in Oman has remained strong in the last few years 
driven by record current and fiscal account surpluses and huge 
infrastructure spending.  
 
Graph 7:  Nominal GDP vs. M2 growth 
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Source: CBO annual report 

 
Broad money (M2) growth surpassed the nominal GDP growth during the 
last 2 years, growing by 1.57x and 3.78x times above the nominal GDP 
growth. In line with higher M2 growth, deposits and advances have also 
grown at an increasing pace during the last few years, averaging over 
20% annually. Higher liquidity has also resulted in lowering the cost of 
deposits, allowing them to sustain their margins in the midst of declining 
loan spread. 
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Record fiscal surplus to fund investment growth  

The record high oil prices coupled with strong growth in the non-oil 
revenue (taxes & investment income) has given a significant boost to the 
overall finances of Omani government. The country has continued to 
show fiscal surpluses in the last 4 years and the surplus reached a record 
high during 1QFY08. 
 
Graph 8:  Fiscal surplus 
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Source: CBO annual report 

 
Higher fiscal surplus has allowed the government to sustain the 
infrastructure investment which is having a positive impact on the overall 
economic growth and thus credit demand.  
 
Favourable demographics and low penetration levels 

The penetration of banking services is low in Oman, with an average 
population per branch of 7,300 individuals. Furthermore, the country’s 
population is very young with nearly 38% of the population under the 
age of 14 years. This young and attractive segment is expected to enter 
the workforce within the next 10 years, creating a large and lucrative 
target market for banks. Also, on account of increased investments in the 
country, employment levels have risen, boding well for retail banking.  
 
Graph 9:  Oman’s demographics 
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Low penetration levels & 
favourable demographics 
in Oman to drive growth 
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Banking Industry - Growth Assumptions  
 
 

As explained earlier, we expect strong GDP growth driven by higher oil 
prices and higher demand for credit on the back of huge infrastructure 
spending to keep the Omani banking sector on the growth trajectory in 
the next few years. The following table presents our growth assumptions 
for the overall banking sector in Oman for the next few years. 

 
 
 
  
 
 

Table 2: Oman Banking sector forecast 

INDUSTRY DATA - In RO mn 2006A 2007A 2008F 2009F 2010F 2011F

Nominal GDP US$ mn 35,614

 
 
    40,208   50,260   55,286   59,709   63,292   

Nominal GDP 13,711      15,480    19,350  21,285      22,988    24,367   
Growth 12.9% 25.0% 10.0% 8.0% 6.0%

Money supply - M2 4,461

 
 
 
 
 

          6,120      8,415  9,677        10,839    11,489  
Growth 37.2% 37.5% 15.0% 12.0% 6.0%

Assets 7,252        10,336    14,987  17,235      19,304    20,462   
Growth 42.5% 45.0% 15.0% 12.0% 6.0%

Deposits 4,685

 
 
           6,491      9,412  10,824      12,123    12,850  

Growth 38.5% 45.0% 15.0% 12.0% 6.0%

Advances (Net) 4,703

 
 
 
 

          6,505      9,432  10,847      12,149    12,878  
Growth 38.3% 45.0% 15.0% 12.0% 6.0%

Advance to Deposit ratio - ADR 100% 100% 100% 100% 100% 100%
Advances to GDP - Credit penetration 34% 42% 49% 51% 53% 53%
Deposit to M2 105% 106% 112% 112% 112% 112%
Assets to GDP ratio 53% 67% 77% 81% 84% 84%

 
 
 
 
 

 Source: SICO Research 
 
 
 

 
The M2 growth has surpassed the nominal GDP growth rate over the last 
2 years due to excess liquidity in the market (owing to huge current & 
fiscal account surplus) and higher infrastructure spending by the 
government. Money supply growth during 2006 and 2007 remained 1.5x 
and 3.5x times the nominal GDP growth rate and we expect this trend 
(though at a lower level) to continue at least for the next 3 years owing 
to the continuation of infrastructure spending and record surpluses. 
Moreover, the low credit penetration will also provide room for above 
average credit growth. We have assumed M2 growth to remain 1.5x time 
the nominal GDP growth rate for the period 2008-2010. Post 2010, the 
growth is assumed to normalize at around the assumed sustainable 
nominal GDP growth rate of 6.0%. Advances and deposit growth has 
been assumed more or less close to M2 growth rate.   

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Annualized M2 growth of 39% during 1Q2008 

As per the latest figures released by the Central Bank of Oman, M2 
growth during 1Q2008 has remained at a healthy 9.7%, translating into 
an annualized growth of around 39%. Advances also showed healthy 
growth at over 9.5% (38% annualized) while deposits grew by 12.0% 
(48% annualized). Such high growth has been achieved on the back of 
record fiscal surplus which reached RO870mn during 1Q2008 as compared 
to RO434mn during whole of 2007. 
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Decline in interest rates in line with US interest rates 

With a sharp decline in US interest rates owing to sub-prime crisis, the 
overall interest rates in Oman has also followed suit. 
 
Table 3: Interest rate movement during 1Q2008 

Weighted Average Rates of Interest - RO Dec-07 Mar-08
Overnight Domestic interbank rate 1.47% 0.80%
Total Deposits 2.07% 1.73%
Private Sector Time Deposits 4.07% 3.80%
Total Lending 7.29% 6.92%
Private Sector Lending 7.31% 6.93%  

Source: Company reports 

 
On average, the deposits and lending rates declined by around 35-40 bps. 
The decline in overnight rates was rather steep at 67bps which was 
necessitated due to the currency peg.     
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Valuation methods  
 

For valuing Omani banks, we have used the following 3 valuation 
methods. The methods and broad assumptions are explained below. 

 
 
 
 
 
 
 
 
 
 
 

• Justified PBV multiple   

We have calculated justified price to Book Value (PBV) multiple 
based on the formula (ROE-g / Ke-g) using our assumption for 
sustainable ROE for various banks. The assumptions for terminal 
growth rate (g) and cost of equity (Ke) are explained below. 

• 2 stage Dividend Discount method 

 We have forecasted the dividend payout during the next four years 
(2008-2011) based on our detailed forecasts and estimated payout 
ratios. We have used our assumption for terminal growth rate to 
arrive at the terminal value after the four year forecast period. We 
have discounted back the terminal value and the forecasted 
dividends, to arrive at the fair value of the stock.  

 
 
 
 
 
 
 
 
 
 
 
 
 

• Residual Income method  

 We have calculated the residual income by deducting capital cost 
(discount rate * beginning BV) from the forecasted net profits. 
Terminal value is arrived at by deducting the terminal year 
forecasted book value from the product of terminal year book value 
and the  justified PBV multiple. Finally the fair value has been 
arrived by adding the discounted residual income, current book 
value and discounted excess over book value. 

For all three methods, we have provided a sensitivity table depicting the 
impact of changes in major assumptions on fair value. The final valuation 
has been arrived at by taking a simple average of the aforementioned 
three methods. Following section is an explanation of some of the main 
assumptions used in the valuation methods. 

Cost of equity 
Our cost of equity estimates have been derived using the CAPM method, 
taking a risk free rate of 4.25% which is the average of 10 year and 30 
year US treasury yields. The average of the two yields is taken since the US 
interest rates are likely to go up in the near future owing to record 
inflation. Equity risk premium is taken as 5.81% based on Oman’s 
Sovereign rating and spreads on sovereign debt for such a rating. The 
debt spread is adjusted by a factor of 1.5 to arrive at the equity spread. 

Terminal growth rate 
We believe that Oman’s real GDP growth rate may stabilize at about 2.5-
3.0% in the long run once the high-growth phase is over. Assuming an 
inflation rate of close to 2.5-3.0% means that a nominal GDP growth rate 
of 5.0% seems justifiable for Oman in the long run.  
 

Table 4:  Valuation assumptions 

Sustainable ROE Terminal Growth rate Cost of Equity
Bank Muscat 21.9% 6.0% 10.6%
Oman International Bank 14.5% 5.0% 9.9%
National Bank of Oman 18.7% 5.0% 9.8%
Bank Dhofar 17.9% 5.0% 9.5%
Ahli United Bank 19.8% 5.0% 10.1%  

Source:  SICO Research 

* The terminal growth rate is assumed to be higher in Bank Muscat’s case due its presence in high 
growth emerging countries like India & Pakistan. 
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Inflation poses a major 
threat 

 
 
 
 
 
 
 
 
 

 
 
 

 
 
 

 
 

 
 
 
 
Growth outlook not be 
affected by even 25-30% 
decline in oil prices  
 
 
 
 
 
 
 
 
 
 

Key risks 

Decline in oil prices 

As is the case with most GCC countries, record high oil prices have been a 
major driver of Oman’s economy in the last few years. Though the 
government has taken steps to reduce its dependence on oil, it still 
contributes a substantial portion of GDP (45%) and government revenue 
(62%). With the banking sector directly linked with the macro economic 
situation, the vulnerability of the banking sector to international oil prices 
has also increased. Therefore, any sharp decline in international oil prices 
has the potential of derailing the overall economic growth and affecting 
the Oman government’s infrastructure investment plans which will 
directly affect the prospect of Oman’s banking sector.  
 
However on the positive side, the current account and fiscal account 
surpluses at current oil prices are high enough to sustain a drop of around 
25-30% from these price levels without significantly affecting the 
economic fundamentals of Oman.  

 
Substantial portion of personal loans in outstanding loans  

Another factor that poses a risk to the banking sector is the significantly 
high proportion of ‘Personal Loans’ in the overall outstanding advances. 
As at 2007, around 40% of total loans comprised of personal loans which 
included mortgage/housing loans, loans for consumer durables and to a 
lesser extent educational loans. Some of these loans are likely to have 
been utilized for speculative purposes in the stock and real estate markets 
which are most vulnerable especially at a time of economic slowdown 
which is mostly accompanied by declining real estate and stock prices.  
 
Graph 10:  Loans break-up 
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Source: CBO annual report 

 
Burgeoning inflationary pressures 

Although the rise in oil prices has been, on most counts, a boon for the 
GCC economies including Oman, it has also created major challenges to 
these economies, foremost being inflation. The inflationary situation in 
Oman has worsened over the last 6 months or so due to soaring demand, 
low interest rates, higher money supply growth and the resultant excess 
liquidity.  
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Declining lending spread 
amidst stiff competition 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Worryingly, the Central Bank of Oman is left with few options to curtail 
inflation as their interest rate policy is largely determined by the US 
Federal Reserve by virtue of its currency peg. With lack of monetary policy 
independence, CBO has resorted to other options like price controls, repo 
rates, enhancing reserve requirement and putting restrictions on lending 
in order to curtail inflation. Going forward, this could become a major 
problem, especially in light of the huge spending plans envisaged by the 
government which is likely to keep money supply and liquidity high.   

Graph 11:  Inflation trend 
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Source: CBO annual & monthly report 

 
Declining Lending spread 

The lending spread of Omani banks has gradually come down during the 
last couple of years due to increased competition & gradual decline in 
maximum lending rate on Personal loans. Increasing competition for 
deposits to fund loan & asset book growth has caused the deposit rates to 
go up, thus putting pressure on margins. On the lending side, competition 
from foreign players has increased the efficiency and consequently pricing 
of the loans. 
 
Graph 12:  Lending spread 
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Source: CBO annual report 

Spreads on USD loans, however, have improved in the last few years due 
to improved sovereign rating of Oman which allowed Omani banks to 
borrow funds at a lower cost.  
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AHLI BANK 

SICO 
Research 

Sector Banking 

Market Cap  USD 446 mn 

Primary Exchg Oman 

Other Exchg -NA- 

Price^ RO 0.266 

Target Price: RO 0.336 

Reuters: ABOB.OM 

Bloomberg: ABOB OM 
 

VALUATION RATIOS 

  2008E 2009E 

P/E x 33.4 19.7 

P/BV x 2.0 1.9 

Div Yld x 1.2% 2.4% 

TRADING DATA 

Daily Vol (1Y Avg ‘000) 1,456 

Daily T/o (1Y Avg $000) 950 

Issued Shares (mn) 646 

^Closing Price @ July 30, 2008 

 

 

Recharged for growth 

Initiating with an “Over-Weight” rating - Target price RO0.336 

We initiate coverage of Ahli bank with an ‘Over-Weight’ recommendation 
and a target price of RO0.336. This translates into an upside potential of 
26% from its current market price of RO0.266. We feel that the market is 
yet to price in the strong growth potential of Ahli Bank in the light of its 
recent foray into commercial banking, in partnership with Ahli United 
Bank of Bahrain.  
 
Trading at lower PBV multiple despite comparable ROA 

At current market price, Ahli bank is trading at a lower PBV multiple 
relative to the five banks under our coverage. Though one reason for the 
low multiple could be low ROE (10.9% average for the last 3 years vs. 18-
19% industry average), we feel that the low ROE is more a function of 
overcapitalization of the bank rather than mediocre operating 
performance.  

50

75

100

125

150

Jan-08 Feb-08 Mar-08 Apr-08 May-08 Jul-08

Ahli MSM 30 Index  
Table 5:   Ahli Bank vs. Peers (Last 3 year average) 

Bank ROA ROE
Equity  /  
As s ets

CAR BV PBV

Bank Muscat 2.4% 18.9% 13.4% 13.6% 0.63 2.9
National Bank of Oman 3.0% 17.9% 17.4% 19.0% 0.24 2.9
Oman International Bank 2.9% 20.5% 2.9% 18.8% 2.11 1.9
Bank Dhofar 2.8% 21.7% 12.6% 14.0% 0.36 2.3
Ahli Bank 2.1% 10.3% 21.7% 37.0% 0.13 2.1  

Source: SICO Research 

 
Despite lower ROE, the average ROA of Ahli Bank is quite comparable at 
around 2.1% (barring 2007 results in which the bank made substantial 
investment in infrastructure, average ROA comes out to be 3.3% during 
2005-06 period). The current capital adequacy ratio (CAR) of Ahli bank 
stands at a whopping 40.9% as against CBO’s requirement of 10% and 
industry average of around 15%. Going forward, higher growth in assets 
is likely to normalize the CAR which, in turn, will boost ROE.  
 
Strong 1H2008 results evidence of the positive growth outlook 

The bank posted strong results during 1H2008 both from a profitability 
and growth perspective. Net Interest Income grew by 88% while the 
deposit growth of 65% was almost three times the average of other 
Omani banks under our coverage. Net Interest margins also improved to 
around 3.2% from 2.8% during the same period last year (1H07) owing to 
lower cost of deposits.  Over the next 3 years, Ahli bank has ambitious 
growth plans for increasing its market share and balance sheet size. The 
plan includes a substantial increase in its branch network from the 
existing 7 branches to around 30 in the next 3 years. 
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Earnings to grow at a CAGR of 74.2% in the next 4 years 

We expect the earnings of Ahli Bank to grow at a CAGR of 74.2% in the 
next 4 years on the back of 1) Improving market share 2) better interest 
rate spread due to lower deposit cost and improved deposit mix and 3) 
higher fee based income. We forecast meaningful ROE expansion from 
3.9% in 2007 to 19.8% in 2011 owing to higher profitability growth and 
normalization of CAR with the growth in assets. 
 

Table 6: Forecast Summary 

Earnings table 2007A 2008F 2009F 2010F 2011F
Net profit (RO '000s) 2,220 5,356 9,101 14,792 20,432
Diluted EPS (RO) 0.003 0.008 0.014 0.023 0.032
Book value (RO) per share 0.125 0.130 0.138 0.151 0.168
PE (x) 80.6 33.4 19.7 12.1 8.8
PBV (x) 2.2 2.1 2.0 1.8 1.6
Dividend Yield NA 1.2% 2.3% 3.7% 5.1%  
Source: SICO Research & Company reports 

 
 

 
Expects Earnings CAGR of 
74.2% during 2008-2011 
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Investment arguments 
 
Foray into commercial Banking in alliance with Ahli United Bank 

Having performed exceptionally well in the specialized mortgage market, 
Ahli Bank is now all set to embark on its journey in the lucrative and fast 
growing commercial banking segment in Oman. The start of the journey 
has been nothing less than extraordinary by virtue of its tie-up with Ahli 
United Bank (AUB). AUB has been one of the best performing banks in 
the region with a sound management team and a strong track record of 
turnarounds and acquisitions. The alliance with AUB has provided Ahli 
bank access to all the technical and managerial capabilities which is likely 
to prove a major competitive edge for the bank. Most importantly, it will 
allow Ahli bank to quickly roll out various asset, and more importantly, 
liability products to pursue its aggressive expansion plans. 
 
Ambitious growth plan 

Over the next 3 years, Ahli bank has ambitious growth plans for 
increasing its market share and balance sheet size. The plan includes a 
substantial increase in its branch network from the existing 7 braches to 
around 30 in the next 3 years while the ATM network is planned to be 
increased to around 20 by year end. Aggressive hiring of quality human 
resource is already underway as the bank has more than doubled its 
workforce during the last one year. To improve service quality, the bank 
has already implemented a standard core banking solution operational in 
AUB. The bank is also in the process of refurbishing its old branches into a 
new standard model to reflect its new identity. 
 
Competing on service quality 

Realizing the importance of service quality in the banking business, the 
bank is putting strong emphasis on improving its service quality. This is 
evident from the prompt implementation of a core banking system after 
acquiring the commercial banking license. Moreover, the bank is also 
investing heavily in hiring and training its staff to meet high standards of 
service. Branch network is also being increased to increase access to 
customers while existing branches are refurbished. The ATM network is 
also being expanded to improve access and visibility.  
 
Introduction of new liability products to reduce cost of deposits 

The cost of deposits of Ahli bank is one of the highest in the industry as, 
being a specialized bank, it could not target retail customers. 
Consequently, it had to rely on expensive time deposits for its funding. On 
average, time deposits comprised of 75-90% of the total deposit base of 
Ahli Bank as compared to the industry average of around 50%.  
 
However, with the changed status of a commercial bank, Ahli bank is no 
longer restricted towards relying only on time deposits. Cherishing this 
fact, the bank is set to launch (already launched a few) innovative liability 
products in collaboration with AUB to grab its share of the low cost 
savings and current deposits. This will, in our view, have three advantages 
for Ahli bank. Firstly, it will allow the bank to grow its deposit base at an 
above average rate as the bank will be targeting a totally new class of 
customers. Secondly it will reduce the overall cost of deposits. Finally the 
increased retail clientele will allow it to cross-sell its products, thus 
growing the revenue base further. 
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Cost of deposits to 
converge to industry 
average with the launch of 
new liability products 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Graph 13:  Cost of deposits Ahli Bank vs. Industry 
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Source: CBO annual report, Company report 

As at 2007, 95% of the total deposit base consisted of time deposits. 
Going forward, we assume the share to decline to around 60% by 2011 as 
the expensive time deposits is expected to be replaced with low cost 
current and savings products. 

Graph 14:  Deposit mix 
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Source: CBO annual report, Company report 

 
Focus on corporate & SME segment to boost loan growth 

On the asset side, the bank’s access was restricted to the mortgage 
segment in the past due to its status as a specialized bank. However with 
the conversion into a commercial bank, the bank is now targeting 
corporate & SME segment to grow its asset book. The bank has already 
established corporate banking teams and has hired relationship managers 
for that purpose. Moreover, teams for SME sector have also been hired to 
provide customize services catering to the specific needs of the sector. 
 
We expect loans and advances of Ahli bank to grow at a CAGR of about 
55.0% during the next 4 years, with most of the growth coming from the 
corporate and commercial segments. At the same time, the bank is also 
likely to capitalize its existing strong position in the mortgage market to 
further its reach and increase its market share.    
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Securitization on the cards 

Though very popular in the developed markets, securitization is still a 
relatively new term for the GCC market and no bank has, up till now, 
ventured into this territory. Ahli bank, being the biggest mortgage lender 
in Oman is in an ideal position to introduce this concept to the Oman’s 
market. Realizing its unique position, the bank does have plans to 
securitize its mortgage portfolio which will benefit Ahli bank on two 
fronts. Firstly, it will generate additional revenue for the bank by way of 
fee income, and secondly, it will allow it to meet the CBO requirement for 
reducing its mortgage portfolio. 
 
Focus on trade & Investment related business 

Another benefit that Ahli bank is likely to derive out of its alliance with 
AUB is the potential for participation in the trade and investment 
business between Oman & other GCC countries. With the expertise of 
AUB, Ahli bank can greatly enhance its fee based income from the trade 
& investment related business. 
 
Lowest NPL to Loan ratio 

Ahli bank has one of the cleanest loan books amongst all the banks 
operating in Oman. This is due to the fact that the bank was mainly 
involved in the personal loans and mortgage business which is generally 
collateralized against salary accounts of individuals and properties. 
  
Graph 16:  NPL to Loans Ahli Bank vs. Peers 
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Source: Company reports 

Graph 15:  Advances growth & market share 
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Source: SICO Research. Company report 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Securitization to boost fee 
income and provide further 
room for loan growth 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
A very clean loan book 
with lowest NPL to Loan 
ratio 
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Going forward, this ratio is likely to rise as the bank ventures into 
corporate, SME and commercial banking segment which generally have 
higher NPLs. 

 
 
 

  
A solid track record   

 Even before venturing into commercial banking, Ahli Bank (formerly 
Alliance Housing Bank) has always been a growth driven bank. After 
obtaining its license in 1997, the bank expanded aggressively into the 
mortgage market, taking advantage of the high economic growth. The 
bank more than tripled its balance sheet during the period 2002-2006, 
despite limitations regarding raising deposits from retail clients. Gross 
interest income during the same period also tripled while the net interest 
income grew by close to 100%. 

 
 
 
 
 
 
 
  
 Graph 17:  Growth in advances & market share 
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However, CBO’s decision to liberalize mortgage sector during April 2006 
allowed commercial banks to enter the mortgage segment which was 
previously only accessible to a specialized bank like Ahli Bank. This 
translated into unprecedented competition, loss of market share and 
shrinking of net interest margin. Net Interest Income of the bank declined 
from RO7.2mn in 2005 to RO6.0mn in 2007 despite the size of balance 
sheet doubling during this period. Realizing that it would be difficult for 
Ahli Bank to compete in the mortgage market with all the commercial 
banks with better funding sources, the bank decided to venture into 
commercial banking to compete more efficiently. Subsequently Ahli Bank 
formed the alliance with Ahli United Bank, which is one of the best 
performing banks in the region, to benefit from their expertise.  
 
Exemption for meeting CBO regulations for commercial banks 

After being converted into a commercial bank, Ahli bank will now have to 
comply with all the commercial banking regulations specified by CBO. 
One such regulation is the lending limits for commercial banks whereby a 
bank cannot have more than 45% of its loan book as personal loans out 
of which the limit for mortgage loans is 10% (recently increased from 5% 
previously).   
 
With regards to Ahli bank, currently 85% of its loan book comprises 
personal & mortgage loans. For now, the bank has obtained certain 
exemptions from the CBO to meet those requirements and it will now 
have between 5-7 years to meet those requirements. 
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Valuation 

Justified Price-to-Book Value  

Based on our assumption of sustainable growth rate (g) of 5.0%, cost of 
equity (Ke) of 10.1% and sustainable ROE of 19.8%, we arrived at a 
Justified P/BV multiple of 2.9x. Based on the projected 2008E book value it 
leads to a target value per share of RO0.379 for Ahli bank, which 
represents an upside potential of 42% from current levels.   
 
Sensitivity analysis 

Terminal growth rate
0.38          3.0% 4.0% 5.0% 6.0% 7.0%

17.8% 0.272        0.296        0.328        0.376        0.456        
18.8% 0.291        0.317        0.354        0.408        0.498        
19.8% 0.309        0.338        0.379        0.440        0.540        
20.8% 0.327        0.360        0.405        0.472        0.582        
21.8% 0.346        0.381        0.430        0.503        0.624        

Source: SICO Research

Return on 
Equity

 
 

Dividend Discount Model  

Our DDM based fair value of the bank comes out to RO0.248, translating 
into a downside of 7% from current levels. We have assumed a payout 
ratio of 40% in 2008, gradually increasing it to 45% in 2011. Of the total 
fair value, 11% is contributed by discounted dividends for the next 4 years 
(2008-2011) while 89% is contributed by terminal value. 

DDM Valuation 

in R0 '000 2008 2009 2010 2011 2012
Expected Dividend Payments -          2,142    4,095    6,656    9,194    9,654    
Discounted Dividend Payments 18,247    2,143    3,721    5,492    6,891    
Terminal Value 189,268  
Discounted terminal value 141,847  
Sum of PV of Dividends 160,094  
Shares Issued 646,150  
Price Per Share 0.248      
Downside -6.9%
Source: SICO Research

  

Sensitivity analysis 

The DDM based fair value is sensitive to changes in the discount rate and 
terminal growth rate assumptions, since terminal growth forms the bulk 
of the fair value. Therefore, we have provided sensitivity analysis of 
changes in these two variables on fair value below. 
 

Terminal growth rate
0.25          3.0% 4.0% 5.0% 6.0% 7.0%

8.1% 0.257        0.315        0.411        0.598        1.125        
9.1% 0.214        0.252        0.309        0.403        0.587        

10.1% 0.183        0.210        0.248        0.304        0.396        
11.1% 0.160        0.180        0.206        0.243        0.299        
12.1% 0.142        0.157        0.177        0.203        0.239        

Source: SICO Research

Cost of 
Equity
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Residual Income method 
 
Our residual income based fair value of Ahli bank comes out to be 
RO0.382 offering an upside potential of 44% from current levels. Out of 
total value, 4% is contributed by discounted excess return for the next 4 
years (2008-2011), 33% by current book value and 63% by excess over 
book value. 
 

Residual Income

in R0 '000 2008 2009 2010 2011
Profit After tax -          5,356    9,101    14,792  20,432  
Equity Charge -          8,180    8,505    9,010    9,832    
Residual Income 14,152    (2,824)   596       5,781    10,599  
Discounted Value 10,431    
Current Book Value 80,987    
Terminal Value 207,411  
Discounted Terminal Value 155,445  
Equity value 246,863  
Price Per Share 0.382      
Upside 43.6%
Source: SICO Research  

 
Sensitivity analysis 

The residual income method is quite sensitive to assumptions of ROE and 
terminal growth rate since the method uses justified PBV multiple for 
calculating terminal value. Therefore, we have provided a sensitivity 
analysis of changes in these two variables on fair value below. 

 

0.38          3.0% 4.0% 5.0% 6.0% 7.0%
17.8% 0.279        0.301        0.333        0.379        0.456        
18.8% 0.297        0.322        0.357        0.410        0.497        
19.8% 0.314        0.343        0.382        0.441        0.537        
20.8% 0.332        0.363        0.407        0.471        0.578        
21.8% 0.350        0.384        0.431        0.502        0.618        

Source: SICO Research

Terminal growth rate

Return on 
Equity

 

Fair value of RO0.336; upside potential of 26%  

As per our blended valuation approach, we have assigned equal weight 
to all the three valuation methods leading to a fair value of RO0.336 per 
share for Ahli bank, translating to an upside potential of 26% from 
current levels. The lower DDM value is mainly on account of projected 
expansion in ROE during the next 4 years, which is more appropriately 
captured by the other two methods.    
 

Method Target Weight

Dividend Discount Method 0.248 33%

Justified PBV 0.379 33%

Residual Income 0.382 33%

Average 0.336

Upside 26%  
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 Historical price performance 
 
 

Ahli bank’s stock price has underperformed both the MSM Banking & 
Investment index & broad MSM 30 index in the last one year. The stock 
has declined by 2.8% during 2008 to date as compared to an increase of 
24.0% for the MSM Banking index. Similarly, the price increase of 49.7% 
in the last 12 month is also lower than 62.2% for the MSM Banking index 
and 74.5% for the overall market.  

 
Underperformed the MSM 
Banking & the broader 30 
index during the last one 
year 
 
 

Ahli Bank - Price performance relative to index
Absolute 

return
Relative - 

Banks
Relative - 
Market MSM - 30

MSM - 
Banks

1 month 0.0% 4.2% 2.3% -2.3% -4.2%
3 month -11.2% -0.9% -9.9% -1.3% -10.3%
12 month 49.7% -12.5% -24.7% 74.5% 62.2%  

 
 
 
 
 
 
 

The stock has traded in a relatively narrow band of 0.250-0.280, barring a 
spike which was witnessed after AUB’s announcement of its decision to 
purchase a strategic stake in Ahli bank. 

 
 
 
 

Graph 18: 52 week price performance  
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 Source: SICO Research, Bloomberg 

Potential Triggers: 

Following factors can act as potential triggers to the stock price of Ahli 
Bank: 

- Strong balance sheet growth during the 2H2008 with commercial 
banking in full flow. 

- Strong profitability numbers expected for 2008. 

However, since the stock is trading at a significantly rich PE multiple, 77.4x 
2007A EPS and 32.1x on 2008E EPS, any disappointment in earnings can 
affect the short term sentiments and can prove to be damaging for the 
stock price. 
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Results reviews  
 

Increased competition & investment in growth taking a toll on profits  
 The overall performance of Ahli Bank during the year 2007 was not all 

that impressive as the bank faced tough competition from commercial 
banks which have started to enter the mortgage market, with the change 
in regulation by CBO. Following table explains the major changes and 
reasons for the change. 

 
 
 
 
 
 Income Statement - RO '000 2006 2007 Change +/- Reason

Gross Interest Income 12,594   13,630   8.2% Increase in loan book

Interest Expense (6,007)    (7,634)    27.1%
Rising cost of deposit and high growth in 
deposit base

Net Interest income (NII) 6,587     5,996     -9.0%
Shrinking margin owing to competition from 
commercial banks

Provisions and Writeoffs (56)         (858)       
Provision for NPL (56)         (858)       1419.8% Increase in general provisioning
Recoveries & writebacks -         -         

NII excluding provisons 6,531     5,138     -21.3% Higher provisioning and lower NII

Other income 750        1,654     120.5%
Higher fee based income inline with increased 
economic activity

Fee, commission inc 503        1,254     
Div income / Gain on sale of invest (217)       -         
Exchange income -         -         
Other income 465        400        

Non interest expenses (2,819)    (4,282)    51.9%
Increased spending in infrasrcuture, HR and 
others after conversion into commercial bank

Administrative expense (2,819)    (4,282)    

Profit before tax 4,462     2,510     -43.7% Higher Opex, provisioning and lower revenue

Taxes (547)       (290)       -47.0%
Tax rate 12.3% 11.6%

Profit after tax 3,915     2,220     -43.3% Higher Opex, provisioning and lower revenue

Diluted EPS 0.006     0.003     I
mpressive balance sheet growth in 2007 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Notwithstanding the decline in profitability, the balance sheet growth of 
Ahli bank during 2007 was strong. The bank almost doubled its balance 
sheet size driven by deposits which more than doubled during 2007. 
Consequently, its market share in the overall banking sector deposits 
increased to 2.3% from 1.6% in 2006. 

 
 
 
 
 

  
Extraordinary growth during 1H2008 Strong 1H2008 results 

provide testimony to 
future growth prospects.  

The 1H2008 results of the bank were impressive as they performed well in 
all key areas. Net profit grew by 86% YoY on the back of 79% growth in 
revenue and higher recoveries of bad loans. Net Interest Income (NII) 
grew by 88% on the back of 25% increase in asset book and improvement 
in Net Interest Margins (NIM). Deposits grew by a whopping 65% during 
1H2008 which is almost 3 times faster than the industry average mainly 
due to aggressive marketing of new liability products.  
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NIM improved to 3.5% from around 2.8% owing to lower cost of deposit 
with the launch of new liability product.  

 
 

  
Quarterly analysis - RO '000' 1H2007 1H2008 YoY 2Q2007 2Q2008 YoY

Interest Income 6,363     10,375   63% 3,254     5,381     65%
Interest Expense 3,470     4,950     43% 1,750     2,515     44%

Net Interest income (NII) 2,893     5,425    88% 1,504     2,866    91%

Other income 834        1,274     53% 445        862        94%

Non interest expenses 1,477     2,902     96% 859        1,683     96%

Loan impairment expenses 103        (214)      NA 89          (117)       NA

Profit before tax 2,147     4,011    87% 1,001     2,162    116%

Taxes 261        501        92% 144        261        81%

Profit after tax 1,886     3,510    86% 857        1,901    122%

Diluted EPS 0.003     0.005    0.001     0.003    
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 Advances also showed healthy growth of around 32% YoY as the bank 

expanded its presence in the corporate banking segment. Advances to 
Deposits ratio of the bank also dropped to 126% from 145% at March 
2008 as deposit growth outpaced the advances growth. Operating 
expenses almost doubled during 1H2008 as the bank invested heavily in 
HR, infrastructure, etc. to support its expansion plans. Consequently cost 
to income ratio increased to 53.5% from 36.9% in 1H2007. 
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Financial Statements and Key Ratios 
 

Income Statement - RO '000' 2006A 2007A 2008F 2009F 2010F 2011F

Gross Interest Income 12,594           13,630           24,708           38,340           51,307           60,949           
Interest Expense (6,007)            (7,634)            (12,464)          (20,014)          (26,889)          (30,328)          

Net Interest income (NII) 6,587            5,996            12,245          18,325          24,419          30,622          

Provisions and Writeoffs (56)                 (858)               (2,767)            (4,223)            (3,340)            (2,132)            
Provision for NPL (56)                 (858)               (2,767)            (4,223)            (3,340)            (2,132)            
Recoveries & writebacks -             -             -             -             -             -             

NII excluding provisons 6,531            5,138            9,478            14,102          21,079          28,490          
Other income 750                1,654             2,601             4,269             6,401             8,443             
Fee, commission & brokerage income 503                1,254             2,161             3,785             5,868             7,858             
Dividend income / Gain on sale of investment (217)               -                 -                 -                 -                 -                 
Other income 465                400                440                484                532                586                

Non interest expenses (2,819)            (4,282)            (5,993)            (8,030)            (10,671)          (13,715)          

Profit before tax 4,462            2,510            6,086            10,342          16,809          23,218          
Taxes (547)               (290)               (730)               (1,241)            (2,017)            (2,786)            

Profit after tax 3,915            2,220            5,356            9,101            14,792          20,432          

EPS 0.006            0.003            0.008            0.014            0.023            0.032            

DPS 0.004            -                           0.003            0.006 0.010                       0.014 

 

BALANCE SHEET (In RO 000) 2006A 2007A 2008F 2009F 2010F 2011F

Equity
Share capital 21,000           64,615           64,615           64,615           64,615           64,615           
Share premium -                 6,290             6,290             6,290             6,290             6,290             
Legal reserve 2,305             2,526             3,329             4,695             6,913             9,978             
General and other reserves 1,877             835                835                835                835                835                
Cumulative changes in fair values (11)                 (293)               (293)               (293)               (293)               (293)               
Retained earnings 3,975             7,014             9,424             13,064           18,981           27,154           
Proposed dividends 2,520             -                 -                 -                 -                 -                 
Total 31,666          80,987          84,201          89,206          97,341          108,579        

Liabilities
Deposits 76,270           152,146         323,310         565,793         769,478         907,985         
Certificates of deposits 16,244           75                  83                  91                  100                110                
Borrowings from Financial Institutions 32,950           29,100           29,100           29,100           29,100           29,100           
Due to other banks 14,850           39,612           43,573           47,931           52,724           57,996           
Other liabilities 3,198             4,045             7,413             9,585             12,827           15,237           
Total 143,512        224,978        403,396        652,408        864,129        1,010,318      

Assets
Cash & balances with Central banks 2,146             9,009             27,576           53,902           85,588           106,109         
Treasury bills & Certificates of deposits -                 -                 -                 -                 5,000             25,000           
Due from other banks 9,594             384                422                465                511                562                
Investments 11,204           55,311           13,828           14,519           15,245           16,007           
Advances 150,717         239,413         433,001         648,378         818,717         927,449         
Fixed Assets 558                713                10,888           21,432           32,504           39,129           
Other Assets 959                1,136             1,881             2,918             3,905             4,639             
Total 175,177        305,966               487,597        741,614 961,470            1,118,897  
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KEY RATIOS 2007A 2008F 2009F 2010F 2011F

Revenue breakup
Net interest Income 78% 82% 81% 79% 78%
Non-Interest Income 22% 18% 19% 21% 22%

Return Ratios
ROE 3.9% 6.5% 10.5% 15.9% 19.8%
ROA 0.9% 1.3% 1.5% 1.7% 2.

Market Share
Deposits 1.6% 2.3% 3.4% 5.2% 6.3%
Advances 3.2% 3.7% 4.6% 6.0% 6.7%
Assets 4.2% 4.7% 4.9% 5.6% 5.8%

Advance to  deposit (ADR)
ADR - Industry 100% 100% 100% 100% 100%
ADR - Ahli Bank 198% 157% 134% 115% 106%

Efficiency
Cost to Income ratio 56% 40% 36% 35% 35%
Admin expense to deposit ratio 2.8% 1.9% 1.4% 1.4% 1.5%

Growth
Revenue 4% 94% 52% 36% 27%
Admin expenses 52% 40% 34% 33% 29%
PAT -43% 141% 70% 63% 38%

Deposit 99% 113% 75% 36% 18%
Advances 59% 81% 50% 26% 13%
Asset 75% 59% 52% 30% 16%

Miscellaneous
CAR 40.9% 26.2% 18.5% 15.8% 15.4%
Tier I ratio 39.6% 25.5% 18.0% 15.4% 15.0%
Asset / Equity 2.3              3.3              4.3                4.9                5.5                

Net Interest Margins 4.0% 2.6% 3.3% 3.3% 3.2%
Payout ratio 64% 0% 40% 45% 45%
Book Value 0.15            0.13            0.13              0.14              0.15              

0%
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BANK DHOFAR 

SICO 
Research 

Sector Banking 

Market Cap  USD 1.04 bn 

Primary Exchg Oman 

Other Exchg -NA- 

Price^ RO 0.755 

Target Price: RO 0.833 

Reuters: BDOF.OM 

Bloomberg: BKDB OM 
 

VALUATION RATIOS 

  2008E 2009E 

P/E x 15.9 13.8 

P/BV x 2.1 2.0 

Div Yld  3.5% 4.0% 

TRADING DATA 

Daily Vol (1Y Avg ‘000) 225 

Daily T/o (1Y Avg $000) 442 

Issued Shares (mn) 531 

^Closing Price @ July 30, 2008 

 

 

Fundamentally strong but a bit expensive 

Initiating with a ‘Neutral’ rating, Target price RO0.833 (adjusted for right) 

We are initiating coverage of Bank Dhofar with a ‘Neutral’ rating. The 
stock is the most expensive stock in our banking universe, trading at a 
trailing PBV multiple of 3.6x. On a PE multiple basis also, the stock is only 
second to Ahli Bank with a PE ratio of 17.5x & 15.9x times its 2007A & 
2008E earnings. Considering the slowdown in recoveries and expected 
dilution in earnings and ROE after the right issue, we feel that the 
premium is not justified. The stock has already appreciated by close to 
56% in the last one year and we see limited upside from current levels.     
 
ROE to stabilize at around 18% 

The reported performance of Bank Dhofar seems quite impressive in the 
last 2 years with average ROE and ROA at 22.8% and 2.9% respectively. 
However, a close analysis reveals that both the ROE and ROA are inflated 
owing to the presence of several non-recurring items in profit and the 
higher gearing of the bank as compared to its peers. With the 
normalization of earnings going forward and a reduction of leverage by 
way of right issue, we expect ROE to normalize at around 18%.   
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RO70mn right issue to dilute earnings and ROE 

Bank Dhofar recently announced a substantial rights issue totalling 
RO70mn (63% of 2007A equity) to boost its capital base and fuel its 
future growth. The rights issue is likely to reduce the leverage of the bank 
which is the highest amongst the banks in our coverage. Higher leverage 
was also one of the contributors towards the above average ROE of the 
bank and hence the normalization will reduce ROE.    
 
Earnings to grow at a CAGR of 16.0% in the next 4 years 

We expect earnings of Bank Dhofar to grow at a CAGR of 16.0% in the 
next 4 years on the back of expanding loan book in line with the industry. 
The bank is likely to maintain its market share in the increasingly 
competitive banking sector environment in Oman. The new strategy out 
in place to capitalize on the investment boom in Oman is likely to benefit 
the bank in the next few years.  
 

Table 7: Forecast Summary 

Earnings table 2007A 2008F 2009F 2010F 2011F
Net profit 22,790     25,190     29,124     36,071     41,255     
Diluted EPS 0.043       0.047       0.055       0.068       0.078       
Book value 0.21         0.36         0.39         0.42         0.45         
PE 17.6         15.9         13.8         11.1         9.7           
PBV 3.6           2.1           2.0           1.8           1.7           
Dividend Yield 3.3% 3.5% 4.0% 5.0% 5.7%  

Source: SICO Research, Company reports 
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 Investment arguments 
 
 Non-recurring items driving earnings growth during the last 2 years  
Trading income and 
recoveries have been  
major earnings drivers 
during the last 3 years 

The stock price of Bank Dhofar has seen a strong run-up in the last couple 
of years due to impressive earnings growth and the resultant above 
average ROE. However, a detailed analysis of its earnings reveals that the 
earnings growth of the last 2 years were predominantly driven by non-
recurring items such as gains on sale of investments and miscellaneous 
income. Moreover, the earnings were also boosted by lower provisioning 
expense owing to recoveries.  

 
 
 
 

  
Financials - RO '000s 2005 2006 2007
Net Interest income (NII) 24,396      26,245      30,356      

Growth 5% 8% 16%

Provisions and Writeoffs (679)          670            (1,721)       

NII excluding provisons 23,717      26,915      28,635      
Growth 8% 55% 58%

Other income 5,584         8,675         13,684       
Fee, commission & brokerage income 2,198         2,159         2,952         
Dividend income / Gain on sale of invest 1,256         3,551         4,662         
Exchange income 566            752            1,128         
Other income 1,564         2,213         4,942         
Growth 5% 3% 25%
Non interest expenses (13,170)     (13,614)     (16,964)     

Profit before tax 16,131      21,976      25,355      
Taxes (1,932)       (1,846)       (2,565)       

Profit after tax 14,199      20,130      22,790      
EPS 0.034        0.044        0.043        

Growth 28% 42% 13%  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

  
Despite impressive bottom-line growth at 27% in the last 2 years, the 
growth in NII has been a moderate 12%. Moreover, the growth in fee 
income, which is relatively more sustainable, has also been moderate at 
around 18.0%. Most of the growth has bee driven by windfall gains on 
sale of investments and higher miscellaneous income which are not 
sustainable in our view. 

 
 
 
 
 
 

 The decline in leverage 
after the right issue to 
affect ROE 

Leverage to decline with right issue thus reducing ROE 

Bank Dhofar is the most aggressively leveraged bank amongst our sample 
universe comprising of 5 Omani banks. This is evidenced by the highest 
Asset / Equity ratio at 8.6x and lowest Tier I ratio at 10.1% amongst the 5 
banks in our coverage. 
 

Bank (2007 figures) 
Asset / 
Equity CAR Tier I 

Bank Dhofar 8.6 14.9% 10.1% 
Bank Muscat 6.7 15.2% 12.6% 
Oman International Bank 6.7 15.5% 14.6% 
National Bank of Oman 6.3 16.8% 15.2% 

Ahli Bank 3.8 40.9% 39.6% 
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Despite higher leverage and lower equity levels, the CAR of Bank Dhofar 
is quite comparable at 14.9% due to the higher proportion of Tier II 
capital. However, with the announcement of a substantial rights issue of 
RO70mn (63% of equity in 2007), the leverage is likely to drop to 7.0x in 
2008. This will directly reduce the ROE, keeping all other things constant.  

 
 
 
 
 

  
ROE & ROA to normalize as leverage decline and earnings normalize  

 After normalization of earnings post 2007 and accounting for the impact 
of reduced leveraged after the right issue, we feel that that ROE & ROA 
of the bank is likely to stabilize at around 16-17% and 2.3-2.4% 
respectively, in line with the industry average. This is also inline with the 
historical levels of the bank itself. 

 
 
 
 
  
 Graph 19:  ROE & ROA  
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Source: SICO Research, Company reports 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  
 Increase in market share during 1Q2008 
Increase in market share 
during 1Q2008 After a three year losing streak, Bank Dhofar started the year 2008 on an 

aggressive note with an approximately 30 bps gain in market share in 
deposit, advances and assets.    
 
Graph 20:  Market share 
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Source: Company reports 

 
Going forward, we have assumed the balance sheet growth of Bank 
Dhofar to be in line with the overall industry.  
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Improving deposit mix  
 With increased investment in technology infrastructure and expansion of 

branch network over the last few years, the bank has steadily improved its 
deposit structure.  

 
 
  
 Graph 21:  Changing Deposit Mix 
Improvement in CASA ratio 
to 56% in 1Q2008 
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Source: Company reports 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

  
The current and savings accounts (CASA) ratio of the bank improved from 
40% in 2004 to 47% in 2007 and further to around 56% in 1Q2008. This 
has allowed the bank to keep its deposit cost under control and 
consequently maintain spread in the wake of declining loan spread.  

 
 

 
Major changes in organizational structure to target corporate sector 

To capitalize on the investment boom in the Oman’s economy, the bank 
has devised a comprehensive strategy to cater to the big corporate clients. 
As per the new organizational structure of the bank designed by the 
management consultant firm Booz-Allen Hamilton, a new wholesale 
Banking Group has been created that will encompass the Corporate 
Banking Department, Project Finance & Syndications Department, Small & 
Medium Enterprises (SME) Department and the Remedial, Trade Finance 
Sales and Corporate Advisory & Structured Finance Departments. The said 
structure has been created in order to provide the full range of corporate 
services under a single umbrella. The bank has completed all the necessary 
hiring to support the new structure.  The bank is relying on its wholesale 
banking group to fuel its future growth and to capture its fair share of 
the USD49bn projects to be completed in Oman in the next 5 years.  
 
Project Finance & Syndications Department  

The Project Finance & Syndication team at Bank Dhofar has also been 
active over the last couple of years and has contributed generously 
towards its profitability. Over the years the Bank has participated in 
several important local projects as given below. 
 
o Sohar Refinery LLC  
o Oman India Fertilizer Company LLC 
o Sohar Aluminum 
o Oman LNG 

o Oman Gas 
o Salalah Port 
o Oman Refinery expansion 
o Four power & water projects 
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Going forward, the bank plans to increase its participation in the various 
infrastructure, oil & gas and tourism projects announced by the 
government of Oman in the next 5 years. In addition, the bank is also 
eyeing to pursue cross border deals by collaborating with various other 
banks across the region. 

 
 
 
 
 

  
Major initiatives taken in consumer banking group   

 Bank Dhofar is also a very strong player in the consumer segment with 
consumer loans comprising of almost 37% of the total loans as of end 
2007. During 2007, the Bank continued its growth and expansion strategy 
strengthening its distribution channels with the addition of more 
branches, ATMs and Deposit & Bill payment Machines (DBPMs). The year 
2007 saw the addition of 2 new branches at Falaj Qabail (Batinah region) 
and Al Khuwair Ministries Area (Muscat region), 4 ATMs ( 2 offsite ATMs 
in Buraimi and Salalah) and 2 more Deposit & Bill Payment Machines at 
Ruwi and Jalan Bani Bu Ali. The year ended with 49 branches, 85 ATMs 
and 8 DBPMs.  

 
 
 
 
 
 
 
 
 
  
 The bank also launched a number of new products in 2007, both on the 

asset and the liability sides. The year saw the growth of Bank Dhofar’s 
flagship scheme, Al Heson savings scheme, offering bigger and better 
prizes to its customers. The bank also launched a new liability product in 
collaboration with a leading Indian bank (ICICI bank) by the name of ‘NRI 
Connect’ which mainly targeted the Indian population in Oman. The year 
2007 also saw the introduction of Oman’s first and only Chip Credit Card 
that offers unparalleled security to customers by providing them with 
maximum protection against fraud through theft, or losses through 
counterfeit transactions.  

 
 
 
 
 
 
 

 
Diversifying sources of fund to boost growth           

Instead of relying only on customer deposits, Bank Dhofar diversified its 
funding sources during 2007 by seeking medium and long term dollar 
denominated loans. Firstly, Bank Dhofar secured a new long term 
subordinated debt borrowing of US$100 Million for 5 years and one 
month in 2007 which was jointly underwritten by ABN AMRO Bank and 
Emirates Bank International. In addition, the bank also arranged a new 
medium term borrowing of US$ 75 Million for 3 years. Though at a higher 
cost, the aforementioned two loans are likely to improve the maturity 
profile of the bank while at the same time allowing the bank to expand 
its balance sheet. The subordinated debt, on the other hand, will boost 
the CAR as part of Tier II capital, thus fuelling future growth. 
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Valuations  
 

Justified Price-to-Book Value   
 Based on our assumption of sustainable growth rate (g) of 5.0%, cost of 

equity (Ke) of 9.5% and sustainable ROE of 17.9%, we arrived at a 
Justified P/BV multiple of 2.9x. Applying this to the projected 2008E book 
value yields a target value per share of RO0.919, which represents an 
upside potential of 12% from current levels. 

 
 
 
 
  
 Sensitivity Analysis 
 

0.91          3.0% 4.0% 5.0% 6.0% 7.0%
15.9% 0.593        0.660        0.756        0.909        1.186        
16.9% 0.649        0.726        0.837        1.013        1.333        
17.9% 0.705        0.792        0.919       1.118        1.480        
18.9% 0.761        0.859        1.000        1.223        1.627        
19.9% 0.817        0.925        1.081        1.327        1.775        

Source: SICO Research

Terminal growth rate

Return on 
Equity

 

 
 
 
 
 
 
 
 
 

Dividend Discount Model   
 

Our DDM based fair value of the bank comes out to be RO0.754, 
translating into a downside of 0.2% from current levels. We have 
assumed a payout ratio of 55% during the next four years (2008-2011) 
considering the average payout ratio of 48% during the last 5 years and 
58% in 2007. Of the total fair value, 13% is contributed by discounted 
dividends for the next 4 years (2008-2011) while 87% is contributed by 
terminal value. 

 
 
 
 

DDM Valuation 

in R0 '000 2008 2009 2010 2011 2012
Expected Dividend Payments -          13,854  16,018 19,839 22,690 23,825      
Discounted Dividend Payments 62,369    13,858  14,638 16,564 17,308 
Terminal Value 534,911  
Discounted terminal value 408,032  
Sum of PV of Dividends 470,401  
Less: Right issue 70,000    
Equity value ex-right 400,401  
Shares Issued 530,817  
Price Per Share 0.754      
Downside -0.2%
Source: SICO Research

  Sensitivity analysis 

The DDM based fair value is quite sensitive to changes in the discount rate 
and terminal growth rate assumptions, since terminal value forms bulk of 
the fair value. Therefore, we have provided sensitivity analysis of changes 
in these two variables on fair value.  

0.75          3.0% 4.0% 5.0% 6.0% 7.0%
7.5% 0.786        1.027        1.464        2.501        8.111        
8.5% 0.620        0.770        1.006        1.435        2.454        
9.5% 0.506        0.607        0.754       0.986        1.407        
10.5% 0.422        0.495        0.595        0.739        0.967        
11.5% 0.359        0.413        0.485        0.583        0.724        

Source: SICO Research

Terminal growth rate

Cost of 
Equity
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Residual Income Method  
 

Our residual income based fair value of the bank comes out to RO0.835 
per share offering an upside potential of 10% from current levels. Out of 
the total value, 10% is contributed by discounted excess return for the 
next 4 years (2008-2011), 22% by current book value and 68% by excess 
over book value. 

 
 
 
 
 

  

 

Residual Income

in R0 '000 2008 2009 2010 2011
PAT -          25,190  29,124 36,071 41,255 
Equity Charge -          10,446  18,136 19,375 20,910 
Residual Income 62,774    14,743  10,988 16,696 20,346 
D iscounted Value 54,248    
Current Book Value 110,498  
Terminal Value 454,702  
D iscounted Terminal Value 346,848  
Equity value 511,594  
Less: Right issue 70,000    
Equity value ex-right 441,594  
Price Per Share 0.835      
U pside 10.4%
Source: SICO Research  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 Sensitivity analysis 
 

The residual income method is quite sensitive to assumptions of ROE and 
terminal growth rate since the method uses justified PBV multiple for 
calculating terminal value. Therefore, we have provided a sensitivity 
analysis of changes in these two variables on fair value. 

 

0.83          3.0% 4.0% 5.0% 6.0% 7.0%
15.9% 0.525        0.589        0.681        0.826        1.090        
16.9% 0.578        0.652        0.758        0.926        1.230        
17.9% 0.632        0.715        0.835       1.026        1.371        
18.9% 0.685        0.778        0.913        1.125        1.511        
19.9% 0.739        0.841        0.990        1.225        1.652        

Terminal growth rate

Return on 
Equity

 

Fair value RO0.833; upside potential of 10% 

As per our blended valuation approach, we have assigned equal weight 
to all the three valuation methods leading to a fair value of RO0.0.833 per 
share for Bank Dhofar, translating into an upside potential of 10% from 
current levels. 
    

Method Target Weight
Justified PBV 0.919      33%
Dividend Discount Method 0.754      33%
Residual Income 0.835      33%
Average 0.833      
Upside 10.2%  
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Historical price performance  

 
Outperformed the MSM 
Banking index during the 
last one year 

Bank Dhofar stock price has steadily increased during the last one year 
and the stock outperformed MSM Banking & Investment index during the 
period. However the stock underperformed compared to the performance 
of the broader MSM 30 index. The stock has appreciated by 21.3% YTD 
and 68.4% during the last one year which is higher than the 62.2% gains 
made by the MSM-Banking & Investment index.  

 
 
 
 
 Bank Dhofar - Price performance relative to index

Absolute 
return

Relative - 
Banks

Relative - 
Market MSM - 30

MSM - 
Banks

1 month -11.8% -7.6% -9.5% -2.3% -4.2%
3 month -13.4% -3.1% -12.1% -1.3% -10.3%
12 month 68.4% 6.1% -6.1% 74.5% 62.2%
Source: SICO Research Bloomberg  

 
 
 
 
 
 
 
 The stock price of Bank Dhofar has steadily moved upwards in the last 

one year with minor spikes witnessed on the back of result 
announcement and appointment of new CEO.  

 
 
 
 Graph 22: 52 week price performance  
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 Source: SICO Research, Bloomberg 

Potential Triggers: 

Despite significant underperformance in the last one year or so, the 
operational performance of the bank remains solid. Following factors can 
act as potential triggers to the stock price: 

o Strong profitability and balance sheet growth numbers in 2008. 

o Acquisition or expansion by the bank in emerging or other GCC 
countries. 
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Results reviews  
 

Reasonable growth during 2007  
 The bank showed reasonable growth of around 13.0% during 2007 on 

the back of expanding asset book and the resultant growth in revenues. 
The rise in profitability was lower than the revenue growth mainly on 
account of higher provisioning. 

 
 
 
  
 NIM declined to 4.3% in 2007 from 4.7% in 2006 on account of bank 

diversifying its funding sources and going for expensive international 
debt (subordinated debt of USD100mn and medium term syndicated 
borrowing of USD75mn). Although these borrowings have come in at a 
relatively higher cost than deposits, it has diversified the bank’s loan book 
and has allowed it to grow faster. Balance sheet growth was slightly 
lower than the industry, resulting in the bank loosing market share. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Growth gathering 
momentum during 1H2008 

Income Statement - RO '000 2006 2007 YoY Reason

Gross Interest Income 42,287    51,610    22% Expansion in loan book

Interest Expense (16,042)  (21,254)  32%
Higher cost of borrowed funds & 
subordinated debt

Net Interest income (NII) 26,245   30,356   16%
Lower increase in NII due to higher 
cost of funds & impact of cost of 
subordinated debt

Provisions and Writeoffs 670         (1,721)    -357%

Provision for NPL (2,646)    (3,263)    23%
Rise in general provisioning on 
account of expanding loan book

Recoveries & writebacks 3,517      1,515      -57%
Other impairments & writeoffs (201)       27           -113%

NII excluding provisons 26,915   28,635   6%
Higher provisioning suppressing the 
revenue growth

Other income 8,675      13,684    58%

Fee, commission & brokerage inc 2,159      2,952      37%
Higher corporate finance and 
investment banking activities and fee 
income from consumer products

Div income / Gain on sale of invest 3,551      4,662      31%

Exchange income 752         1,128      50%
Increase activity by the treasury 
department

Other income 2,213      4,942      123%

Administrative expense (13,614)  (16,964)  25% Hiring of HR to fuel expansion

Profit before tax 21,976   25,355   15%

Taxes (1,846)    (2,565)    39%

Profit after tax 20,130   22,790   13%

Diluted EPS 0.038     0.043     

 Growth momentum picked up during 1H2008 

After showing steady growth during the past 3 years, the growth 
momentum of Bank Dhofar picked up sharply during 1H2008. Total 
revenue of the bank grew by an impressive 53% on the back of 34% 
growth in Net Interest Income (NII) and 116% growth in Non-Interest 
Income. The performance for 2Q2008 was even more impressive with 41% 
growth in NII and 193% growth in Non-Interest Income. 
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NII grew on the back of 16% growth in asset book during 1H2008 which 
was driven by a healthy 19% growth in deposits. Advances of the bank 
grew by a whopping 27% which led to an improvement in NIM to 4.0% 
during 1H2008 from 3.5% in 1Q2008. Admin cost increased by 29% which 
is lower than the revenue growth rate. 

 
 
 
 
 

  
Income Statement - RO '000' 1H2007 1H2008 YoY 2Q2007 2Q2008 YoY

Interest Income 23,646    29,403    24% 12,180       15,297       26%
Interest Expense (9,513)     (10,526)  11% (4,817)       (4,887)       1%

Net Interest income (NII) 14,133    18,877   34% 7,363        10,410      41%

Non-Interest Income 4,450      9,595      116% 2,480         7,257         193%
Fee & commission income 1,259      2,395      90% 680            1,468         116%
Exchange income 450         866         92% 224            457            104%
Investment income 1,167      3,645      212% 385            3,620         840%
Others 1,574      2,689      71% 1,191         1,712         44%

Non interest expenses (7,891)     (10,153)  29% (4,011)       (5,333)       33%

Provision for loan impairment (1,319)     (3,118)    136% (825)          (1,852)       124%
Recoveries 721         1,316      83% 481            846            76%
Impairments & writeoffs 3             22           8                (2)              

Profit before tax 10,097    16,539   64% 5,496        11,326      106%

Taxes (1,089)     (1,819)    (540)          (1,049)       94%

Profit after tax 9,008      14,720   63% 4,956        10,277      107%

EPS - Diluted 0.017      0.028     0.009        0.019        
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Financial Statements and Key Ratios 
 

Income Statement - RO 000 2006A 2007A 2008F 2009F 2010F 2011F

Gross Interest Income 42,287       51,610       63,771       80,170       89,317       96,640       
Interest Expense (16,042)      (21,254)      (24,749)      (31,119)      (34,856)      (37,830)      

Net Interest income (NII) 26,245       30,356       39,022       49,051       54,461       58,811       

Provisions and Writeoffs 670            (1,721)        (5,356)        (6,828)        (3,231)        (1,478)        
Provision for NPL (2,646)        (3,263)        (6,896)        (8,368)        (4,771)        (3,018)        
Recoveries & writebacks 3,517      1,515      1,515      1,515      1,515      1,515      

NII excluding provisons 26,915       28,635       33,666       42,223       51,230       57,333       
Non-Interest Income 8,675         13,684       15,227       14,603       16,296       17,662       
Fee, commission & brokerage income 2,159         2,952         4,182         5,385         6,041         6,531         
Dividend income / Gain on sale of invest. 3,551         4,662         5,000         2,490         3,043         3,486         
Exchange income 752            1,128         1,598         2,058         2,308         2,496         
Other income 2,213         4,942         4,448         4,670         4,904         5,149         
Non interest expenses (13,614)      (16,964)      (20,268)      (23,730)      (26,536)      (28,113)      

Profit before tax 21,976       25,355       28,625       33,095       40,990       46,881       
Taxes (1,846)        (2,565)        (3,435)        (3,971)        (4,919)        (5,626)        

Profit after tax 20,130       22,790       25,190       29,124       36,071       41,255       

EPS 0.044         0.043         0.047         0.055         0.068         0.078         

DPS 0.015         0.025         0.026         0.030         0.037         0.043         

 
BALANCE SHEET (In RO 000) 2006A 2007A 2008F 2009F 2010F 2011F

Equity
Share capital 46,158            53,082            53,082            53,082            53,082            53,082            
Share premium 5,429              5,429              5,429              5,429              5,429              5,429              
Legal reserve 9,870              12,149            15,927            20,296            25,707            31,895            
Subordinated bond reserve 5,888              9,929              9,929              9,929              9,929              9,929              
Proposed distribution - Cash dividend -                  -                  -                  -                  -                  -                  
Investment revaluation reserve 2,231              3,582              3,582              3,582              3,582              3,582              
Additional Equity -                  -                  70,000            70,000            70,000            70,000            
Retained earnings 23,705            26,327            33,884            42,621            53,443            65,819            
Total 93,281           110,498         191,833         204,939         221,171         239,736         

Liabilities
Deposits 497,142          674,502          1,008,380       1,159,638       1,298,794       1,376,722       
Subordinated Debt 7,362              45,862            38,500            38,500            38,500            38,500            
Due to other banks 70,879            93,494            102,843          113,128          124,441          136,885          
Other liabilities 26,135            30,771            19,131            20,042            22,329            24,160            
Total 601,518         844,629         1,168,855      1,331,308      1,484,064      1,576,266      

Assets
Cash & balances with Central banks 84,439            119,428          186,519          189,609          197,151          214,945          
Treasury bills & Certificates of deposits -                  -                  -                  -                  -                  -                  
Due from other banks 29,389            29,187            32,106            35,316            38,848            42,733            
Investments 19,968            88,528            44,264            55,330            66,396            73,036            
Advances 548,819          704,643          1,070,974       1,215,540       1,349,476       1,423,762       
Fixed Assets 4,152              4,413              15,794            26,584            37,913            44,809            
Other Assets 8,032              8,928              11,032            13,869            15,451            16,718            
Total 694,799         955,127         1,360,688      1,536,247      1,705,235      1,816,002      
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KEY RATIOS 2006A 2007A 2008F 2009F 2010F 2011F

Income analysis
Net interest Income 75% 69% 72% 77% 77% 77%
Non-Interest Income 25% 31% 28% 23% 23% 23%

Return Ratios
ROE 23.3% 22.4% 16.7% 14.7% 16.9% 17.9%
ROA 3.1% 2.8% 2.2% 2.0% 2.2% 2.3%

Market Share
Deposits 10.6% 10.4% 10.7% 10.7% 10.7% 10.7%
Advances 11.7% 10.8% 11.4% 11.2% 11.1% 11.1%
Assets 9.6% 9.2% 9.1% 8.9% 8.8% 8.9%

Advance to deposit (ADR)
ADR - Industry 100% 100% 100% 100% 100% 100%
ADR - Bank Dhofar 110% 104% 106% 105% 104% 103%

Efficiency
Cost to Income ratio 39% 39% 37% 37% 38% 37%
Admin expense to deposit ratio 2.7% 2.5% 2.0% 2.0% 2.0% 2.0%

Growth
Revenue 16% 26% 23% 17% 11% 8%
Admin expenses 3% 25% 19% 17% 12% 6%
PAT 42% 13% 11% 16% 24% 14%

Deposit 10% 36% 50% 15% 12% 6%
Advances 17% 28% 52% 13% 11% 6%
Asset 12% 37% 42% 13% 11% 6%

Miscellaneous
CAR 13.1% 14.9% 18.0% 16.3% 15.2% 14.9%
Tier I ratio 11.7% 10.1% 15.3% 14.5% 14.1% 14.3%
Asset / Leverage 7.4          8.6          7.1          7.5            7.7            7.6            

Net Interest Margins 4.7% 4.3% 4.0% 4.0% 3.9% 3.9%
Book Value per share 0.20        0.21        0.36        0.39          0.42          0.45           
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BANK MUSCAT 
 

SICO 
Research 

Sector Banking 

Market Cap  USD 4.59 bn 

Primary Exchg Oman 

Other Exchg -NA- 

Price^ RO 1.643 

Target Price: RO 2.139 

Reuters: BMAO.OM 

Bloomberg: BKMB OM 
 

VALUATION RATIOS 

  2008E 2009E 

P/E x 15.3 11.8 

P/BV x 2.6 2.4 

Div Yld x 3.6% 4.7% 

TRADING DATA 

Daily Vol (1Y Avg ‘000) 1,134 

Daily T/o (1Y Avg $000) 5,616 

Issued Shares (mn) 1,077 

^Closing Price @ July 30, 2008 

 

 

Market leader, by far 

Raising our target price to RO2.139, maintain ‘Over-weight’ rating 

We continue to remain bullish on Bank Muscat and maintain our ‘Over-
weight’ rating. We have raised our target price to RO2.139 to capture the 
better than expected performance of Bank Muscat since our last report. 
With an expected average earnings growth of 22.2% during the next 4 
years (2008-2011) and an average ROE of 20.6%, the fundamentals of 
Bank Muscat continue to remain strong. Moreover, the stock is also 
available at an attractive price, providing an upside potential of 30% 
from the current price.   
 
Earnings growth momentum to continue 

Bank Muscat is expected to continue its earnings growth momentum in 
the coming years. Having a strong position in the Oman’s banking 
industry, the bank is expected to benefit from the strong GDP growth 
potential of the Omani economy. We expect Bank Muscat to maintain its 
market share in Oman’s banking industry and forecast an average loan 
growth of 15.6% during the next 4 years.    
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Equity investments in international banks to provide diversification   

During 1Q2008, the bank further increased its presence in the South Asian 
region by acquiring 40.17% stake in SaudiPak Commercial Bank (a mid 
sized commercial bank in Pakistan) for a total consideration of 
RO36.63mn. With this acquisition, Bank Muscat now has investments in a 
total of 3 banks each in India, Pakistan & Bahrain. These international 
investments will allow the bank to capture growth in these regions and at 
the same time will provide diversification to its profit stream.  
 

Table 7: Forecast Summary 

Earnings table 2007A 2008F 2009F 2010F 2011F
Net profit 84,257 115,651 149,733 174,398 188,026
Diluted EPS 0.078 0.107 0.139 0.162 0.175
Book value 0.58 0.63 0.69 0.77 0.84
PE 21.0 15.3 11.8 10.1 9.4
PBV 2.8 2.6 2.4 2.1 1.9
Dividend Yield 3.0% 3.6% 4.7% 5.4% 5.8%

 Source: SICO Research 
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 Investment arguments 
 

  
Strong foothold in Oman’s banking industry Almost 600 bps increase in 

market share during the 
last 3 years 

Bank Muscat is inarguably the biggest and most established player in 
Oman’s banking industry. Having a market share of more than twice its 
next competitor, Bank Muscat has been able to guard its competitive 
position extremely well over the last few years. Despite a very high base, 
the bank has been able to increase its market share in the overall 
advances in the last 3 years, due to its aggressive strategy and strong 
product line.  

 
 
 
 
 
  
 Graph 23:  Advances growth & Market share 
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Source: Company reports 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  
 The bank has the highest number of branches in Oman (113 as at 1Q2008) 

and a comprehensive product mix covering corporate & consumer sectors, 
investment banking & corporate finance, treasury and more recently SME 
sector as well. The bank also has the largest number of ATMs installed in 
Oman which is increasing at a steady pace. 

 
 
 
 
  
Asset management & 
brokerage unit to support 
fee based income 

Diversification into Asset Management & Brokerage 

Over the last few years, Bank Muscat has expanded into diversified areas 
like asset management & brokerage which are relatively new to Oman’s 
market. This has diversified the revenue stream of the bank thus making 
it less dependent on interest income and giving the bank access to one of 
the fastest growing areas. Having gained first mover advantage, the bank 
is now in an ideal position to expand its reach and increase its penetration 
in these fast growing and lucrative areas.  

 
 
 

 
During 2007, the brokerage team launched regional and Indian trading 
desks to cater to the requirements of its clients who want to trade in the 
regional and Indian markets. The bank is planning to expand this 
initiative next year in conjunction with the expansion in research 
coverage to include other markets. 
 
Going forward, management fees from mutual funds and commission 
income from brokerage business is likely to grow significantly, thus 
contributing to the overall profitability of the bank.  
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Major Player in investment banking and corporate finance 

Notwithstanding its stronghold in the commercial and retail banking 
area, Bank Muscat is also a very active player in the investment banking 
and corporate finance area. The bank has one of the strongest teams in 
corporate finance active in project finance, syndicated loans and equity 
financing. In project finance, the bank has played an integral part in 
several large-scale financial closures. These include projects in sectors such 
as Oil and Gas, LNG & chemical carriers, Petrochemicals, Power, Water and 
tourism, etc. In addition, the bank has also participated in several overseas 
syndicated transactions.   
 
The Corporate Finance & Advisory team (CFA) continued to strengthen its 
leadership position in the local and regional markets. Over the last three 
years, the unit has been involved in transactions exceeding USD7.7bn in 
the local market. Moreover, during 2007, the bank also initiated 
transactions in UAE, Qatar and Saudi expanding its regional reach. 
Following are some of the major deals done by the bank during 2007 
 

• Conceptualized and placed the Oman Integrated Tourism Projects 
Fund with a total size of USD135mn. It was the first fund of its 
type and was focused on promoting the Integrated Tourism and 
related real estate projects in Oman. 

• Raised equity & debt financing to the extent of USD170mn for 
the expansion of the USD300mn petrochemical project of Octal 
Petrochemicals.  

• Closed the financial advisory mandate for raising USD22mn for 
setting up of a PET recycling project in Fujirah, UAE. 

• Advised Gulf Energy Corporation (a subsidiary of Oman 
Investment Corporation) for securing non recourse financing for 
two of GEC’s projects totalling USD42mn. 

• Currently advising government owned Botswana Power 
Corporation (BPC) for a 600 MW power project in Botswana. The 
size of the transaction is expected to be over USD800mn and it 
has generated strong international interests. 

 
Graph 24: Revenue break-up 
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Source: Company Reports 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

41 
 



Oman Banking Sector                                                                                                 SICO Research 

International diversification  
International 
diversification into South 
Asia & other GCC countries 

Bank Muscat is one of the very few banks in Oman that is aggressively 
looking for opportunities for international diversification. Realizing that 
the Oman market is relatively small due to its small population and also to 
diversify its income base, the bank has ventured into the big markets in 
the South Asian region by acquiring stakes in several banks in India and 
more recently in Pakistan.  

 
 
 
  
 Table 8: Investment in subsidiaries & associates 
 

Name Industry Country
% 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Substantial improvement in 
asset quality with the 
decline in NPL 

 
holding

Book 
value

Market 
Value Gain/Loss

HDFC Banking India 2.67% 22,394     140,521     118,127 
Bank Muscat International, Bahrain Banking Bahrain 100.0% 67,917    Unlisted Unlisted
Mangal Keshav Holding Ltd Brokerage India 43.0% 11,074    Unlisted Unlisted
SaudiPak commercial Bank Banking Pakistan 35.0% 36,481    23,390        (13,091)  
Source: SICO Research 

 
In addition to the aforementioned investments, the bank is also planning 
to expand into other GGC countries by opening branches in respective 
countries. The bank has already opened a branch in Saudi Arabia and is 
planning to add two more branches this year. Moreover, the bank has 
also applied for a branch license in the fast growing markets of Kuwait, 
Qatar & the UAE.  
 
Going forward, the bank has set an ambitious target of deriving 25% of 
income from international operations. We feel that Saudi operations are 
likely to play a major role in achieving this target owing to its huge size 
and growth prospects. As per our estimates, Saudi operation has the 
potential to contribute as much as 6% to the total net interest income by 
2011 even if it is able to achieve only 0.5% market share.  

 
Clean loan book 

Despite almost a twofold increase in its loan book in the last 5 years, the 
overall Non-performing loans of Bank Muscat have actually declined. 
Consequently, NPL to Loan ratio improved significantly from 8.4% in 2003 
to 2.7% in 2007, which is one of the lowest in the Omani banking 
industry.  
 
Graph 25:  Decline in Non Performing Loans (NPL) 
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Source: Company reports, SICO Research 
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Valuations 

Justified Price-to-Book Value  

Based on our assumption of sustainable growth rate (g) of 6.0%, cost of 
equity (Ke) of 10.6% and sustainable ROE of 21.9%, we arrived at a 
Justified P/BV multiple of 3.4x. Applying it on the projected 2008E book 
value yields a target value per share of RO2.168 for Bank Muscat, which 
represents an upside potential of 32% from current levels. 

Sensitivity Analysis 

2.17          4.0% 5.0% 6.0% 7.0% 8.0%
19.9% 1.515 1.671 1.896 2.244 2.856
20.9% 1.610 1.783 2.032 2.418 3.096
21.9% 1.705 1.895 2.168 2.591 3.335
22.9% 1.800 2.007 2.304 2.765 3.575
23.9% 1.895 2.119 2.441 2.938 3.815

Source: SICO Research

Terminal growth rate

Return on 
Equity

 

Dividend Discount Model  

Our DDM based fair value of the bank comes out to be RO1.894, offering 
an upside potential of 15% from current levels. We have assumed a 
payout ratio of 55% for the period 2008-2011 considering the average 
payout ratio of 52% over the last 5 years. Of the total fair value, 14% is 
contributed by discounted dividends for the next 4 years (2008-2011) 
while 86% is contributed by terminal value. 

DDM Valuation 

in R0 '000 2008 2009 2010 2011 2012
Expected Dividend Payments 63,608   82,353   95,919   103,414 109,619   
Discounted Dividend Payments 292,861    63,626   74,458   78,388   76,390    
Terminal Value 2,365,536 
Discounted terminal value 1,747,366 
Sum of PV of Dividends 2,040,227 
Shares Issued 1,077,130 
Price Per Share 1.894        
Upside 15.3%
Source: SICO Research

   

    Sensitivity analysis 

The DDM based fair value is quite sensitive to changes in the discount rate 
and terminal growth rate assumptions, since terminal growth forms bulk 
of the fair value. Therefore, we have provided sensitivity analysis of 
changes in these two variables on fair value.  

1.89          4.0% 5.0% 6.0% 7.0% 8.0%
8.6% 1.961 2.444 3.294 5.185 13.040
9.6% 1.621 1.927 2.402 3.236 5.093

10.6% 1.384 1.594 1.894 2.360 3.180
11.6% 1.209 1.361 1.567 1.862 2.320
12.6% 1.074 1.189 1.338 1.541 1.831

Source: SICO Research

Cost of 
Equity

Terminal growth rate
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Residual Income method 

Our residual income based fair value of Bank Muscat comes out to be 
RO2.355 (per share) offering an upside potential of 43% from current 
levels. Out of total value, 11% is contributed by discounted excess return 
for the next 4 years (2008-2011), 25% by current book value and 65% by 
excess over book value. 

Residual Income

in R0 '000 2008 2009 2010 2011
Profit After tax 115,651 149,733 174,398 188,026 
Equity Charge 66,736   72,270   79,435   87,781    
Residual Income 321,587    48,915   77,463   94,963   100,245 
Discounted Value 270,621    48,929   70,037   77,607   74,049    
Current Book Value 627,570    
Terminal Value 2,217,373 
Discounted Terminal Value 1,637,922 
Equity value 2,536,113 
Price Per Share 2.355        
Upside 43.3%
Source: SICO Research

Sensitivity analysis 

The residual income method is quite sensitive to assumptions of ROE and 
terminal growth rate since the method uses justified PBV multiple for 
calculating terminal value. Therefore, we have provided a sensitivity 
analysis of these two variables to changes in fair value. 
 

2.35          4.0% 5.0% 6.0% 7.0% 8.0%
19.9% 1.708 1.863 2.085 2.429 3.035
20.9% 1.802 1.974 2.220 2.601 3.272
21.9% 1.896 2.085 2.355 2.773 3.509
22.9% 1.990 2.195 2.489 2.945 3.746
23.9% 2.084 2.306 2.624 3.116 3.983

Source: SICO Research

Return on 
Equity

Terminal growth rate

 

Fair value RO2.139; Upside potential of 30% 

As per our blended valuation approach, we have assigned equal weight 
to all the three valuation methods leading to a fair value of RO02.139, per 
share for Bank Muscat, translating into an upside potential of 30% for 
Bank Muscat from current levels.    
 

Method Target Weight
Justified PBV 2.168        33%
Dividend Discount Method 1.894        33%
Residual Income 2.355        33%
Average 2.139        
Upside 30.2%  
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Underperformed during 
the last one year as the 
stock almost doubled 
during 2006 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Historical price performance 

Bank Muscat’s stock price has significantly underperformed both the MSM 
Banking & Investment index & broader MSM 30 index during the last one 
year, despite strong operational performance. One reason for the 
underperformance could be strong performance in 2006 where the stock 
price almost doubled.  

Bank Muscat - Price performance relative to index
Absolute 

return
Relative - 

Banks
Relative - 
Market MSM - 30

MSM - 
Banks

1 month -3.3% 1.0% -1.0% -2.3% -4.2%
3 month -15.3% -5.0% -14.0% -1.3% -10.3%
12 month 24.7% -37.5% -49.8% 74.5% 62.2%
Source: SICO Research; Bloomberg  

The stock has been a major underperformer in 2008 as well (year to date) 
whereby the stock price has declined by around 8.8% as compared to an 
increase of 24.0% for MSM-Banking index.  

Graph 26: 52 week price performance 

0.000

0.200

0.400

0.600

0.800

1.000

1.200

Ju
l-

07

O
ct

-0
7

D
ec

-0
7

M
ar

-0
8

M
ay

-0
8

Ju
l-

08

-

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0Price in RO (LHS)
Volume in mn (RHS)

 
 Source: SICO Research, Bloomberg 

Potential Triggers: 

Following factors can act a potential triggers to the stock price of Bank 
Muscat: 

- Strong revenue growth and increase in market share during 2008. 

- Recoveries of bad loans which could boost the profitability during 
2008. 

However considering the rich multiples, any disappointment in earnings 
can lead to a decline in stock price.  
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Results reviews 

Growth momentum continued during 2007 

 
The year 2007 was another impressive year for Bank Muscat where the 
bank performed well on all grounds. The bank showed healthy profit 
growth while at the same time increased its market share in the Omani 
banking industry.  
 

Financials - RO '000s 2006 2007 YoY Reason

Gross Interest Income     159,234       218,272 37% Expansion in loan book

Interest Expense     (57,088)        (87,638) 54%
Higher deposit cost and increase in overall deposits 
and other funding

Interest Expense - Tier II       (2,273)          (5,812) 156%
Increase in Subordinated debt from RO38.5mn to 
RO108.5mn

Net Interest income (NII)      99,873       124,822 25% Lower increase in NII due to shrinking NIMs

Provisions and Writeoffs       (6,783)          (4,896) -28%
Provision for NPL     (18,383)        (18,161) -1%
Recoveries & writebacks         7,455           7,766 4%

Share of profit on associates         4,145           5,499 33%
Growth in profitability of Centuroin Bank of Punjab 
and addition of profit from MKH Holdings

NII excluding provisons      93,090       119,926 29% Higher revenue and stagnant provisioning

Other income       30,780         48,107 56%

Fee, commission & brokerage inc       25,253         37,607 49%
Higher corporate finance and investment banking 
activities and fee income from consumer products

Div income / Gain on sale of invest         1,693           2,491 47%
Exchange income         3,197           6,305 97%
Unrealized gain on investments               -                   -   
Other income            637           1,704 168%

Non interest expenses     (53,330)        (70,326) 32%
Higher admin expense on account of branch 
expansion and HR hirnig to support growth

Administrative expense     (53,330)        (70,326) 32%

Profit before tax      70,540         97,707 39% Growth in revenue higher than growth in expenses

Taxes       (9,525)        (13,450) 41%

Profit after tax      61,015         84,257 38%

Diluted EPS        0.073           0.078 
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Impressive performance 
continued in 2008 with 
26% growth in NII and 
106% growth in Non-
Interest Income 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

1H2008 result review 

Bank Muscat continued its growth momentum in 2008 with a handsome 
44% in net profits during 1H2008. Total revenue grew by 44% on the 
back of 26% growth in NII and 106% growth in Non-Interest Income. 
Although some of the increase in non-interest income is due to 
unsustainable items like gain on investment (+584% YoY), a 72% increase 
in fee & commission income was still encouraging. 

Total assets of the bank grew by a handsome 19% during 1H2008 on the 
back of 21% increase in customer deposits and 47% increase in bank 
deposits. Advances growth at 19% was also inline with the overall asset 
growth rate.        
 

Income Statement - RO '000s 1H2007 1H2008 YoY 2Q2007 2Q2008 YoY
Interest Income 103,710 122,833 18% 55,377    61,324    11%
Interest Expense 41,982    44,719    7% 22,764    21,972    -3%
Interest expense on tier II capital 2,430      3,441      42% 1,497      1,721      15%

Net Interest income (NII) 59,298   74,673   26% 31,116    37,631    21%

Non-Interest Income 20,770    42,715    106% 11,040    24,741    124%
Fee & commission income 16,034    27,636    72% 8,410      14,937    78%
Exchange income 2,581      3,019      17% 1,491      1,609      8%
Investment income 1,588      10,867    584% 757         7,522      894%
Others 567         1,193      110% 382         673         76%

Non interest expenses 31,666    43,530    37% 16,810    22,548    34%

Provision for loan impairment 7,738      13,081    69% 3,619      6,542      81%
Recoveries 3,158      4,393      39% 1,121      2,705      141%

Share of profit from associates 2,740      2,807      2% 1,450      700         -52%

Profit before tax 46,562   67,977   46% 24,298    36,687    51%

Taxes 6,350      10,150    60% 3,150      5,400      71%

Profit after tax 40,212   57,827   44% 21,148    31,287    48%

EPS - Diluted 0.037     0.054     0.020      0.029      
 

Acquisition of Saudi Pak Commercial Bank 

In line with its strategy of expanding internationally, Bank Muscat 
completed an acquisition of a strategic stake of 35% (post right issue by 
the bank) in SaudiPak Commercial Bank which is a mid sized public 
limited bank engaged in banking services in Pakistan. Total consideration 
paid to acquire 200,899,633 shares of SPCB along with transaction costs 
amounted to RO36.63mn. The investment was made in a consortium with 
Sinthos Capital, Nomura Group and International Finance Corporation 
(IFC).  
 
Not to be beneficial in the short run 

Although the acquisition is in line with the bank’s strategy of expanding 
its global reach and diversifying its revenue base, we feel that the timing 
and the selection of the market is a little off.  
 
 



Oman Banking Sector                                                                                                 SICO Research 

48 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Pakistan’s banking sector has seen a bull run in the last 5 years thanks to 
high economic growth and reforms taken by the government. However, 
the macro economic fundamentals have taken a turn for the worse in the 
last year or so with high current account deficit (9.0% of GDP) high fiscal 
deficit (6.5-7.0% of GDP) and high inflation (running at a 30 year high of 
21.0%). 
 
The banking sector in Pakistan is going to be directly affected by these 
negative developments and hence we feel that the next 2-3 years will be 
difficult for the sector. In such a scenario, it will be very hard for a mid 
sized bank like SaudiPak to compete and hence we don’t see Bank Muscat 
deriving any meaningful benefit out of its purchase of this Pakistan bank 
in the next 2-3 years. However, the purchase has given Bank Muscat 
strategic access to a developing country which may turn out to be 
beneficial in the long run, provided the economic situation gets a little 
better. 
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Financial Statements and Key Ratios 

Income Statement - RO 000 2006A 2007A 2008F 2009F 2010F 2011F

Gross Interest Income 159,234     218,272     256,065     314,947     350,736     378,869     
Interest Expense (57,088)     (87,638)     (99,415)     (128,494)   (143,758)   (155,463)   
Interest Expense - Tier II (2,273)        (5,812)        (6,510)        (6,510)        (6,510)        (6,510)        

Net Interest income (NII) 99,873      124,822    156,650    186,453    206,978    223,406    

Provisions and Writeoffs (10,928)     (10,395)     (17,458)     (8,752)        (5,512)        (3,701)        
Provision for NPL (18,383)     (18,161)     (25,774)     (15,939)     (11,145)     (7,245)        
Recoveries & writebacks 7,455      7,766      8,315      7,187      5,633      3,544      
Share of profit on associates 4,145      5,499      6,049      6,351      6,669      7,002      

NII excluding provisons 93,090      119,926    145,241    184,052    208,135    226,707    

Non-Interest Income 30,780       48,107       81,933       97,014       112,023     120,662     
Fee, commission & brokerage income 25,253       37,607       56,246       73,075       85,567       91,879       
Dividend income / Gain on sale of inves 1,693         2,491         14,918       10,940       12,034       13,237       
Exchange income 3,197         6,305         8,895         10,937       12,154       13,050       
Unrealized gain on investments -             -             
Other income 637            1,704         1,874         2,062         2,268         2,495         
Non interest expenses (53,330)     (70,326)     (93,009)     (107,361)   (117,839)   (129,242)   

Profit before tax 70,540      97,707      134,166    173,705    202,318    218,127    
Taxes (9,525)        (13,450)     (18,515)     (23,971)     (27,920)     (30,102)     

Profit after tax 61,015      84,257      115,651    149,733    174,398    188,026    

Diluted EPS 0.073        0.078        0.107        0.139        0.162        0.175        

DPS 0.035        0.050        0.059        0.076        0.089        0.096         
 

Balance Sheet - RO 000 2006A 2007A 2008F 2009F 2010F 2011F

Equity
Share capital 83,233          107,713        107,713        107,713        107,713        107,713        
Share premium 79,490          301,505        301,505        301,505        301,505        301,505        
General reserve 56,308          56,308          56,308          56,308          56,308          56,308          
Legal reserve 27,745          35,905          53,253          75,713          101,872        130,076        
Revaluation reserve 1,215            3,957            3,957            3,957            3,957            3,957            
Subordinated loan reserve -                2,567            2,567            2,567            2,567            2,567            
Cumulative changes in fair value 1,052            10,258          10,258          10,258          10,258          10,258          
Retained profit 71,042          109,357        144,052        188,972        241,292        297,700        
Total 320,085        627,570        679,613        746,993        825,472        910,084        

Liabilities
Customer Deposit 1,817,107     2,322,089     3,262,535     3,702,977     4,102,899     4,324,455     
Bank Deposit 363,207        663,236        931,847        1,057,646     1,171,872     1,235,153     
Certificates of deposits 30,745          14,270          15,697          17,267          18,993          20,893          
Unsecured bonds 54,803          54,803          60,283          66,312          72,943          80,237          
Floating rate note 105,875        111,650        122,815        135,097        148,606        163,467        
Subordinated Debt 38,500          108,500        108,500        108,500        108,500        108,500        
Other liabilities 224,536        315,607        359,929        423,040        491,456        530,035        
Total 2,634,773     3,590,155     4,861,605     5,510,838     6,115,269     6,462,739     

Assets
Cash & balances with Central banks 116,217        487,912        679,893        794,247        931,912        1,019,314     
Due from other banks 524,741        587,802        646,582        711,240        782,364        860,601        
Investments 268,616        118,397        130,237        143,260        157,586        173,345        
Investments in Associates 32,549          99,701          135,000        135,000        135,000        135,000        
Advances 1,834,678     2,686,863     3,692,178     4,150,792     4,565,155     4,793,777     
Fixed Assets 11,438          19,090          22,504          24,378          25,784          26,838          
Other Assets 166,619        217,960        234,825        298,913        342,940        363,949        
Total 2,954,858     4,217,725     5,541,218     6,257,831     6,940,742     7,372,823     
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KEY RATIOS 2006A 2007A 2008F 2009F 2010F 2011F

Income analysis
Net interest Income 76% 72% 66% 66% 65% 65%
Non-Interest Income 24% 28% 34% 34% 35% 35%

Return Ratios
ROE 20.1% 17.8% 17.7% 21.0% 22.2% 21.7%
ROA 2.5% 2.3% 2.4% 2.5% 2.6% 2.6%

Market Share
Deposits 38.8% 35.8% 34.7% 34.2% 33.8% 33.7%
Advances 39.0% 41.3% 39.1% 38.3% 37.6% 37.2%
Assets 40.7% 40.8% 37.0% 36.3% 36.0% 36.0%

Advance to deposit (ADR)
ADR - Industry 100% 100% 100% 100% 100% 100%
ADR - Bank Muscat 101% 116% 113% 112% 111% 111%

Efficiency
Cost to Income ratio 41% 41% 39% 38% 37% 38%
Admin expense to deposit ratio 2.9% 3.0% 2.9% 2.9% 2.9% 3.0%

Growth
Revenue 29% 32% 38% 19% 13% 8%
Admin expenses 21% 32% 32% 15% 10% 10%
PAT 34% 38% 37% 29% 16% 8%

Deposit 41% 28% 41% 14% 11% 5%
Advances 34% 46% 37% 12% 10% 5%
Asset 48% 43% 31% 13% 11% 6%

Miscellaneous
CAR 12.0% 15.2% 15.3% 14.4% 13.9% 14.0%
Tier I ratio 10.0% 12.6% 13.6% 13.3% 13.2% 13.7%
Asset / Equity 9.2            6.7            8.2            8.4              8.4              8.1              

Net Interest Margins 4.6% 4.1% 3.6% 3.6% 3.6% 3.6%
Book Value per share 0.38          0.58          0.63          0.69            0.77            0.84             
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NATIONAL BANK OF OMAN 
 

SICO 
Research 

Sector Banking 

Market Cap  USD 1.78 bn 

Primary Exchg Oman 

Other Exchg -NA- 

Price^ RO 0.633 

Target Price: RO 0.683 

Reuters: NBO.OM 

Bloomberg: NBOB OM 
 

VALUATION RATIOS 

  2008E 2009E 

P/E x 15.3 13.8 

P/BV x 2.6 2.3 

Div Yld x 2.6% 3.3% 

TRADING DATA 

Daily Vol (1Y Avg ‘000) 696 

Daily T/o (1Y Avg $000) 1,302 

Issued Shares (mn) 1,081 

^Closing Price @ July 30, 2008 

 

 

Leveraging the CBQ card 

Initiating with a ‘Neutral’ rating, Target price RO 0.683 

We are initiating coverage of National Bank of Oman (NBO) with a 
‘Neutral’ rating. The bank has seen a virtual turnaround in performance in 
the last 3 years after the transfer of management to Commercial Bank of 
Qatar. Impressive growth in revenues and substantial recoveries brought 
the bank back to the green zone with net profit reaching RO44.0mn 
during 2007 as compared to a loss 3 years ago. However, trading at a PE & 
PBV multiple of 15.3 & 2.6x times based on 2008E EPS and BV, the stock is 
pricing in all the positives, in our view. Accordingly we initiate our 
coverage of NBO with a ‘Neutral’ rating.   
 
Growth to be in line with the industry 

After 3 years of consolidation and loan book clean-up which saw a sharp 
decline in market share, the bank is now all set to grow its balance sheet 
and loan book. The market share of NBO in overall loans portfolio of 
Omani banking sector declined from 14.8% in 2004 to 13.9% in 2007 
while the deposit market share declined to 14.4% in 2007 from 17.6% in 
2004. Going forward, the market share of the bank is assumed to remain 
constant as the bank utilizes the expertise of Commercial Bank of Qatar in 
the increasingly competitive banking sector environment of Oman.    
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ROE to decline as recoveries dry out 

Thanks to substantial recoveries on bad loans, NBO was able to post 
impressive return ratios and earnings growth in the last 3 years. However, 
with NPLs declining and lower provisioning expenses in the last few years, 
the recoveries are likely to dry out going forward. This will also reduce 
the ROE from its current level of 21.7%. We forecast ROE to stabilize at 
around 19.0%in the foreseeable future.   
  
Earnings growth to at a CAGR of 10.4%  

We expect earnings of the bank to grow at a modest CAGR of 10.4% in 
the next 4 years (2008-2011) mainly due to decline in recoveries. Revenue 
growth is expected to be a handsome 17.3% on the back of 15.5% 
growth in NII and 21.8% growth in non-interest income.       

 
Table 9: Forecast Summary 

Earnings table 2007A 2008F 2009F 2010F 2011F
Net profit (RO mn) 44,616 44,611 49,625 60,985 66,812
Diluted EPS (RO) 0.041 0.041 0.046 0.056 0.062
Book value (Ro) 0.25 0.24 0.27 0.31 0.34
PE (x) 15.3 15.3 13.8 11.2 10.2
PBV (x) 2.5 2.6 2.3 2.1 1.9
Dividend Yield 2.8% 2.6% 3.3% 4.5% 4.9%

Source: SICO Research 
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Investment arguments  
  
Technical and managerial 
expertise of CBQ to 
facilitate growth and 
launch of new products 

Leveraging the expertise of Commercial Bank of Qatar 

The alliance with the Commercial Bank of Qatar (CBQ) has proved to be a 
major boon for National Bank of Oman. The bank has seen a virtual 
transformation in performance during the last 3 years with net profits 
increasing to RO44.6mn in 2007 from a little over RO5.0mn in 2004 (a 
CAGR of 104%). Impressive growth in both interest and particularly non-
interest income coupled with huge recoveries led to this growth in 
profitability. 

 
 
 
 
 

  
Graph 27:  Net Income & Net Interest Income growth  
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Source: Company reports 

 
 
 

  
Going forward, the bank is planning to further consolidate its position in 
Oman’s banking industry by leveraging the capabilities of CBQ.  NBO’s 
Corporate Banking and Capital Markets (CBCM) division will continue to 
work closely with Commercial Bank of Qatar in attempting to facilitate a 
cross-border flow of business for mutual clients and supporting NBO 
where the Bank’s credit policies require the Bank to seek support. 
Strategically, it has also acted to provide advice on business and 
functional issues within the CBCM Group and we would see this 
developing further over the next 12 months and beyond. 
 
On the same basis NBO is currently piloting the retail internet banking 
solution and expects to launch this to its customer base in early 2008. The 
working team, established by both banks to make recommendations for 
additional synergies has continued to expand its activities and has 
achieved a solid working relationship between the two organizations.  
 
The focus continues to be on technology and customer fulfilment, with a 
wider remit to look at all areas within the two organizations requiring 
technology support. One specific area of focus has been the 
implementation of a program to add value to both organizations by 
establishing a project management methodology and discipline on all 
projects within the two organizations.  
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Loan book cleaned and legacy loans done away with Marked improvement in 

asset quality with decline 
in NPLs and recoveries 

Thanks to major recovery efforts coupled with substantial write-down, 
the bank has been able to bring down its Non-performing loans ratio to a 
more reasonable level of 7.7% from 37.6% in 2003.   

  
 Graph 28:  Non performing loans status 
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 Substantial recoveries were made through restructuring of loans while at 

the same time the legacy loans which were fully provided for were 
written down.   

 
 
  
Better revenue mix with 
40% contribution from 
Non-Interest Income 

Better revenue mix from due to higher fee income   

Counting on the expertise of CBQ and the resultant cross border deal 
flow, NBO has become a major player in the lucrative corporate finance 
and investment banking area. Fee and commission income has more than 
doubled in the last 3 years (RO6.4mn in 2007 vs. RO3.1mn in 2003). 
Moreover, the income from other sources such as treasury operations, 
service income and gain from treasury bills & other govt. securities have 
also seen marked improvements. Consequently, the revenue mix has 
improved for the better with the bank now relying less on interest 
income. 
 
Graph 29:  Revenue break-up 
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Source: Company reports 
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ROE to come down with the decline in recoveries  
 Recoveries from bad loans (for which provisions were booked earlier) 

have been one of the main drivers of earnings and return ratios for NBO 
over the last 3 years. Net provisioning of the bank has been negative in 
the last 3 years which, in turn, has inflated the ROE and ROA numbers.  

Decline in recoveries to 
affect ROE 
 
  
 Graph 30:  Net provisioning 
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Going forward, with recoveries slowing down, the ROE is likely to 
normalize at around 19-19.5% from 21.5% in 2007.  

 
 

  
Graph 31:  Historical & projected ROE 
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 Improving efficiency with restructuring and rightsizing  
Improving efficiency 
resulting in lower cost to 
income ratio 

The operating efficiency of NBO has improved significantly in the last 3 
years with the restructuring and rightsizing efforts made by the bank.  
 
Compared to revenue growth of around 20% CAGR during the last 3 
years operating expenses grew by a much lower 12% during the same 
period leading to significant improvement in the Cost to Income ratio. 
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Graph 32:  Cost to Income 
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 Going forward, we expect further improvement in efficiency as revenue 

growth is likely to surpass the operating cost.    
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Valuations  
 
 Justified Price-to-Book Value  
 

Based on our assumption of sustainable growth rate (g) of 5.0%, cost of 
equity (Ke) of 9.8% and sustainable ROE of 18.7%, we arrived at a 
Justified P/BV multiple of 2.8x. Based on the projected 2008E book value 
NBO’s target value per share works out to RO0.684, providing an upside 
potential of 4% from current levels.  

 
 
 
 
 
 Sensitivity analysis 
 
 

0.68          3.0% 4.0% 5.0% 6.0% 7.0%
16.7% 0.484 0.525 0.584 0.673 0.826
17.7% 0.519 0.567 0.634 0.736 0.911
18.7% 0.554 0.608 0.684 0.799 0.997
19.7% 0.590 0.650 0.734 0.863 1.082
20.7% 0.625 0.691 0.784 0.926 1.168

Source: SICO Research

Terminal growth rate

Return on 
Equity

Dividend Discount Model  

 
 
 
 
 
 
 
 
 

Our DDM based fair value of the bank comes out to RO0.586, translating 
into a downside of 7.5% from current levels. We have assumed a payout 
ratio of 40% in 2008 & 45% for 2009, gradually increasing it to 50% with 
improving profitability and capitalization ratios. Of the total fair value, 
14% is contributed by discounted dividends for the next 4 years (2008-
2011) while 86% is contributed by terminal value. 

 
 
 
 
 

DDM Valuation 

in R0 '000 2008 2009 2010 2011 2012
Expected Dividend Payments -            17,844 22,331 30,493 33,406 35,076     
Discounted Dividend Payments 88,696       17,849 20,338 25,286 25,223 
Terminal Value 726,579     
Discounted terminal value 548,605     
Sum of PV of Dividends 637,301     
Shares Issued 1,081,000  
Price Per Share 0.590        
Downside -6.9%
Source: SICO Research

  Sensitivity analysis 

The DDM based fair value is quite sensitive to changes in the discount rate 
and terminal growth rate assumptions, since terminal value forms bulk of 
the fair value. Therefore, we have provided sensitivity analysis for changes 
in these two variables on fair value.  

0.59          3.0% 4.0% 5.0% 6.0% 7.0%
7.8% 0.611 0.754 1.000 1.515 3.272
8.8% 0.507 0.600 0.741 0.982 1.487
9.8% 0.434 0.498 0.590 0.728 0.965
10.8% 0.380 0.427 0.490 0.579 0.716
11.8% 0.338 0.373 0.420 0.482 0.570

Source: SICO Research

Terminal growth rate

Cost of 
Equity
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Residual Income method  
 Our residual income based fair value of the bank comes out to be 

RO0.754 offering an upside potential of 19% from current levels. Out of 
total value, 11% is contributed by discounted excess return for the next 4 
years (2008-2011), 29% by current book value and 60% by excess over 
book value. 

 
 
 
 
  
 Residual Income

in R0 '000 2008 2009 2010 2011
Profit After tax 44,611 49,625 60,985 66,812 
Equity Charge 22,877 25,679 28,803 32,601 
Residual Income 112,072     21,733 23,945 32,182 34,211 
Discounted Value 96,066       21,739 21,808 26,688 25,831 
Current Book Value 232,787     
Terminal Value 673,332     
Discounted Terminal Value 508,401     
Equity value 837,253     
Price Per Share 0.775        
Upside 22.4%
Source: SICO Research  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Sensitivity analysis  
 The residual income method is quite sensitive to assumptions of ROE and 

terminal growth rate since the method uses justified PBV multiple for 
calculating terminal value. Therefore, we have provided a sensitivity 
analysis of these two variables to changes in fair value. 

 

 

0.77          3.0% 4.0% 5.0% 6.0% 7.0%
16.7% 0.561 0.606 0.668 0.763 0.925
17.7% 0.599 0.650 0.721 0.830 1.016
18.7% 0.637 0.694 0.775 0.897 1.107
19.7% 0.674 0.738 0.828 0.965 1.198
20.7% 0.712 0.782 0.881 1.032 1.289

Source: SICO Research

Terminal growth rate

Return on 
Equity

 
Fair value RO0.675; upside potential of 8% 

As per our blended valuation approach, we have assigned equal weight 
to all the three valuation methods leading to a fair value of RO0.675 per 
share of NBO, translating into an upside potential of 8% for the bank 
from current levels.     
 

Method Target Weight
Justified PBV 0.684 33%
Dividend Discount Method 0.590 33%
Residual Income 0.775 33%
Average 0.683
Upside 7.8%  
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Historical price performance  

 
 National Bank of Oman’s stock price has significantly underperformed 

both the MSM Banking & Investment index & broad MSM 30 index in the 
last one year by 34.8% and 47.0% respectively.   

 
 
 
 National Bank of Oman - Price performance relative to index

Absolute 
return

Relative - 
Banks

Relative - 
Market MSM - 30

MSM - 
Banks

1 month -14.1% -9.9% -11.8% -2.3% -4.2%
3 month -29.2% -18.9% -27.9% -1.3% -10.3%
12 month 27.5% -34.8% -47.0% 74.5% 62.2%
Source: SICO Research; Bloomberg  

 
 
 
 
 
 
 
 The stock price of NBO has exhibited extreme volatility in the last one 

year with the stock reaching as high as RO0.925 before reverting back to 
current levels. On an YTD basis, the stock has remained almost flat 
underperforming the MSM banking index which has appreciated by 
around 24% during this period.  

 
 
 
 
 
 Graph 33: 52 week price performance 
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 Source: SICO Research, Bloomberg 

Potential Triggers: 

Expansion into other GCC markets or emerging markets in collaboration 
with Commercial Bank of Qatar or alone can act as a potential trigger for 
NBO. However we do not see this happening in the near term. 
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Result reviews  
  
 Impressive growth in 2007 on the back of recoveries  
 The bank posted impressive bottom-line growth of 47% during 2007 on 

the back of significant growth in revenues and a substantial increase in 
recoveries (bad loans). Revenue grew at an impressive 24% on the back of 
an almost 50.0% rise in non-interest based income and a moderate 11.3% 
growth in Interest Income.  

 
 
 
 
  
 Investment banking activities and cross border trade flows, especially 

between Qatar and Oman, helped the bank to grow its fee income by 
83.0% whereas higher activity in the treasury and the FX market boosted 
exchange income. In addition, service charges and gains on T-bills also 
continued their growth momentum. 

 
 
 
 
  
 Financials - RO '000s 2006 2007 Change +/- Reason

Gross Interest Income 59,293      75,348      27.1% Growth in loan book

Interest Expense (24,153)     (36,234)     50.0%
Increase in deposit base & borrowing from other 
sources

Net Interest income (NII) 35,140     39,114     11.3%
Shrinking margin owing to rising cost of funds 
(Deposits & borrowings)

Provisions and Writeoffs 5,750        13,979      143.1%
Substantial recoveries inflating negative net 
provisions

Provision for NPL (10,642)     (7,857)       -26.2%
Recoveries & writebacks 16,392      21,836      33.2%

NII excluding provisons 40,890     53,093     29.8% Moderate growth in NII & increase recoveries

Non-interest Income 17,374      25,973      49.5% Higher fee income
Fee, commission & brokerage income 3,487        6,382        83.0% Higher fee from CF & trade related activities
Dividend income / Gain on invest 1,902        2,046        7.6%

Exchange income 1,660        2,300        38.6% Increased activity of the treasury dept in FX market

Service charges 6,393        9,948        55.6%
Gain on T-bills & govt. securities 2,008        2,577        28.3%
Other income 1,924        2,720        41.4%

Non interest expenses (23,565)     (28,653)     21.6%
Increased spending in infrasrcuture, HR and 
inflationary pressures

Administrative expense (23,565)     (28,653)     

Profit before tax 34,699     50,413     45.3% Higher revenue growth & negative provisioning

Taxes (4,273)       (5,797)       35.7%
Tax rate 12.3% 11.6%

Profit after tax 30,426     44,616     46.6% Higher revenue growth & negative provisioning

Diluted EPS 0.028       0.041       
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Slowdown in recoveries affecting growth rates  
 National Bank of Oman posted a healthy net profit growth of 16% YoY 

during 1H2008 on the back of strong growth in non-interest income 
(+64% YoY) and a more moderate growth of in NII (+18% YoY). Higher 
fee & commission income (+81% YoY) coupled with strong gains on sale 
of investments & T-bills were the main drivers of the non-interest income. 
Recoveries from bad loans slowed down sharply with net recoveries of 
RO0.22mn as compared to RO4.75mn during the same period last year.  

 
 
 
 
 
 
  
 Performance on the balance sheet was quite strong with a 17% rise in 

assets during 1H2008 mainly fuelled by a 26% growth in deposits. 
Advances growth was also impressive at around 29% YoY.  

 
 
  
 Quarterly analysis - RO '000' 1H2007 1H2008 YoY 2Q2007 2Q2008 YoY

Interest Income 35,993    41,714    16% 17,327    21,124    22%
Interest Expense (17,211)  (19,481)  13% (7,936)    (9,682)    22%

Net Interest income (NII) 18,782   22,233   18% 9,391     11,442   22%

Non-Interest Income 11,429    18,691    64% 6,131      9,068      48%
Fee, commission & brokerage income 2,894      5,239      81% 1,663      2,834      70%
Dividend & Gain on invesrtments 654         3,832      486% 238         1,453      511%
Exchange income 1,142      1,354      19% 581         715         23%
Service charges 4,742      7,395      56% 2,480      4,553      84%
Gain on T-bills & govt. securities 1,205      315         -74% 723         (561)       -178%
Other income 792         556         -30% 446         74           -83%

Non interest expenses (12,894)  (15,460)  20% (6,712)    (8,319)    24%

Provisions for NPL (2,748)    (6,806)    148% (1,463)    (2,756)    88%
Recoveries & writebacks 7,500      7,022      -6% 3,703      3,140      -15%

Profit before tax 22,069   25,680   16% 11,050   12,575   14%

Taxes (2,894)    (3,401)    18% (1,456)    (1,562)    7%

Profit after tax 19,175   22,279   16% 9,594     11,013   15%

EPS 0.018     0.021     0.009     0.010     
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Financial Statements and Key Ratios 

Income Statement - RO '000s 2006A 2007A 2008F 2009F 2010F 2011F

Gross Interest Income 59,293    75,348    86,177    106,420    120,878    132,523    
Interest Expense (24,153)   (36,234)   (39,980)   (50,781)     (57,119)     (62,339)     

Net Interest income (NII) 35,140    39,114    46,197    55,639     63,759     70,185     

Provisions and Writeoffs 5,750      13,979    (324)        (3,335)       (1,920)       (3,267)       
Provision for NPL (10,642)   (7,857)     (12,349)   (10,169)     (7,118)       (6,019)       
Recoveries & writebacks 16,392 21,836 12,000 6,809     5,173     2,726     

NII excluding provisons 40,890    53,093    45,873    52,304     61,840     66,917     
Other income 17,374    25,973    37,679    43,164      51,364      57,235      
Fee, commission & brokerage income 3,487      6,382      10,127    14,154      17,472      20,562      
Dividend income / Gain on sale of invest. 1,902      2,046      5,285      3,200        3,450        3,725        
Exchange income 1,660      2,300      3,153      3,973        4,465        4,824        
Service charges 6,393      9,948      13,245    15,302      18,761      20,266      
Gain on T-bills & govt. securities 2,008      2,577      2,877      3,244        3,595        3,876        
Other income 1,924      2,720      2,992      3,291        3,620        3,982        

Non interest expenses (23,565)   (28,653)   (32,858)   (39,076)     (43,902)     (48,230)     

Profit before tax 34,699    50,413    50,694    56,392     69,301     75,923     
Taxes (4,273)     (5,797)     (6,083)     (6,767)       (8,316)       (9,111)       

Profit after tax 30,426    44,616    44,611    49,625     60,985     66,812     

Diluted EPS 0.028      0.041      0.041      0.046       0.056       0.062        
 

BALANCE SHEET (In RO 000) 2006A 2007A 2008F 2009F 2010F 2011F

Equity
Share capital 80,000         92,000         108,100       108,100       108,100       108,100       
Share premium Reserve 34,465         34,465         34,465         34,465         34,465         34,465         
Legal reserve 21,564         26,026         32,718         40,161         49,309         59,331         
General Reserve 4,419           4,419           4,419           4,419           4,419           4,419           
Other non distributable reserves 6,182           34,833         34,833         34,833         34,833         34,833         
Proposed Dividend 14,000         16,100         17,844         22,331         30,493         33,406         
Proposed Stock Dividend 12,000         16,100         -               -               -               -               
Retained earnings 3,389           8,844           28,919         48,769         70,113         93,498         
Total 184,577       232,787       261,298       293,078       331,732       368,051       

Liabilities
Customer Deposit 816,647       936,023       1,357,233    1,560,818    1,748,117    1,853,004    
Due to other banks 17,256         215,493       237,042       260,747       286,821       315,503       
Subordinated Debt 12,500         12,500         12,500         12,500         12,500         12,500         
Other liabilities 51,463         79,822         87,560         107,762       119,548       135,075       
Total 897,866       1,243,838    1,694,335    1,941,827    2,166,985    2,316,082    

Assets
Cash & balances with Central banks 102,317       245,838       175,364       195,919       221,339       228,830       
Due from other banks 184,205       202,077       252,596       315,745       378,894       454,673       
Investments 83                49                54                59                65                72                
Non-trading investments 40,697         45,459         135,000       135,000       135,000       135,000       
Advances 703,768       906,766       1,300,733    1,481,363    1,645,472    1,732,190    
Fixed Assets 5,885           6,763           7,622           8,598           9,378           10,002         
Other Assets 45,489         69,674         84,264         98,221         108,568       123,366       
Total 1,082,444    1,476,626    1,955,633    2,234,905    2,498,717    2,684,133     
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KEY RATIOS 2006A 2007A 2008F 2009F 2010F 2011F

Income analysis
Net Interets Income 67% 60% 55% 56% 55% 55%
Non-Interest Income 33% 40% 45% 44% 45% 45%

Return Ratios
ROE 17.3% 21.4% 18.1% 17.9% 19.5% 19.1%
ROA 3.1% 3.5% 2.6% 2.4% 2.6% 2.6%

CAR 21.3% 16.8% 15.9% 15.2% 15.2% 15.4%
Tier I ratio 0.0% 15.2% 14.8% 14.6% 14.8% 15.2%
Asset / Equity - Leverage 5.9                   6.3                   7.5                   7.6               7.5               7.3               

Net Interest Margins (NIM) 4.4% 3.9% 3.5% 3.3% 3.3% 3.3%
Book value 0.23                 0.25                 0.24                 0.27             0.31             0.34             

Market share
Deposit 17.4% 14.4% 14.4% 14.4% 14.4% 14.4%
Advances 15.0% 13.9% 13.8% 13.7% 13.5% 13.5%
Assets 14.9% 14.3% 13.0% 13.0% 12.9% 13.1%

Advance to  deposit (ADR)
ADR - Industry 100% 100% 100% 100% 100% 100%
ADR - National Bank of Oman 86% 97% 96% 95% 94% 93%

Efficiency
Cost to Income ratio 45% 44% 39% 40% 38% 38%
Admin expense to deposit ratio 2.9% 3.1% 2.4% 2.5% 2.5% 2.6%

Growth
Revenue 29% 24% 29% 18% 17% 11%
Admin expenses 17% 22% 15% 19% 12% 10%
PAT 50% 47% 0% 11% 23% 10%

Deposit 32% 15% 45% 15% 12% 6%
Advances 30% 29% 43% 14% 11% 5%
Asset 24% 36% 32% 14% 12% 7%
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Price^ RO 3.848 

Target Price: RO 3.992 

Reuters: OIB.OM 

Bloomberg: OIBB OM 
 

VALUATION RATIOS 

  2008E 2009E 

P/E x 11.3 13.8 

P/BV x 1.8 1.7 

Div Yld  4.9% 4.0% 

TRADING DATA 

Daily Vol (1Y Avg ‘000) 109 

Daily T/o (1Y Avg $000) 1,025 

Issued Shares (mn) 83.024 

^Closing Price @ July 30, 2008 

 

Cheap valuations but still not a bargain 

Initiating with a ‘Neutral’ rating, Target price RO 3.992 

We are initiating coverage of Oman International Bank (OIB) with a 
‘Neutral’ rating. Trading at a PBV and PE multiple of 1.8x & 11.3x on 
2008E BV and forecasted EPS, the stock is the cheapest amongst the banks 
in our coverage. However, mediocre growth prospects, low earnings 
quality and bleak outlook in the light of stiffening competition from 
other players justify the discount, in our view. 
 
Major loser in an increasingly competitive scenario 

We feel that OIB is going to be one of the major casualties in the 
increasingly competitive banking sector in Oman. The bank has 
consistently lost market share in the last 4 years and we believe this trend 
is likely to continue in the absence of any turn-around strategy. The 
1Q2008 results also provide testimony to our argument as the bank lost 
about 50-80 bps in market share in advances, deposits and assets during 
just one quarter as the growth lagged behind that of overall industry. 
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OIB MSM 30 Index ROE to decline with the decline in recoveries  

Thanks to substantial recoveries on bad loans, OIB was able to post 
impressive return ratios and reasonable earnings growth. However, with 
NPLs declining in absolute levels and lower provisioning expenses in the 
last few years, the recoveries are likely to dry out going forward. This will 
directly affect ROE which, until now, has been at a respectable 18-19% 
level. We forecast ROE to stabilize at around 14-14.5% level.   

  
Earnings growth to be a paltry 1.5% in the absence of recoveries 

The core interest income of the bank declined during 2007 as well as 
1Q2008. However, the bottom-line was supported by recoveries of NPLs 
and non-sustainable gains on sale of investment. Going forward, in the 
absence of these two items, we don’t see much growth in bank’s 
earnings.  
 

Table 10: Forecast Summary 

Earnings table 2007A 2008F 2009F 2010F 2011F
Net profit (RO 000's) 28,076 28,186 23,106 26,320 29,808
Diluted EPS (RO) 0.338 0.339 0.278 0.317 0.359
Book value (RO) 1.953 2.106 2.231 2.374 2.535
PE (x) 11.4 11.3 13.8 12.1 10.7
PBV (x) 2.0 1.8 1.7 1.6 1.5
Dividend Yield 5.0% 4.9% 4.0% 4.5% 5.1%  

Source: SICO Research 
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Investment arguments  

  
 Declining market share amidst stiff competition 
 

Over the last couple of years, OIB has not been able to keep pace with the 
growth in the Oman’s banking sector. The bank has consistently lost 
market share every year to more aggressive and competitive local and 
foreign players.  

Losing market share to 
competition  
 
 

  
Graph 34:  Decline in market share 
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From 12.4% in 2002, the market share in advances declined to 8.6% in 
2007 and further to 8.0% during 1Q2008. Similarly, the decline in deposit 
and asset market shares has also been equally sharp. The major reason for 
the declining market share has been stiffening competition from more 
aggressive local players like Ahli Bank and Bank Muscat. Moreover, the 
opening of the sector to foreign players also intensified competition, for 
which the bank was not prepared. 

 
 
 
 
 
 
 

 
 

Extrapolating from the 1Q2008 results, we don’t see the trend changing 
much going forward. We feel that OIB will be a major loser in the 
increasingly competitive banking environment in Oman and consequently 
will continue to lose market share. We forecast the market share of the 
bank to stabilize at around 6-6.2% in advances in 2011 from 8.0% level in 
1Q2008. 

 
 
 
 
 
 

  
 

NPL recoveries driving earnings growth  Earnings growth mainly 
driven by recoveries  OIB has reported good profitability numbers over the last few years, 

despite mediocre operational performance and a significant decline in 
market share. The primary reason for the apparently impressive 
performance has been substantial recoveries of bad loans recorded during 
the late 90s and early 2000.   

 
 

 
After recording huge provisioning during 2001, the net provisions of OIB 
have fallen sharply owing to significant recoveries. In fact, the net 
provisions have been negative in the last 3 years as recoveries outpaced 
provisioning. This has resulted in an inflated profitability figure as well as 
return ratios such as ROE and ROA.  
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Graph 35:  Negative net provisioning in the last 3 years  
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 Falling NPL levels both boon & bane 
 

Over the last couple of years, OIB has been pretty successful in curtailing 
its non-performing loans portfolio through recoveries and write-offs. The 
NPLs have declined both in absolute levels as well as a percentage of 
loans basis which is quite commendable.    

 
 

 
Graph 36:  Substantial decline in Non-performing loans 
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Source: Company reports 

 
Although the decline in NPLs has been a positive sign, it would also mean 
that OIB will now have less room to book recoveries going forward. This 
will negatively impact the bottom-line since it has been a major 
contributor towards profitability in the last few years.             
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Mediocre growth in NII and Fee based income 

Unlike its peers in the Oman banking industry, the revenue growth of OIB 
has been very modest with both interest income and non-interest income 
growing at below average rate. 
 
Graph 37:  Net Interest Income growth trend 
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Source: Company reports 

 
NII of the bank has grown at a paltry CAGR of 4.5% in the last 5 years 
while non-interest income growth has also been equally disappointing at 
5.3%.  
 
Graph 38:  Non-Interest Income growth trend 
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Source: Company reports 

 
ROE to stabilize at 14.0-14.5% from inflated historical levels 

Over the last 5 years, average ROE and ROA of OIB has stood at 17.6% 
and 2.6% respectively which is at the higher end of the industry average. 
However, as explained earlier, most this is being contributed by NPL 
recoveries which are not sustainable. Going forward, with the inevitable 
slowdown in NPL recoveries coupled with the anticipated decline in 
market share due to competition, we foresee ROE stabilizing at around 
14.5% level while ROA will stabilize at around the 2.0% level. 
 

 
Declining trend in both NII 
& Non Interest income 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
ROE to decline with 
slowdown in recoveries 
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Graph 39:  ROE & ROA to normalize 
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Valuation 

Justified Price-to-Book Value  

Based on our assumption of sustainable growth rate (g) of 5.0%, cost of 
equity (Ke) of 9.9% and sustainable ROE of 14.5%, we arrived at a 
Justified P/BV multiple of 1.9x. Applying it on the projected 2008E book 
value yields a target value per share of RO4.066 for OIB, which represents 
an upside potential of 6% from current levels. 

Sensitivity Analysis 

4.07          3.0% 4.0% 5.0% 6.0% 7.0%
12.5% 2.890 3.023 3.209 3.491 3.966
13.5% 3.195 3.379 3.638 4.029 4.689
14.5% 3.499 3.735 4.066 4.567 5.411
15.5% 3.804 4.091 4.495 5.105 6.134
16.5% 4.108 4.447 4.923 5.643 6.856

Source: SICO Research

Terminal growth rate

Return on 
Equity

 
Dividend Discount Model  

Our DDM based fair value of the bank comes out to be RO3.797, 
translating into a downside of 1% from current levels. We have assumed 
a payout ratio of 55% for the period 2008-2011 considering the average 
payout ratio of 77% over the last 5 years. Of the total fair value, 16% is 
contributed by discounted dividends for the next 4 years (2008-2011) 
while 84% is contributed by terminal value. 

DDM Valuation 

in R0 '000 2008 2009 2010 2011 2012
Expected Dividend Payments 15,502 12,708 14,476 16,395 17,214      
Discounted Dividend Payments 51,406    15,506 11,565 11,985 12,349 
Terminal Value 350,258  
Discounted terminal value 263,835  
Sum of PV of Dividends 315,241  
Shares Issued 83,024    
Price Per Share 3.797      
Downside -1.3%
Source: SICO Research

 Sensitivity analysis 

The DDM based fair value is quite sensitive to changes in the discount rate 
and terminal growth rate assumptions, since terminal growth forms bulk 
of the fair value. Therefore, we have provided sensitivity analysis for these 
two variables.  

3.80          3.0% 4.0% 5.0% 6.0% 7.0%
7.9% 3.929 4.811 6.297 9.336 19.019
8.9% 3.289 3.862 4.728 6.187 9.170
9.9% 2.835 3.235 3.797 4.647 6.080
10.9% 2.495 2.789 3.181 3.734 4.568
11.9% 2.232 2.455 2.744 3.129 3.672

Source: SICO Research

Terminal growth rate

Cost of 
Equity
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Residual Income method 
 
Our residual income based fair value of the bank comes out to be 
RO4.112 offering an upside potential of 7% from current levels. Out of 
total value, 9% is contributed by discounted excess return for the next 4 
years (2008-2011), 47% by current book value and 43% by excess over 
book value. 
 

Residual Income

in R0 '000 2008 2009 2010 2011
PAT 28,186 23,106 26,320 29,808 
Equity Charge 16,077 17,334 18,365 19,539 
Residual Income 36,104    12,109 5,772    7,955    10,269 
Discounted Value 31,686    12,112 5,252    6,586    7,735    
Current Book Value 162,150  
Terminal Value 195,942  
Discounted Terminal Value 147,595  
Equity value 341,430  
Price Per Share 4.112      
Upside 6.9%
Source: SICO Research  

 
Sensitivity analysis 

The residual income method is quite sensitive to assumptions of ROE and 
terminal growth rate. Therefore, we have provided a sensitivity analysis of 
these two variables below. 
 

4.11          3 .0 % 4 .0 % 5 .0 % 6 .0 % 7 .0 %
1 2 .5 % 3.046 3.166 3.335 3.591 4.022
1 3 .5 % 3.322 3.489 3.724 4.079 4.677
1 4 .5 % 3.598 3.812 4 .1 1 2 4.567 5.332
1 5 .5 % 3.874 4.135 4.501 5.054 5.987
1 6 .5 % 4.151 4.458 4.890 5.542 6.643

Source: SICO Research

T e r m ina l gr owt h r a t e

R e t ur n 
on E quit y

 

Blended Valuation 

As per our blended valuation approach, we have assigned equal weight 
to all the three valuation methods leading to a fair value of RO 3.992, 
providing an upside potential of 4% for Oman International Bank from 
current levels.     
 

Method Target Weight
Justified PBV 4.066 33%
Dividend Discount Method 3.797 33%
Residual Income 4.112 33%
Average 3.992
Upside 3.7%  
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Historical price performance  

 
 Oman International Bank’s stock price has underperformed the MSM 

Banking & Investment index & broad MSM 30 index in the last one year by 
-7.2% and -19.5% respectively.   

 
 
 
 Oman International Bank - Price performance relative to index

Absolute 
return

Relative - 
Banks

Relative - 
Market MSM - 30

MSM - 
Banks

1 month 0.6% 4.8% 2.9% -2.3% -4.2%
3 month -5.9% 4.5% -4.5% -1.3% -10.3%
12 month 55.0% -7.2% -19.5% 74.5% 62.2%
Source: SICO Research; Bloomberg  

 
 
 
 
 
 
 
 The recent performance of the stock has been relatively better where the 

stock has outperformed the overall market and banking sector scrips.  
 
 

Graph 40: 52 week price performance 
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Result reviews  
  
 Losing streak continued during 2007 
 

The 2007 results of the bank were not impressive with a decline in NII, loss 
of market share and mediocre bottom-line growth.  

 
 

  
Financials - RO '000s 2006 2007 YoY Reason

Gross Interest Income 52,530    56,579    8%
17.5% growth in assets & decline in 
lending rate

Interest Expense (17,864)  (23,738)  33%
Increase in borrowing cost & higher 
deposit base

Net Interest income (NII) 34,666   32,841   -5% Decline in NIM

Provisions and Writeoffs 2,029      4,769      135%
Higher recoveries further increasing 
negative net provisions

Provision for NPL (3,402)    (2,779)    -18%
Recoveries & writebacks 5,431      7,548      39%

NII excluding provisons 36,695   37,610   2% Recoveries offsetting decline in NII

Non-Interest Income 10,492    11,435    9%
Fee, commission & brokerage income 4,836      6,075      26%
Div income / Gain on sale of invest 1,367      195         -86%
Exchange income 1,314      1,756      34%
Other income 2,975      3,409      15%

Administrative expense (17,609)  (17,399)  -1% Subdued growth keeping costs down

Profit before tax 29,578   31,646   7%

Taxes (3,383)    (3,570)    6%

Profit after tax 26,195   28,076   7% Growth mainly fuelled by recoveries

Diluted EPS 0.316     0.338      

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Net Interest Income declined by 5.0%, despite an 8.0% rise in gross 
interest income due to a 33% rise in interest expense. The rise was mainly 
contributed to a higher deposit base and higher deposit cost. 
Consequently, NIM dropped to 3.6% in 2007 from 4.2% in 2006. Net 
provisions once again came in negative RO4.77mn, due to recoveries of 
RO7.55mn, thus resulting in a 2.0% increase in NII excluding provisions. 
Non-interest income grew steadily by around 9.0% contributed by a rise 
in fee and exchange income. Overall profitability showed a modest 
growth of 7.0% contributed by increase in non-interest income, decline in 
admin expenses and recoveries  
 
No sign of improvement during 1H2008 

The 1H2008 result for Oman international Bank was no different from 
previous years where the bank continued to lose market share amidst stiff 
competition. NII declined by almost 12% on the back of stagnating asset 
base and decline in NIM. Although non-interest income showed a growth 
of 84% during 1H2008, it was also mainly driven by unsustainable trading 
gains with mediocre growth in more sustainable fee & commission income 
and exchange income.   
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On a positive note, the bank continued to make recoveries on its bad 
loans with net recoveries of almost RO2.9mn during 1H2008, thus 
supporting the overall profit numbers.  

 
 
 

  
Balance sheet growth continued to remain poor where the asset base of 
the bank showed a minor decline of 0.5% during 1H2008 as against a 
growth of 15-20% average for the industry.  However when compared 
with 1Q2008, the decline is more pronounced at around 4.0%.               

 
 
 
 

  
Income Statement - RO '000s 1H2007 1H2008 YoY 2Q2007 2Q2008 YoY

Interest Income 28,268    22,338    -21.0% 13,998    10,429    -25.5%
Interest Expense (12,013)  (7,994)    -33.5% (5,869)     (3,646)     -37.9%

Net Interest income (NII) 16,255   14,344   -11.8% 8,129     6,783     -16.6%

Non interest Income 4,891      9,018      84.4% 2,741      3,021      10.2%

Non interest expenses (8,725)    (9,139)    4.7% (4,547)     (4,773)     5.0%

Net provisions 2,408      2,907      20.7% 2,536      1,893      -25.4%

Profit before tax 14,829   17,130   15.5% 8,859     6,924     -21.8%

Taxes (1,775)    (1,767)    (999)        (794)        

Profit after tax 13,054   15,363   17.7% 7,860     6,130     -22.0%

EPS - Diluted 0.157     0.185     0.095     0.074      
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Financial Statements and Key Ratios 
 

Income Statement - RO 000 2006A 2007A 2008F 2009F 2010F 2011F

Gross Interest Income 52,530   56,579   53,024   58,492   62,862   66,523   
Interest Expense (17,864)  (23,738)  (23,095)  (25,748)  (27,124)  (28,097)  

Net Interest income (NII) 34,666   32,841   29,929   32,744   35,738   38,426   

Provisions and Writeoffs 2,029     4,769     2,762     (2,487)    (1,982)    (635)       
Provision for NPL (3,402)    (2,779)    (3,901)    (3,218)    (2,768)    (1,467)    
Recoveries & writebacks 5,431  7,548  6,663  731     786     832     

NII excluding provisons 36,695   37,610   32,692   30,257   33,757   37,791   
Non-Interest Income 10,492   11,435   17,190   14,720   15,803   16,731   
Fee & commission income 4,836     6,075     6,935     7,832     8,351     8,719     
Dividend income / Gain on sale of invest. 1,367     195        4,500     500        500        500        
Exchange income 1,314     1,756     2,005     2,264     2,414     2,520     
Other income 2,975     3,409     3,750     4,125     4,537     4,991     

Non interest expenses 17,609   17,399   17,852   18,720   19,651   20,648   

Profit before tax 29,578   31,646   32,029   26,257   29,909   33,873   
Taxes (3,383)    (3,570)    (3,844)    (3,151)    (3,589)    (4,065)    

Profit after tax 26,195   28,076   28,186   23,106   26,320   29,808   

EPS 0.316     0.338     0.339     0.278     0.317     0.359      
 
 
 

Balance Sheet - RO 000 2006A 2007A 2008F 2009F 2010F 2011F

Equity
Paid up capital 75,476      83,024          83,024          83,024          83,024          83,024          
Non-distributable reserve 25,857      53,386          56,205          58,515          61,147          64,128          
Retained profit 23,880      25,740          35,605          43,692          52,904          63,337          
Total 125,213   162,150       174,833       185,231       197,075       210,489       

Liabilities
Deposits 684,816    811,704        994,337        1,068,913     1,133,047     1,167,039     
Borrowings from FI 97,647      83,269          88,420          88,420          88,420          88,421          
Other liabilities 15,413      24,664          21,210          20,472          18,859          19,957          
Total 797,876   919,637       1,103,967    1,177,805    1,240,326    1,275,417    

Assets
Cash & balances with Central bank 39,578      49,431          159,697        152,365        138,645        115,063        
Treasury bills & CODs 60,000      260,000        221,000        243,100        267,410        294,151        
Due from other banks 246,307    118,711        130,582        143,640        158,004        173,805        
Investments 41,575      39,450          43,395          47,735          52,508          57,759          
Advances 516,856    559,934        669,302        718,840        761,443        784,022        
Fixed Assets 9,021        30,852          30,963          31,034          31,103          31,170          
Other Assets 9,752        23,408          23,861          26,321          28,288          29,935          
Total 923,089   1,081,786    1,278,800    1,363,036    1,437,401    1,485,905     
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Key Ratios 2006A 2007A 2008F 2009F 2010F 2011F

Revenue breakup
Net interest Income 77% 74% 64% 69% 69% 70
Non-Interest Income 23% 26% 36% 31% 31% 30

Return Ratios
ROE 21.9% 19.5% 16.7% 12.8% 13.8% 14.6%
ROA 3.0% 2.8% 2.4% 1.7% 1.9% 2.0

Market Share
Deposits 14.6% 12.5% 10.6% 9.9% 9.3% 9.1%
Advances 11.0% 8.6% 7.1% 6.6% 6.3% 6.1
Assets 12.7% 10.5% 8.5% 7.9% 7.4% 7.3%

Advance to deposit (ADR)
ADR - Industry 100% 100% 100% 100% 100% 100%
ADR - Oman International Bank 75% 69% 67% 67% 67% 67%

Efficienc

%
%

%

%

y
Cost to Income ratio 39% 39% 38% 39% 38% 37%
Admin expense to deposit ratio 2.6% 2.1% 1.8% 1.8% 1.7% 1.8

Growth
Revenue 10% -2% 6% 1% 9% 7%
Admin expenses 0% -1% 3% 5% 5% 5
PAT 19% 7% 0% -18% 14% 13%

Deposit 4% 19% 23% 8% 6% 3%
Advances 1% 8% 20% 7% 6% 3%
Asset 12% 17% 18% 7% 5% 3%

Miscellaneous
CAR 22.1% 15.5% 19.6% 19.1% 18.8% 19.0%
Tier I ratio 20.8% 14.6% 18.8% 18.3% 18.1% 18.3%
Asset / Equity 7.4

%

%

          6.7            7.3            7.4            7.3            7.1            

Net Interest Msrgins 4.2% 3.6% 2.9% 3.0% 3.0% 3.0
Book Value 

%
per share - Total Equity 1.7          2.0            2.1            2.2            2.4            2.5            

Payout ratio 55% 56% 55% 55% 55% 55%  
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 Appendix 
 
 

BANK OVERVIEWS  
 
 

Ahli Bank SAOG  
 Incorporated in 1997, Alliance Housing Bank (SAOG) was initially the only 

private sector housing bank in the GCC. The bank offers mortgage and re-
mortgage solutions along with a variety of saving plans and services to 
Omani nationals and foreign residents. AHBB operates seven branches, 
two service centers and one ATM.  

 
 
 
 
 
 Conversion to a commercial bank 
 
 In April 2006, the CBO raised the cap on personal loans (including housing 

loans) from 42.5% to 45%. This event marked a significant change in the 
regulatory environment of the Omani banking sector. A commercial bank 
is now allowed to disburse up to 40% of its total loans as personal loans 
and 5% as housing loans. Earlier, commercial banks were not allowed to 
disburse housing loans. Following CBO’s announcement, however, several 
commercial banks operating in the Sultanate launched new housing 
finance products, leading to increased competition for housing finance 
banks such as predecessor of Ahli Bank, Alliance Housing Bank (AHBB).  

 
 
 
 
 
 
 
 
 

Due to intense competition, AHBB witnessed increased pre-payment of 
loans and loss of market in 3Q06. This scenario challenged the bank’s 
strategy of operating only as a housing finance bank. Therefore, in the 
best interest of its shareholders, AHBB decided to convert into a 
commercial bank. The bank received approval from the CBO in Jan 2007. 

 

To become a commercial bank, AHBB was required to raise its share 
capital (regulatory mandate) to a minimum of RO50 mn from RO21 mn at 
that time. In order to raise this amount, the bank had the option to either 
make a private placement of its shares to a strategic player or undertake a 
rights issue. While deliberating these options, AHBB received a stock-for-
stock complete buy-out offer from Oman’s leading commercial bank, 
Bank Muscat, in May 2007. However, before the Board of AHBB could 
reject Bank Muscat’s proposal on the grounds that the share exchange 
ratio was not in the best interests of shareholders, Bank Muscat informed 
the Board that its offer was no longer valid.  

Bahrain’s AUB offered to purchase a stake of up to 35% on a private 
placement basis. AHBB’s Board accepted AUB’s proposal, and the bank 
signed a Memorandum of Understanding (MoU) with AUB on June 15, 
2007. The Board also approved a change of AHBB’s name to Ahli Bank 
SAOG, immediately after the stake purchase by AUB. 

Under the private placement, AUB purchase a 25.1% stake in AHBB for a 
total consideration of RO 36.48 mn. AUB also received regulatory 
approval from the CBO to further increase its stake to 35% from 
secondary market operations. In a separate event, IFC also approached 
AHBB to acquire a 9.9% stake in the bank. Through these transactions, 
Ahli Bank raised the total capital of RO50.88 mn. Furthermore, the Board 
of AHBB decided to capitalize on the share premium account through a 
1:1 bonus offer. This increased the bank’s total paid-up capital to RO64.62 
mn from RO21 mn, well above the stipulated RO50 mn required to carry 
out commercial banking operations in the Sultanate.  
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The private placement resolution was passed by the shareholders in an 
EGM conducted by AHBB on December 2, 2007. This capital infusion 
diluted the stake of existing shareholders of AHBB at that time, making 
AUB the largest shareholder in the bank. However, the transaction 
offered a promising long-term outlook for AHBB due to its commercial 
banking venture.  

 
 
 
 
 
 

  
Moody's Investors Service has assigned AHBB’s long and short-term 
foreign currency deposits a rating of Baa1/P-2 with a positive outlook. In 
addition, the bank’s long and short-term local currency deposits have 
been rated Baa1/P-2 with a positive outlook. 

 
 
 
 
 

Current ownership  
 With the strategic acquisition of 35% stake in AHBB, AUB has become the 

major shareholder in the bank. Prior to the announcement of private 
placement of shares to AUB, Oman National Investment Corporation 
(ONIC) was the major shareholder with a stake of around 20%. However, 
in July 2007, ONIC sold its stake to Al Marjan Financial Services, Strategic 
Investment and Al Wafra International Investment, at a price of 420 baisas 
per share. 

 
 
 
 
 
 
  
 Major Shareholders    Type  Country  Holding 

Ahli United Bank  Corporate Bahrain 35.00%
Ministry of Defense Pension Fund  Government Oman 10.00%
MB Holding Company  Corporate Oman 9.95%
International Finance Corporation  Corporate Egypt 9.90%
Al Marjan Financial Services  Corporate Oman 9.68%
Civil Service Employees Pension Fund  Government Oman 3.59%
Wafra International Investment Company  Government Kuwait 3.43%
National Equity Fund  Government Oman 2.55%
Hamood Abdullah Mohammed Al Harthy  Private Oman 2.38%
Mohammed Sultan Al Dhaheri  Private UAE 2.38%
Salim and Company  Corporate Oman 1.24%
Others 9.9%
Source: Zawya  

 
 
 
 

Corporate Governance 

Ahli Bank is known to follow good standards of corporate governance. 
The bank has provided timely and detailed financial statements every 
quarter and each year-end, and we consider the levels of disclosure, 
relative to peers, to be fairly good. To enhance compliance-related 
functions, Ahli Bank has created a separate internal auditing and 
compliance position with a direct reporting structure to the Audit 
Committee of the Board.  
 
All annual reports include a comprehensive management report. 
Management makes regular presentations to analysts, the press and 
investors. These briefings outline the bank’s performance, and strategy on 
future prospects. Management also issues regular newsletters to those 
who hold more than 10 shares, advising them of recent development by 
or concerning the bank.  
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Dividend Policy  
 In our view, the management is fair and transparent. The bank has paid 

dividend to its shareholders at regular intervals, and the payout continues 
to increase in tandem with the growth in revenues. The dividend payout 
increased from 53.5% in 2002 to 64.4% in 2006, with a special dividend 
announced in 2005. However the bank did not pay any dividends in 2007 
due to the higher capital requirement for transitioning in to a commercial 
bank and new investments for establishing its presence in this new 
segment. However we expect Ahli bank to resume paying dividends from 
this year and sustain higher payouts in the longer term.  
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Bank Dhofar  

 Bank Dhofar is the fourth-largest bank in Oman, after Bank Muscat, 
National Bank of Oman and Oman International Bank, in terms of total 
assets. In terms of market capitalization, it is the third-largest after Bank 
Muscat and National Bank of Oman. The bank provides a variety of 
banking and financial intermediation services in the realm of retail, 
wholesale and private banking. Bank Dhofar currently operates a network 
of 48 branches and 85 ATMs across the country and has more than 600 
employees.  

 
 
 
 
 
 
 
  
 Bank Dhofar has reached its present size through a series of merger and 

acquisitions, such as the 2001 acquisition of 16 branches of the 
Commercial Bank of Oman and the 2003 merger of Majan International 
Bank, which added another six branches to its network. Merger with 
Majan International Bank contributed about 28% to the total assets 
which increased the bank’s market share of total assets to 10.5% in FY03 
from 7.9% in FY02.  

 
 
 
 
 
 
  
 Moody's Investors Service has assigned first-time A3/P-2 local currency 

deposit ratings, A3/P-2 foreign currency deposit ratings, and a D+ Bank 
Financial Strength Rating (BFSR) to Bank Dhofar.  

 
 
  
 CORPORATE HISTORY 
  
 Bank Dhofar, promoted as Bank Dhofar Al Omani Al Fransi, (BDOF) 

started operations in 1990. The bank was established by the Dhofar 
International Development and Investment Holding Company, (DIDIC) 
following the acquisition of the Muscat branch of BNP Paribas. In 1998, 
after promoters offloaded 40%, the bank was listed on the Muscat 
Securities Market (MSM).  
 
1990: Bank Dhofar is incorporated as Bank Dhofar Al Omani Al Fransi 
(BDOF) following the acquisition of the Muscat branch of BNP Paribas by 
holding company Dhofar International Development and Investment 
Holding Company SAOG (DIDIC) 

1992: BDOF acquires eleven dysfunctional Omani branches of Bank of 
Credit and Commerce International (BCCI) 

1998: BDOF converts into a public company and lists on the MSM after 
promoters offload 40% stake  

2001: BDOF acquires and integrates 16 branches of the Commercial Bank 
of Oman following the latter’s merger with Bank Muscat 

2003: Acquires and integrates Majan International Bank  

2004: Changes identity and name from Bank Dhofar Al Omani Al Fransi to 
“Bank Dhofar” 

2005: Establishes the Investment Banking & Structured Finance division 

2005: Enters into a strategic joint marketing and distribution alliance 
formed with ICICI Bank, India, to market and distribute products launched 
in co-operation with the latter. 

2005: Launched call centre facility, WISAL 

2006: Launches Deposit & Bill Paying Machines 
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2007: Bank Dhofar launched a new strategic plan that involves all 
the Bank’s stakeholders – starting with its own employees. Meetings 
with staff have been conducted to convey the key priorities of the 
bank’s new plan in every region of Oman. Christopher De’ Ath, 
General Manager, and Head of Strategy and Planning, who joined 
Bank Dhofar in 2007 to lead the implementation of the strategy, 

 
 
 
 
 
 
 
 Current ownership 
 

Dhofar International Development and Investment Company (DIDIC), 
holding company of Bank Dhofar, is the major share holder of the bank. 
Civil Service Employees Pension Fund holds 10.0%. 

 
 
 

  
Major Shareholders    Type  Country  Holding 
Dhofar Intl development & holding cos.  Corporate Bahrain 30.00%
Abdulhafidh Salim Rajab Al Aujaili  Government Oman 10.14%
Civil service employee pension fund  Corporate Oman 10.00%
Public 49.9%
Source: Zawya  

 
 
 
 
 
 
 
 Corporate Governance 
 

Bank Dhofar conforms to the corporate governance standards prescribed 
by Regulators. The bank has consistently provided timely and detailed 
financial statements every quarter and each year-end, and we consider 
the levels of disclosure, to be reasonable. Annual reports of the company 
include a comprehensive management report describing the performance 
of the bank and future outlook.  

 
 
 
 

Dividend Policy 

In our view, the management of Bank Dhofar is fair and transparent to its 
investors. The bank has regularly declared and paid cash dividends in the 
range of 10-15% over the last six years. However, dividend payout ratio 
has decreased to 34.4% in FY06 from a highest of 75.9% in FY02. Bank 
Dhofar has also issued stock dividends three times since 2001 and has 
proposed 15% cash and 15% stock dividend for FY06. We expect the bank 
to continue paying high dividends in the coming years as well. 

79 
 



Oman Banking Sector                                                                                                 SICO Research 

 
Bank Muscat  

 BM was founded in 1982, the year Hong Kong-based Overseas Trust Bank, 
in partnership with Bahraini investors, established Oman Overseas Trust 
Bank. In 1986, the investment arm of the Sultanate of Oman acquired a 
major share in the bank, having bought the shares of the Bahraini 
investors. That year it was renamed Bank Muscat.  

 
 
 
 
 Since then, the bank has grown considerably through a series of 

acquisitions.   
 1989: Bank Muscat acquired Oman Banking Corporation. 
  
 1993: BM merges with Bank Al Ahli Al Omani to become the 4th largest 

bank. Société Générale and the Royal Court Affairs become shareholders.  
  
 1993: The bank listed on Muscat Securities Market (MSM).  
  
 2000: Bank Muscat merged with Commercial Bank of Oman, becoming 

the country’s largest bank.  
  
 2001: Bank Muscat acquired Industrial Bank of Oman. 
  
 2002:  
 • The bank listed on the Bahrain Stock Exchange. 
 • The bank acquired Al Ahlia Securities, a broking house with more 

than 15% share in the Omani Exchange.  
 • The bank acquired ABN Amro’s Bahraini operations, diversifying 

geographically. 
 
2003: The bank acquired the personal loan business of Citibank, which 
exited the market, and purchased HSBC’s merchant-acquiring business.  
 
2004:  

• BM acquires a strategic stake of 35% in CBoP, which was later 
diluted to 21.95% following the latter’s merger with Bank of 
Punjab. The stake is expected to be diluted further to 16.5%, post 
CBoP’s merger with Lord Krishna Bank.  

• BM announces its intention to merge with National Bank of 
Oman, Oman’s second-largest bank by assets, but the merger is 
called off in Q1-05 due to disputes on valuation. 

 
2005:  

• The bank converted its Bahraini branch operations into an 
independent bank, BMI. It was registered as an independent bank 
and BM continues to hold a 49% stake in it.  

• BM launches a GDR floating 14.4% of its equity to become the 1st 
bank in the region to be listed on the London Stock Exchange. 

 
2007:  

• BM acquires a 43% stake in Mangal Keshav Group, one of the top 
20 securities houses in India.  

• Unsuccessful attempt to make a hostile take over of Alliance 
Housing Bank (Oman’s largest mortgage finance institution) 

• BMI secures approvals for first branch in Qatar 
• The bank opened its first branch in Riyadh, Saudi Arabia and 

applies for an investment banking license 
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• BM announces private placement of a 15% stake to Dubai 
Financial Group (the investment arm of the Dubai Government) 
making it the second largest shareholder. 

 
 
 
 

Current Ownership  
  
 

M ajo r  S hareh o ld ers     Ty pe   Cou ntry   Ho ld ing  
Royal Court Affairs Government Oman 24.8%
HSBC A/C The Bank of New York Intl.  Corporate US 16.9%
Dubai Financial Group Corporate UAE 15.0%
HSBC A/C Ministry of Defense Pension Fund Government Oman 6.6%
Muscat Overseas  Group Corporate Oman 4.1%
Civil Service Employees  Pension Fund Government Oman 2.8%
Public Authority for Social Insurance Government Oman 2.1%
National Equity Fund Government Oman 2.0%
Royal Oman Police Pension Fund Government Oman 2.0%
Pub lic  23.6%
Source: Zawya  

 
 
 
 
 
 
 
 
 
 
 
 
 

Corporate Governance  
 

The bank is known to have high standards of corporate governance. It has 
consistently provided timely and detailed financial statements. 
Furthermore, the levels of disclosure, relative to peers, are fairly good.    

 
 
 
 

Dividend Policy 

In our view, the management is fair and transparent to its investors. BM 
has paid dividends to its shareholders regularly with average payouts in 
the last 4 years at 53%. The management has also issued stock dividends 
consistently. We expect the bank to maintain its dividend payout at these 
levels in the coming years as well. 
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National Bank of Oman  

 Established in 1973, the National Bank of Oman (NBO) offers banking 
solutions in Oman, Egypt, and Abu Dhabi (UAE). NBO is the first local 
bank to be established in Oman. Operating from a large network of 51 
branches (including 2 booths) and 83 ATMs in Oman, five branches in 
Egypt, and one branch in Abu Dhabi (UAE), NBO is the second largest 
bank in Oman with a market share of 15% in total assets. NBO offers 
consumer, corporate, international, and investment banking solutions to 
its national and international customers.  

 
 
 
 
 
 
 
  
 Corporate history 
 Since its inception in 1973, NBO has grown organically over the years. The 

bank has witnessed a series of management changes and had lost market 
share to its peers in the recent past. However, after suffering losses for 
three consecutive years, the bank is now at its growth stage due to its 
turnaround strategy. Over the years, NBO has continued to offer new 
products and services and state–of–the–art technology to provide 
convenient banking solutions.  

 
 
 
 
 
 
  
 2000: Launched Privilege Banking and Instant Return Deposit services in 

Oman  
 

2001: Established first full service call centre in Oman  
 2002: Mr. John P Finigan was appointed as Chief Executive Officer (CEO)  
 

2002: Launched first Internet banking service—NBO NetB@nk—in Oman  

2003: Suhail Bahwan Group acquired a 34.56% stake in NBO through a 
private equity placement of RO53.2million 

2003: Commenced 24-hour call centre service for UAE customers 

2004: Sheikh Suhail Bahwan was elected as the new Chairman of NBO 

2004: B Vasanthan was appointed as the new CEO  

2004: Launched “AL MERSAL,” an SMS banking service  

2005: CBQ acquired a 34.9% stake in NBO through a private equity 
placement of 10 million shares at RO4.450 per share and the 
purchase of another 17.92 million shares from the secondary market  

2005: Andrew Duff joined as new CEO  

2006: First bank in Oman to launch “Corporate Contact Centre” 

2007: Launched Smartcard finger print verification and drive-thru ATMs 
for the first time in Oman  

In September 2004, the bank commenced negotiations with Oman’s 
largest bank, Bank Muscat, for a merger; however, the merger was called 
off in February 2005 after a disagreement on valuations.  
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Current Ownership  

 CBQ acquired a 34.9% stake NBOB in July 2005 and became a major 
shareholder. Suhail Bahwan Group (Holding) LLC is the second-largest 
shareholder, with a 14.7% stake. Public sector entities control nearly 27% 
of the bank’s equity. These include the Ministry of Defence Pension Fund 
(7.7%), Civil Service Employees Pension Fund (6.5%), Public Authority for 
Social Insurance (5.9%), United Development Company (4.5%), and 
National Equity Funds (3.0%). This public/private sector ownership mix 
offers a unique ownership structure. 

 
 
 
 
 
 
 
  
 Majo r S hareho ld ers     Ty pe   Cou ntry   Hold in g  

Commercial Bank of Qatar  Corporate Qatar 34.9%
Suhail Bahwan Group Holding  Corporate Oman 14.7%
Ministry of Defence Pens ion Fund Government Oman 7.7%
Civil services  employee pens ion fund Government Oman 6.5%
Public authority for Social Insurance Government Oman 5.9%
United Development Company Corporate Qatar 4.5%
National Equity Fund  Government Oman 3.0%
Royal Oman Police Pens ion Trust  Government Oman 2.9%
Abna Sultan Trading Company Corporate Oman 2.4%
Gen eral Pub lic 17. 7%
Source: Zawya  

 
 
 
 
 
 
 
 
 
 
 
 

Corporate Governance  
 

In accordance with Capital Market Authority’s guidelines, NBOB has 
consistently disclosed corporate governance policies through its annual 
report. In addition, the bank provides timely and detailed disclosures 
relating to financial statements on a quarterly and yearly basis. Annual 
reports of the company include a comprehensive management report 
describing the performance of the bank and future outlook.  

Dividend Policy 

NBOB has maintained fair and transparent relations with its investors. The 
bank had not declared any dividends during 2001-04 due to net losses. In 
2005, NBOB announced cash dividends, which were paid in 2006. Going 
forward, we expect NBO to perform well on account of its strategic 
alliance with CBQ and would sustain consistent dividend payouts in the 
coming years.  
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Oman International Bank  

 Oman International Bank (OIB) came into existence in 1979 as ‘Oman 
Arab African Bank’ in partnership with Arab African International Bank, 
Cairo. The bank was renamed ‘Oman International Bank S.A.O.G’ in 1984 
and became the first fully Omani-owned bank in the country. OIB is listed 
on the Muscat Securities Market (MSM) and is a constituent of the 
benchmark MSM 30 index. 

 
 
 
 
 
  
 Brief timeline of major events: 
  
 1979: Oman Arab African Bank was established as a joint stock company. 

The Bank commenced its operations at a main office in Ruwi with a 
branch office at Muttrah. 

 
 
 

1984: The Oman Arab African Bank was renamed Oman International 
Bank, the first fully Omani-owned bank in the country. 

 
 
 1984: OIB acquired 14 branches of the British Bank of Middle East in 

Oman.  
 

1985: OIB commenced overseas operations with the opening of a branch 
in Mumbai, India. 

 
 
 1987: OIB became the first bank in Oman to introduce VISA credit card. 
 

1989: The bank set up the Investment Management Division to handle 
public/rights issues of securities, fund management and financial advisory 
services. 

 
 

1992: The bank introduced its flagship Mandoos Savings Scheme. 

1995: OIB raised additional capital through the public issue route. 

1996: Founder and Chairman, Dr. Omar Bin Abdul Muniem Al Zawawi, 
relinquished his post. 

1996: The bank entered into an alliance with brokerage house Oman 
Securities Portfolio Company to offer customers MSM equities. 

1997: Raised additional capital through the public issue route. 

 

Shareholding information 

Dr. Omar Abdul Muniem Al Zawawi, the founder, remains the largest 
individual shareholder with more than 10% of the bank’s outstanding 
equity. Omani shareholders hold roughly 94.8% of the bank’s shares, 
while foreign investors hold the remaining 5.2%. 
 
Major Shareholders    Type  Country  Holding 
Dr Omar Abdulmuneim Al Zawawi  Corporate Bahrain 10.1%
Zawawi Trading Company  Government Oman 8.4%
Waljat International Projects  Corporate Oman 8.2%
Muscat Overseas Group  Corporate Egypt 7.9%
Royal Oman Police Pension Fund  Corporate Oman 3.9%
Public 61.5%  
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Corporate governance  
 OIBB follows the standards of corporate governance as prescribed by the 

Capital Markets Authority (CMA). The bank regularly communicates 
information to its shareholders through press releases, website postings, 
and annual reports and filings with the CMA and MSM. However, the 
annual reports do not provide a comprehensive Management Discussion 
& Analysis (MD&A). Overall we rate the corporate governance at the bank 
as reasonable.  

 
 
 
 
 
 
 
 Dividend Policy  
 OIBB has paid dividends consistently over the last five years, with the 

average dividend-payout ratio for the last three years standing at 75%. 
Considering OIBB’s past records, we expect the bank would continue to 
pay dividends in tandem with the growth in profits. The bank also issued 
20% and 10% bonus shares in 2006 and 2007, respectively. 
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	OMAN’S BANKING SECTOR
	 Strong economic growth 
	Banking sector in Oman is ideally positioned to capitalize on the hydrocarbon boom driven by record high oil prices. Average nominal GDP growth rate in Oman during the period 2004-2007 stood at around 17.4%. The nominal GDP growth in 2008 is likely to be in excess of 25.0% while the current account surplus is likely to cross 11.0% of GDP.
	 Government initiatives focused on diversification-driven growth
	Up until now, Oman’s economy has largely been driven by oil. Amassed with huge oil wealth translating into record current account and fiscal surpluses, Oman’s government has announced mega infrastructure projects totalling USD48bn over the next 5 years with a clear focus to diversify the economy away from hydrocarbon sectors. The banking sector is likely to be a major beneficiary of these investments by way of their direct and indirect participation in these investment projects
	 Favourable demographics and low penetration levels
	Despite significant credit growth in the last few years, the penetration of banking services in Oman remains low, with an average population per branch of 7,300 people. Furthermore, the country’s population is very young with nearly 31.6% of the population under the age of 15 years. Credit to GDP ratio at around 42% is also low when compared with other GCC nations.
	 We initiate coverage of the sector with a positive outlook
	Combination of strong economic growth backed by government focus on diversification of the economy form the key drivers of our positive view. We expect loan growth in Oman banking sector to average around 19% in the next 4 years driven by strong credit demand and high liquidity. Among the Omani banks we like Bank Muscat & Ahli Bank due to their strong focus on growth and profitability. We reiterate our Over-Weight stance on Bank Muscat while initiate our coverage of Ahli Bank with an Over-Weight rating. We feel that the current prices of Oman International Bank, Bank Dhofar and National Bank of Oman reflect their growth potential and accordingly we initiate with a ‘Neutral’ stance. 
	    Key risks
	Notwithstanding the attractive fundamentals, rising inflation and relatively high proportion of Personal loans in the overall credit off-take poses some risk to the banking sector outlook. Inflation in Oman is running at double digit rates and the situation could get worse due to the forecasted high liquidity levels driven by record current & fiscal surpluses, as well as higher growth in money supply and low interest rates. 
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	 Recent decline in prices offers a good entry point 
	Oman stock market has seen a sharp fall in prices during the past few weeks after making an impressive start earlier during the year. Banking & financial sector has been particularly hard hit during this downward trend with MSM Banking sector index losing almost 14% during the last 3 months as compared to around 5.0% decline in the broader MSM-30 index. 
	The five banks in our coverage have seen a steep correction in their prices (in the range of 10-25% during the last 2 months alone) wiping out almost all the gains made since the beginning of the year. 
	Graph 1: Decline in stock price of sample banks
	 
	Source: Zawya
	  
	The main reason for the decline has been a rather lagged reaction of the market towards the monetary tightening measures taken by the Central Bank of Oman (CBO) in the last few months to curtail inflation. These measures include 
	 Reducing the maximum Advance to Deposit Ratio (ADR)  of the commercial banks to 82.0% from 87.5% previously. 
	 Increase in Cash Reserve Requirement (CRR) to 8.0% from 5.0% previously
	Moreover, the decision to reduce the maximum lending rate charged by a bank on personal loans to 8.0% from 8.5% also negatively impacted the sentiments.  
	Negative impact overplayed
	Although the measures taken by CBO are likely to slowdown the growth momentum of the banking sector to some extent, we feel that the negative reaction is rather overplayed. The long term fundamentals of the Omani banking sector are still positive (as explained below) and hence we feel that the price decline should be taken as a good opportunity to increase exposure to an attractive sector.
	The ADR of the banking sector stood at 77% as on March 2008 which is still lower than the 82.5% limit announced by CBO. Moreover, the reduction in maximum lending rate on personal loan is likely to be compensated by increase in volume. The strong results posted by the 5 Omani banks in our sample provide evidence of the continuing growth momentum. 
	Marked decline in foreign ownership
	An analysis of the change in ownership pattern of Omani banks during the last 2 months reveal that foreign investors (classified as non GCC nationals) were the major sellers during the recent decline in share prices.
	Table 1: Foreign ownership 
	 
	Source: Muscat Securities Market monthly report
	All the 5 banks in our coverage universe have seen a decline in foreign ownership levels during the last 2 months. The declines in the case of Bank Muscat and Oman International Bank are most notable with the foreign ownership in the former decreasing to 22.4% from 31.5%. In the case of Oman International Bank foreign ownership dropped to 1.9% from 2.7% from may 08 to July 08. We feel that the change in ownership is primarily due to profit booking by foreign investors to benefit from the strong performance of Omani stock market during the past few years.
	1H2008 results prove growth momentum still intact
	The operating performance of Omani banks remained strong during the first half of the year (1H2008) with impressive growth in both profitability and assets. The five banks in our coverage universe posted net profit growth in the range of 18-86% during 1H2008. Although Net Interest Income growth at 18-88% was impressive, Non-Interest Income was the main driver of profitability with growth rates ranging between 60-100%. Higher fee based income and gain on sale of investments were the main contributors towards the growth in Non-Interest Income.     
	Graph 2: IH2008 result review 
	 
	Source: Company accounts
	The balance sheet growth of Omani banks was also healthy with 15-25% growth in assets, fuelled by 20-60% growth in deposits. On an individual basis, Ahli bank was the best performer with a net profit growth of 86% and asset growth of 25%. Bank Muscat and Bank Dhofar were next in line with 44% and 63% growth in net profits. 
	 Growth Drivers - Oman Banking Sector
	Strong economic growth, improved liquidity situation and continued restructuring of the sector have led to robust growth in Oman’s banking sector in the last few years. Overall profits of Omani banks have grown at a CAGR of 39% during the last 3 years from RO79.4mn in 2004 to RO213.7mn in 2007. Going forward, the banking sector is expected to continue its growth momentum, though the pace of growth is likely to slow down. Following factors are likely to be major drivers of growth for Omani banking sector.
	Strong economic growth
	The banking sector in any country is largely influenced by the macroeconomic scenario. Oman’s economy has experienced strong growth in both oil and non-oil based sectors in the last few years, thanks to the relentless rise in oil prices and higher infrastructure spending. 
	Graph 3: Nominal GDP growth
	 
	Source: CBO annual report
	Average nominal GDP growth rate in Oman during the period 2004-2007 stood at around 17.4%. The petroleum sector was the major contributor to this growth with an average growth rate of around 20.5% while the non-petroleum sector grew steadily at 15.1%. 
	GDP growth outlook for Oman is quite positive for the next couple of years with oil prices continuing to remain at higher levels. The growth will be also driven by the significant infrastructure spending plans of Omani government. As per IMF estimates, the nominal GDP growth in 2008 is likely to be in excess of 25.0% (due to more than 50.0% rise in oil prices during 2008 to date) while the current account surplus is likely to cross 11.0% of GDP. This bodes well for the banking sector which is expected to continue to show above average growth in the next couple of years. 
	Government focus on diversification-driven growth
	Up until now, Oman’s economy has largely been driven by oil. The contribution of oil to the overall GDP has gradually increased from 42% in 2002 to a peak of 49% in 2005 (declining to 45% in 2007), thanks to the incessant rise in oil prices during the last few years. Moreover, its contribution towards the overall government revenues and exports is much more substantial at around 62.1% and 58.4% respectively in 2007. 
	Graph 4: Composition of GDP
	 
	Source: CBO annual report
	However, Oman’s oil resources are declining, albeit gradually. Total oil production of the country has steadily declined in the last few years, falling to 712kbpd in 2007 from a peak of 956kbpd in 2001. The country’s proven oil reserves stood at 4.62bn barrels at the end of 2007 and are expected to last for approximately another 18 years at current levels of production. 
	Graph 5:  Annual oil production
	 
	Source: CBO annual report
	The declining reserves and production coupled with the increasing extraction costs has prompted Omani government to focus on diversifying the economy to reduce the contribution of hydrocarbon sectors to its GDP to 20% by 2020. To reach its target, government is increasing its investments in the infrastructure and tourism sectors. Accordingly government has announced infrastructure and tourism projects worth nearly USD48.8bn to be implemented during the next five years. Total government spending on infrastructure and other development projects has also increased sharply, thus reflecting the seriousness towards diversification.
	Graph 6:  Investment expenditure by government
	 
	Source: CBO annual report
	To encourage privatization, the government has gradually liberalized and privatized a number of government-controlled enterprises. Revenues from disinvestments are likely to be utilized on the planned new development projects. The banking sector is likely to benefit from these planned investments with project financing expected to constitute a large part of banking sector’s activities. The non-interest income of large domestic banks, such as Bank Muscat, that are advisors to the government on divestments and restructuring projects, is also expected to increase.
	Ample liquidity
	Monetary growth in Oman has remained strong in the last few years driven by record current and fiscal account surpluses and huge infrastructure spending. 
	Graph 7:  Nominal GDP vs. M2 growth
	 
	Source: CBO annual report
	Broad money (M2) growth surpassed the nominal GDP growth during the last 2 years, growing by 1.57x and 3.78x times above the nominal GDP growth. In line with higher M2 growth, deposits and advances have also grown at an increasing pace during the last few years, averaging over 20% annually. Higher liquidity has also resulted in lowering the cost of deposits, allowing them to sustain their margins in the midst of declining loan spread.
	Record fiscal surplus to fund investment growth 
	The record high oil prices coupled with strong growth in the non-oil revenue (taxes & investment income) has given a significant boost to the overall finances of Omani government. The country has continued to show fiscal surpluses in the last 4 years and the surplus reached a record high during 1QFY08.
	Graph 8:  Fiscal surplus
	 
	Source: CBO annual report
	Higher fiscal surplus has allowed the government to sustain the infrastructure investment which is having a positive impact on the overall economic growth and thus credit demand. 
	Favourable demographics and low penetration levels
	The penetration of banking services is low in Oman, with an average population per branch of 7,300 individuals. Furthermore, the country’s population is very young with nearly 38% of the population under the age of 14 years. This young and attractive segment is expected to enter the workforce within the next 10 years, creating a large and lucrative target market for banks. Also, on account of increased investments in the country, employment levels have risen, boding well for retail banking. 
	Graph 9:  Oman’s demographics
	 
	Source: CBO annual report
	Banking Industry - Growth Assumptions
	As explained earlier, we expect strong GDP growth driven by higher oil prices and higher demand for credit on the back of huge infrastructure spending to keep the Omani banking sector on the growth trajectory in the next few years. The following table presents our growth assumptions for the overall banking sector in Oman for the next few years.
	Table 2: Oman Banking sector forecast
	  Source: SICO Research
	The M2 growth has surpassed the nominal GDP growth rate over the last 2 years due to excess liquidity in the market (owing to huge current & fiscal account surplus) and higher infrastructure spending by the government. Money supply growth during 2006 and 2007 remained 1.5x and 3.5x times the nominal GDP growth rate and we expect this trend (though at a lower level) to continue at least for the next 3 years owing to the continuation of infrastructure spending and record surpluses. Moreover, the low credit penetration will also provide room for above average credit growth. We have assumed M2 growth to remain 1.5x time the nominal GDP growth rate for the period 2008-2010. Post 2010, the growth is assumed to normalize at around the assumed sustainable nominal GDP growth rate of 6.0%. Advances and deposit growth has been assumed more or less close to M2 growth rate.  
	Annualized M2 growth of 39% during 1Q2008
	As per the latest figures released by the Central Bank of Oman, M2 growth during 1Q2008 has remained at a healthy 9.7%, translating into an annualized growth of around 39%. Advances also showed healthy growth at over 9.5% (38% annualized) while deposits grew by 12.0% (48% annualized). Such high growth has been achieved on the back of record fiscal surplus which reached RO870mn during 1Q2008 as compared to RO434mn during whole of 2007.
	Decline in interest rates in line with US interest rates
	With a sharp decline in US interest rates owing to sub-prime crisis, the overall interest rates in Oman has also followed suit.
	Table 3: Interest rate movement during 1Q2008
	 
	Source: Company reports
	On average, the deposits and lending rates declined by around 35-40 bps. The decline in overnight rates was rather steep at 67bps which was necessitated due to the currency peg.    
	 Valuation methods
	For valuing Omani banks, we have used the following 3 valuation methods. The methods and broad assumptions are explained below.
	 Justified PBV multiple  
	We have calculated justified price to Book Value (PBV) multiple based on the formula (ROE-g / Ke-g) using our assumption for sustainable ROE for various banks. The assumptions for terminal growth rate (g) and cost of equity (Ke) are explained below.
	 2 stage Dividend Discount method
	 We have forecasted the dividend payout during the next four years (2008-2011) based on our detailed forecasts and estimated payout ratios. We have used our assumption for terminal growth rate to arrive at the terminal value after the four year forecast period. We have discounted back the terminal value and the forecasted dividends, to arrive at the fair value of the stock. 
	 Residual Income method 
	 We have calculated the residual income by deducting capital cost (discount rate * beginning BV) from the forecasted net profits. Terminal value is arrived at by deducting the terminal year forecasted book value from the product of terminal year book value and the  justified PBV multiple. Finally the fair value has been arrived by adding the discounted residual income, current book value and discounted excess over book value.
	For all three methods, we have provided a sensitivity table depicting the impact of changes in major assumptions on fair value. The final valuation has been arrived at by taking a simple average of the aforementioned three methods. Following section is an explanation of some of the main assumptions used in the valuation methods.
	Cost of equity
	Our cost of equity estimates have been derived using the CAPM method, taking a risk free rate of 4.25% which is the average of 10 year and 30 year US treasury yields. The average of the two yields is taken since the US interest rates are likely to go up in the near future owing to record inflation. Equity risk premium is taken as 5.81% based on Oman’s Sovereign rating and spreads on sovereign debt for such a rating. The debt spread is adjusted by a factor of 1.5 to arrive at the equity spread.
	Terminal growth rate
	We believe that Oman’s real GDP growth rate may stabilize at about 2.5-3.0% in the long run once the high-growth phase is over. Assuming an inflation rate of close to 2.5-3.0% means that a nominal GDP growth rate of 5.0% seems justifiable for Oman in the long run. 
	Table 4:  Valuation assumptions
	 
	Source:  SICO Research
	* The terminal growth rate is assumed to be higher in Bank Muscat’s case due its presence in high growth emerging countries like India & Pakistan.
	Key risks
	Decline in oil prices
	As is the case with most GCC countries, record high oil prices have been a major driver of Oman’s economy in the last few years. Though the government has taken steps to reduce its dependence on oil, it still contributes a substantial portion of GDP (45%) and government revenue (62%). With the banking sector directly linked with the macro economic situation, the vulnerability of the banking sector to international oil prices has also increased. Therefore, any sharp decline in international oil prices has the potential of derailing the overall economic growth and affecting the Oman government’s infrastructure investment plans which will directly affect the prospect of Oman’s banking sector. 
	However on the positive side, the current account and fiscal account surpluses at current oil prices are high enough to sustain a drop of around 25-30% from these price levels without significantly affecting the economic fundamentals of Oman. 
	Substantial portion of personal loans in outstanding loans 
	Another factor that poses a risk to the banking sector is the significantly high proportion of ‘Personal Loans’ in the overall outstanding advances. As at 2007, around 40% of total loans comprised of personal loans which included mortgage/housing loans, loans for consumer durables and to a lesser extent educational loans. Some of these loans are likely to have been utilized for speculative purposes in the stock and real estate markets which are most vulnerable especially at a time of economic slowdown which is mostly accompanied by declining real estate and stock prices. 
	Graph 10:  Loans break-up
	 
	Source: CBO annual report
	Burgeoning inflationary pressures
	Although the rise in oil prices has been, on most counts, a boon for the GCC economies including Oman, it has also created major challenges to these economies, foremost being inflation. The inflationary situation in Oman has worsened over the last 6 months or so due to soaring demand, low interest rates, higher money supply growth and the resultant excess liquidity. 
	Worryingly, the Central Bank of Oman is left with few options to curtail inflation as their interest rate policy is largely determined by the US Federal Reserve by virtue of its currency peg. With lack of monetary policy independence, CBO has resorted to other options like price controls, repo rates, enhancing reserve requirement and putting restrictions on lending in order to curtail inflation. Going forward, this could become a major problem, especially in light of the huge spending plans envisaged by the government which is likely to keep money supply and liquidity high.  
	Graph 11:  Inflation trend
	 
	Source: CBO annual & monthly report
	Declining Lending spread
	The lending spread of Omani banks has gradually come down during the last couple of years due to increased competition & gradual decline in maximum lending rate on Personal loans. Increasing competition for deposits to fund loan & asset book growth has caused the deposit rates to go up, thus putting pressure on margins. On the lending side, competition from foreign players has increased the efficiency and consequently pricing of the loans.
	Graph 12:  Lending spread
	 
	Source: CBO annual report
	Spreads on USD loans, however, have improved in the last few years due to improved sovereign rating of Oman which allowed Omani banks to borrow funds at a lower cost. 
	 AHLI BANK
	Initiating with an “Over-Weight” rating - Target price RO0.336
	We initiate coverage of Ahli bank with an ‘Over-Weight’ recommendation and a target price of RO0.336. This translates into an upside potential of 26% from its current market price of RO0.266. We feel that the market is yet to price in the strong growth potential of Ahli Bank in the light of its recent foray into commercial banking, in partnership with Ahli United Bank of Bahrain. 
	Trading at lower PBV multiple despite comparable ROA
	At current market price, Ahli bank is trading at a lower PBV multiple relative to the five banks under our coverage. Though one reason for the low multiple could be low ROE (10.9% average for the last 3 years vs. 18-19% industry average), we feel that the low ROE is more a function of overcapitalization of the bank rather than mediocre operating performance. 
	Table 5:   Ahli Bank vs. Peers (Last 3 year average)
	 
	Source: SICO Research
	Despite lower ROE, the average ROA of Ahli Bank is quite comparable at around 2.1% (barring 2007 results in which the bank made substantial investment in infrastructure, average ROA comes out to be 3.3% during 2005-06 period). The current capital adequacy ratio (CAR) of Ahli bank stands at a whopping 40.9% as against CBO’s requirement of 10% and industry average of around 15%. Going forward, higher growth in assets is likely to normalize the CAR which, in turn, will boost ROE. 
	Strong 1H2008 results evidence of the positive growth outlook
	The bank posted strong results during 1H2008 both from a profitability and growth perspective. Net Interest Income grew by 88% while the deposit growth of 65% was almost three times the average of other Omani banks under our coverage. Net Interest margins also improved to around 3.2% from 2.8% during the same period last year (1H07) owing to lower cost of deposits.  Over the next 3 years, Ahli bank has ambitious growth plans for increasing its market share and balance sheet size. The plan includes a substantial increase in its branch network from the existing 7 branches to around 30 in the next 3 years.
	Earnings to grow at a CAGR of 74.2% in the next 4 years
	We expect the earnings of Ahli Bank to grow at a CAGR of 74.2% in the next 4 years on the back of 1) Improving market share 2) better interest rate spread due to lower deposit cost and improved deposit mix and 3) higher fee based income. We forecast meaningful ROE expansion from 3.9% in 2007 to 19.8% in 2011 owing to higher profitability growth and normalization of CAR with the growth in assets.
	Table 6: Forecast Summary
	  Source: SICO Research & Company reports
	 Investment arguments
	Foray into commercial Banking in alliance with Ahli United Bank
	Having performed exceptionally well in the specialized mortgage market, Ahli Bank is now all set to embark on its journey in the lucrative and fast growing commercial banking segment in Oman. The start of the journey has been nothing less than extraordinary by virtue of its tie-up with Ahli United Bank (AUB). AUB has been one of the best performing banks in the region with a sound management team and a strong track record of turnarounds and acquisitions. The alliance with AUB has provided Ahli bank access to all the technical and managerial capabilities which is likely to prove a major competitive edge for the bank. Most importantly, it will allow Ahli bank to quickly roll out various asset, and more importantly, liability products to pursue its aggressive expansion plans.
	Ambitious growth plan
	Over the next 3 years, Ahli bank has ambitious growth plans for increasing its market share and balance sheet size. The plan includes a substantial increase in its branch network from the existing 7 braches to around 30 in the next 3 years while the ATM network is planned to be increased to around 20 by year end. Aggressive hiring of quality human resource is already underway as the bank has more than doubled its workforce during the last one year. To improve service quality, the bank has already implemented a standard core banking solution operational in AUB. The bank is also in the process of refurbishing its old branches into a new standard model to reflect its new identity.
	Competing on service quality
	Realizing the importance of service quality in the banking business, the bank is putting strong emphasis on improving its service quality. This is evident from the prompt implementation of a core banking system after acquiring the commercial banking license. Moreover, the bank is also investing heavily in hiring and training its staff to meet high standards of service. Branch network is also being increased to increase access to customers while existing branches are refurbished. The ATM network is also being expanded to improve access and visibility. 
	Introduction of new liability products to reduce cost of deposits
	The cost of deposits of Ahli bank is one of the highest in the industry as, being a specialized bank, it could not target retail customers. Consequently, it had to rely on expensive time deposits for its funding. On average, time deposits comprised of 75-90% of the total deposit base of Ahli Bank as compared to the industry average of around 50%. 
	However, with the changed status of a commercial bank, Ahli bank is no longer restricted towards relying only on time deposits. Cherishing this fact, the bank is set to launch (already launched a few) innovative liability products in collaboration with AUB to grab its share of the low cost savings and current deposits. This will, in our view, have three advantages for Ahli bank. Firstly, it will allow the bank to grow its deposit base at an above average rate as the bank will be targeting a totally new class of customers. Secondly it will reduce the overall cost of deposits. Finally the increased retail clientele will allow it to cross-sell its products, thus growing the revenue base further.
	Graph 13:  Cost of deposits Ahli Bank vs. Industry
	 
	Source: CBO annual report, Company report
	As at 2007, 95% of the total deposit base consisted of time deposits. Going forward, we assume the share to decline to around 60% by 2011 as the expensive time deposits is expected to be replaced with low cost current and savings products.
	Graph 14:  Deposit mix
	 
	Source: CBO annual report, Company report
	Focus on corporate & SME segment to boost loan growth
	On the asset side, the bank’s access was restricted to the mortgage segment in the past due to its status as a specialized bank. However with the conversion into a commercial bank, the bank is now targeting corporate & SME segment to grow its asset book. The bank has already established corporate banking teams and has hired relationship managers for that purpose. Moreover, teams for SME sector have also been hired to provide customize services catering to the specific needs of the sector.
	We expect loans and advances of Ahli bank to grow at a CAGR of about 55.0% during the next 4 years, with most of the growth coming from the corporate and commercial segments. At the same time, the bank is also likely to capitalize its existing strong position in the mortgage market to further its reach and increase its market share.   
	Graph 15:  Advances growth & market share
	 
	Source: SICO Research. Company report
	Securitization on the cards
	Though very popular in the developed markets, securitization is still a relatively new term for the GCC market and no bank has, up till now, ventured into this territory. Ahli bank, being the biggest mortgage lender in Oman is in an ideal position to introduce this concept to the Oman’s market. Realizing its unique position, the bank does have plans to securitize its mortgage portfolio which will benefit Ahli bank on two fronts. Firstly, it will generate additional revenue for the bank by way of fee income, and secondly, it will allow it to meet the CBO requirement for reducing its mortgage portfolio.
	Focus on trade & Investment related business
	Another benefit that Ahli bank is likely to derive out of its alliance with AUB is the potential for participation in the trade and investment business between Oman & other GCC countries. With the expertise of AUB, Ahli bank can greatly enhance its fee based income from the trade & investment related business.
	Lowest NPL to Loan ratio
	Ahli bank has one of the cleanest loan books amongst all the banks operating in Oman. This is due to the fact that the bank was mainly involved in the personal loans and mortgage business which is generally collateralized against salary accounts of individuals and properties.
	 
	Graph 16:  NPL to Loans Ahli Bank vs. Peers
	 
	Source: Company reports
	Going forward, this ratio is likely to rise as the bank ventures into corporate, SME and commercial banking segment which generally have higher NPLs.
	A solid track record 
	Even before venturing into commercial banking, Ahli Bank (formerly Alliance Housing Bank) has always been a growth driven bank. After obtaining its license in 1997, the bank expanded aggressively into the mortgage market, taking advantage of the high economic growth. The bank more than tripled its balance sheet during the period 2002-2006, despite limitations regarding raising deposits from retail clients. Gross interest income during the same period also tripled while the net interest income grew by close to 100%.
	Graph 17:  Growth in advances & market share
	 
	Source: Company reports
	However, CBO’s decision to liberalize mortgage sector during April 2006 allowed commercial banks to enter the mortgage segment which was previously only accessible to a specialized bank like Ahli Bank. This translated into unprecedented competition, loss of market share and shrinking of net interest margin. Net Interest Income of the bank declined from RO7.2mn in 2005 to RO6.0mn in 2007 despite the size of balance sheet doubling during this period. Realizing that it would be difficult for Ahli Bank to compete in the mortgage market with all the commercial banks with better funding sources, the bank decided to venture into commercial banking to compete more efficiently. Subsequently Ahli Bank formed the alliance with Ahli United Bank, which is one of the best performing banks in the region, to benefit from their expertise. 
	Exemption for meeting CBO regulations for commercial banks
	After being converted into a commercial bank, Ahli bank will now have to comply with all the commercial banking regulations specified by CBO. One such regulation is the lending limits for commercial banks whereby a bank cannot have more than 45% of its loan book as personal loans out of which the limit for mortgage loans is 10% (recently increased from 5% previously).  
	With regards to Ahli bank, currently 85% of its loan book comprises personal & mortgage loans. For now, the bank has obtained certain exemptions from the CBO to meet those requirements and it will now have between 5-7 years to meet those requirements.
	 Valuation
	Justified Price-to-Book Value 

	Based on our assumption of sustainable growth rate (g) of 5.0%, cost of equity (Ke) of 10.1% and sustainable ROE of 19.8%, we arrived at a Justified P/BV multiple of 2.9x. Based on the projected 2008E book value it leads to a target value per share of RO0.379 for Ahli bank, which represents an upside potential of 42% from current levels.  
	Sensitivity analysis
	 
	Dividend Discount Model 

	Our DDM based fair value of the bank comes out to RO0.248, translating into a downside of 7% from current levels. We have assumed a payout ratio of 40% in 2008, gradually increasing it to 45% in 2011. Of the total fair value, 11% is contributed by discounted dividends for the next 4 years (2008-2011) while 89% is contributed by terminal value.
	  
	Sensitivity analysis
	The DDM based fair value is sensitive to changes in the discount rate and terminal growth rate assumptions, since terminal growth forms the bulk of the fair value. Therefore, we have provided sensitivity analysis of changes in these two variables on fair value below.
	 
	Residual Income method
	Our residual income based fair value of Ahli bank comes out to be RO0.382 offering an upside potential of 44% from current levels. Out of total value, 4% is contributed by discounted excess return for the next 4 years (2008-2011), 33% by current book value and 63% by excess over book value.
	 
	Sensitivity analysis

	The residual income method is quite sensitive to assumptions of ROE and terminal growth rate since the method uses justified PBV multiple for calculating terminal value. Therefore, we have provided a sensitivity analysis of changes in these two variables on fair value below.
	 
	Fair value of RO0.336; upside potential of 26% 

	As per our blended valuation approach, we have assigned equal weight to all the three valuation methods leading to a fair value of RO0.336 per share for Ahli bank, translating to an upside potential of 26% from current levels. The lower DDM value is mainly on account of projected expansion in ROE during the next 4 years, which is more appropriately captured by the other two methods.   
	 
	 Historical price performance
	Ahli bank’s stock price has underperformed both the MSM Banking & Investment index & broad MSM 30 index in the last one year. The stock has declined by 2.8% during 2008 to date as compared to an increase of 24.0% for the MSM Banking index. Similarly, the price increase of 49.7% in the last 12 month is also lower than 62.2% for the MSM Banking index and 74.5% for the overall market. 
	 
	The stock has traded in a relatively narrow band of 0.250-0.280, barring a spike which was witnessed after AUB’s announcement of its decision to purchase a strategic stake in Ahli bank.
	Graph 18: 52 week price performance 
	 
	 Source: SICO Research, Bloomberg
	Potential Triggers:
	Following factors can act as potential triggers to the stock price of Ahli Bank:
	 Strong balance sheet growth during the 2H2008 with commercial banking in full flow.
	 Strong profitability numbers expected for 2008.
	However, since the stock is trading at a significantly rich PE multiple, 77.4x 2007A EPS and 32.1x on 2008E EPS, any disappointment in earnings can affect the short term sentiments and can prove to be damaging for the stock price.
	Results reviews
	Increased competition & investment in growth taking a toll on profits
	The overall performance of Ahli Bank during the year 2007 was not all that impressive as the bank faced tough competition from commercial banks which have started to enter the mortgage market, with the change in regulation by CBO. Following table explains the major changes and reasons for the change.
	 Impressive balance sheet growth in 2007
	Notwithstanding the decline in profitability, the balance sheet growth of Ahli bank during 2007 was strong. The bank almost doubled its balance sheet size driven by deposits which more than doubled during 2007. Consequently, its market share in the overall banking sector deposits increased to 2.3% from 1.6% in 2006.
	Extraordinary growth during 1H2008
	The 1H2008 results of the bank were impressive as they performed well in all key areas. Net profit grew by 86% YoY on the back of 79% growth in revenue and higher recoveries of bad loans. Net Interest Income (NII) grew by 88% on the back of 25% increase in asset book and improvement in Net Interest Margins (NIM). Deposits grew by a whopping 65% during 1H2008 which is almost 3 times faster than the industry average mainly due to aggressive marketing of new liability products. 
	NIM improved to 3.5% from around 2.8% owing to lower cost of deposit with the launch of new liability product. 
	 
	Advances also showed healthy growth of around 32% YoY as the bank expanded its presence in the corporate banking segment. Advances to Deposits ratio of the bank also dropped to 126% from 145% at March 2008 as deposit growth outpaced the advances growth. Operating expenses almost doubled during 1H2008 as the bank invested heavily in HR, infrastructure, etc. to support its expansion plans. Consequently cost to income ratio increased to 53.5% from 36.9% in 1H2007.
	Financial Statements and Key Ratios
	 
	 
	   
	BANK DHOFAR
	Initiating with a ‘Neutral’ rating, Target price RO0.833 (adjusted for right)
	We are initiating coverage of Bank Dhofar with a ‘Neutral’ rating. The stock is the most expensive stock in our banking universe, trading at a trailing PBV multiple of 3.6x. On a PE multiple basis also, the stock is only second to Ahli Bank with a PE ratio of 17.5x & 15.9x times its 2007A & 2008E earnings. Considering the slowdown in recoveries and expected dilution in earnings and ROE after the right issue, we feel that the premium is not justified. The stock has already appreciated by close to 56% in the last one year and we see limited upside from current levels.    
	ROE to stabilize at around 18%
	The reported performance of Bank Dhofar seems quite impressive in the last 2 years with average ROE and ROA at 22.8% and 2.9% respectively. However, a close analysis reveals that both the ROE and ROA are inflated owing to the presence of several non-recurring items in profit and the higher gearing of the bank as compared to its peers. With the normalization of earnings going forward and a reduction of leverage by way of right issue, we expect ROE to normalize at around 18%.  
	RO70mn right issue to dilute earnings and ROE
	Bank Dhofar recently announced a substantial rights issue totalling RO70mn (63% of 2007A equity) to boost its capital base and fuel its future growth. The rights issue is likely to reduce the leverage of the bank which is the highest amongst the banks in our coverage. Higher leverage was also one of the contributors towards the above average ROE of the bank and hence the normalization will reduce ROE.   
	Earnings to grow at a CAGR of 16.0% in the next 4 years
	We expect earnings of Bank Dhofar to grow at a CAGR of 16.0% in the next 4 years on the back of expanding loan book in line with the industry. The bank is likely to maintain its market share in the increasingly competitive banking sector environment in Oman. The new strategy out in place to capitalize on the investment boom in Oman is likely to benefit the bank in the next few years. 
	Table 7: Forecast Summary
	 
	Source: SICO Research, Company reports
	 Investment arguments
	Non-recurring items driving earnings growth during the last 2 years 
	The stock price of Bank Dhofar has seen a strong run-up in the last couple of years due to impressive earnings growth and the resultant above average ROE. However, a detailed analysis of its earnings reveals that the earnings growth of the last 2 years were predominantly driven by non-recurring items such as gains on sale of investments and miscellaneous income. Moreover, the earnings were also boosted by lower provisioning expense owing to recoveries. 
	 
	Despite impressive bottom-line growth at 27% in the last 2 years, the growth in NII has been a moderate 12%. Moreover, the growth in fee income, which is relatively more sustainable, has also been moderate at around 18.0%. Most of the growth has bee driven by windfall gains on sale of investments and higher miscellaneous income which are not sustainable in our view.
	Leverage to decline with right issue thus reducing ROE
	Bank Dhofar is the most aggressively leveraged bank amongst our sample universe comprising of 5 Omani banks. This is evidenced by the highest Asset / Equity ratio at 8.6x and lowest Tier I ratio at 10.1% amongst the 5 banks in our coverage.
	Bank (2007 figures)
	Asset / Equity
	CAR
	Tier I
	Bank Dhofar
	8.6
	14.9%
	10.1%
	Bank Muscat
	6.7
	15.2%
	12.6%
	Oman International Bank
	6.7
	15.5%
	14.6%
	National Bank of Oman
	6.3
	16.8%
	15.2%
	Ahli Bank
	3.8
	40.9%
	39.6%
	Despite higher leverage and lower equity levels, the CAR of Bank Dhofar is quite comparable at 14.9% due to the higher proportion of Tier II capital. However, with the announcement of a substantial rights issue of RO70mn (63% of equity in 2007), the leverage is likely to drop to 7.0x in 2008. This will directly reduce the ROE, keeping all other things constant. 
	ROE & ROA to normalize as leverage decline and earnings normalize
	After normalization of earnings post 2007 and accounting for the impact of reduced leveraged after the right issue, we feel that that ROE & ROA of the bank is likely to stabilize at around 16-17% and 2.3-2.4% respectively, in line with the industry average. This is also inline with the historical levels of the bank itself.
	Graph 19:  ROE & ROA 
	 
	Source: SICO Research, Company reports
	Increase in market share during 1Q2008
	After a three year losing streak, Bank Dhofar started the year 2008 on an aggressive note with an approximately 30 bps gain in market share in deposit, advances and assets.   
	Graph 20:  Market share
	 
	Source: Company reports
	Going forward, we have assumed the balance sheet growth of Bank Dhofar to be in line with the overall industry. 
	Improving deposit mix
	With increased investment in technology infrastructure and expansion of branch network over the last few years, the bank has steadily improved its deposit structure. 
	Graph 21:  Changing Deposit Mix
	 
	Source: Company reports
	The current and savings accounts (CASA) ratio of the bank improved from 40% in 2004 to 47% in 2007 and further to around 56% in 1Q2008. This has allowed the bank to keep its deposit cost under control and consequently maintain spread in the wake of declining loan spread. 
	Major changes in organizational structure to target corporate sector
	To capitalize on the investment boom in the Oman’s economy, the bank has devised a comprehensive strategy to cater to the big corporate clients. As per the new organizational structure of the bank designed by the management consultant firm Booz-Allen Hamilton, a new wholesale Banking Group has been created that will encompass the Corporate Banking Department, Project Finance & Syndications Department, Small & Medium Enterprises (SME) Department and the Remedial, Trade Finance Sales and Corporate Advisory & Structured Finance Departments. The said structure has been created in order to provide the full range of corporate services under a single umbrella. The bank has completed all the necessary hiring to support the new structure.  The bank is relying on its wholesale banking group to fuel its future growth and to capture its fair share of the USD49bn projects to be completed in Oman in the next 5 years. 
	Project Finance & Syndications Department 
	The Project Finance & Syndication team at Bank Dhofar has also been active over the last couple of years and has contributed generously towards its profitability. Over the years the Bank has participated in several important local projects as given below.
	o Sohar Refinery LLC 
	o Oman India Fertilizer Company LLC
	o Sohar Aluminum
	o Oman LNG
	o Oman Gas
	o Salalah Port
	o Oman Refinery expansion
	o Four power & water projects
	Going forward, the bank plans to increase its participation in the various infrastructure, oil & gas and tourism projects announced by the government of Oman in the next 5 years. In addition, the bank is also eyeing to pursue cross border deals by collaborating with various other banks across the region.
	Major initiatives taken in consumer banking group 
	Bank Dhofar is also a very strong player in the consumer segment with consumer loans comprising of almost 37% of the total loans as of end 2007. During 2007, the Bank continued its growth and expansion strategy strengthening its distribution channels with the addition of more branches, ATMs and Deposit & Bill payment Machines (DBPMs). The year 2007 saw the addition of 2 new branches at Falaj Qabail (Batinah region) and Al Khuwair Ministries Area (Muscat region), 4 ATMs ( 2 offsite ATMs in Buraimi and Salalah) and 2 more Deposit & Bill Payment Machines at Ruwi and Jalan Bani Bu Ali. The year ended with 49 branches, 85 ATMs and 8 DBPMs. 
	The bank also launched a number of new products in 2007, both on the asset and the liability sides. The year saw the growth of Bank Dhofar’s flagship scheme, Al Heson savings scheme, offering bigger and better prizes to its customers. The bank also launched a new liability product in collaboration with a leading Indian bank (ICICI bank) by the name of ‘NRI Connect’ which mainly targeted the Indian population in Oman. The year 2007 also saw the introduction of Oman’s first and only Chip Credit Card that offers unparalleled security to customers by providing them with maximum protection against fraud through theft, or losses through counterfeit transactions. 
	Diversifying sources of fund to boost growth          
	Instead of relying only on customer deposits, Bank Dhofar diversified its funding sources during 2007 by seeking medium and long term dollar denominated loans. Firstly, Bank Dhofar secured a new long term subordinated debt borrowing of US$100 Million for 5 years and one month in 2007 which was jointly underwritten by ABN AMRO Bank and Emirates Bank International. In addition, the bank also arranged a new medium term borrowing of US$ 75 Million for 3 years. Though at a higher cost, the aforementioned two loans are likely to improve the maturity profile of the bank while at the same time allowing the bank to expand its balance sheet. The subordinated debt, on the other hand, will boost the CAR as part of Tier II capital, thus fuelling future growth.
	 
	 Valuations
	Justified Price-to-Book Value 
	Based on our assumption of sustainable growth rate (g) of 5.0%, cost of equity (Ke) of 9.5% and sustainable ROE of 17.9%, we arrived at a Justified P/BV multiple of 2.9x. Applying this to the projected 2008E book value yields a target value per share of RO0.919, which represents an upside potential of 12% from current levels.
	Sensitivity Analysis
	 
	Dividend Discount Model 
	Our DDM based fair value of the bank comes out to be RO0.754, translating into a downside of 0.2% from current levels. We have assumed a payout ratio of 55% during the next four years (2008-2011) considering the average payout ratio of 48% during the last 5 years and 58% in 2007. Of the total fair value, 13% is contributed by discounted dividends for the next 4 years (2008-2011) while 87% is contributed by terminal value.
	   Sensitivity analysis
	The DDM based fair value is quite sensitive to changes in the discount rate and terminal growth rate assumptions, since terminal value forms bulk of the fair value. Therefore, we have provided sensitivity analysis of changes in these two variables on fair value. 
	 
	Residual Income Method
	Our residual income based fair value of the bank comes out to RO0.835 per share offering an upside potential of 10% from current levels. Out of the total value, 10% is contributed by discounted excess return for the next 4 years (2008-2011), 22% by current book value and 68% by excess over book value.
	  
	Sensitivity analysis
	The residual income method is quite sensitive to assumptions of ROE and terminal growth rate since the method uses justified PBV multiple for calculating terminal value. Therefore, we have provided a sensitivity analysis of changes in these two variables on fair value.
	 
	Fair value RO0.833; upside potential of 10%

	As per our blended valuation approach, we have assigned equal weight to all the three valuation methods leading to a fair value of RO0.0.833 per share for Bank Dhofar, translating into an upside potential of 10% from current levels.
	   
	 
	 Historical price performance
	Bank Dhofar stock price has steadily increased during the last one year and the stock outperformed MSM Banking & Investment index during the period. However the stock underperformed compared to the performance of the broader MSM 30 index. The stock has appreciated by 21.3% YTD and 68.4% during the last one year which is higher than the 62.2% gains made by the MSM-Banking & Investment index. 
	 
	The stock price of Bank Dhofar has steadily moved upwards in the last one year with minor spikes witnessed on the back of result announcement and appointment of new CEO. 
	Graph 22: 52 week price performance 
	 
	 Source: SICO Research, Bloomberg
	Potential Triggers:
	Despite significant underperformance in the last one year or so, the operational performance of the bank remains solid. Following factors can act as potential triggers to the stock price:
	o Strong profitability and balance sheet growth numbers in 2008.
	o Acquisition or expansion by the bank in emerging or other GCC countries.
	Results reviews
	Reasonable growth during 2007
	The bank showed reasonable growth of around 13.0% during 2007 on the back of expanding asset book and the resultant growth in revenues. The rise in profitability was lower than the revenue growth mainly on account of higher provisioning.
	NIM declined to 4.3% in 2007 from 4.7% in 2006 on account of bank diversifying its funding sources and going for expensive international debt (subordinated debt of USD100mn and medium term syndicated borrowing of USD75mn). Although these borrowings have come in at a relatively higher cost than deposits, it has diversified the bank’s loan book and has allowed it to grow faster. Balance sheet growth was slightly lower than the industry, resulting in the bank loosing market share.
	  Growth momentum picked up during 1H2008
	After showing steady growth during the past 3 years, the growth momentum of Bank Dhofar picked up sharply during 1H2008. Total revenue of the bank grew by an impressive 53% on the back of 34% growth in Net Interest Income (NII) and 116% growth in Non-Interest Income. The performance for 2Q2008 was even more impressive with 41% growth in NII and 193% growth in Non-Interest Income.
	NII grew on the back of 16% growth in asset book during 1H2008 which was driven by a healthy 19% growth in deposits. Advances of the bank grew by a whopping 27% which led to an improvement in NIM to 4.0% during 1H2008 from 3.5% in 1Q2008. Admin cost increased by 29% which is lower than the revenue growth rate.
	 
	Financial Statements and Key Ratios
	 
	 
	 
	BANK MUSCAT
	Raising our target price to RO2.139, maintain ‘Over-weight’ rating
	We continue to remain bullish on Bank Muscat and maintain our ‘Over-weight’ rating. We have raised our target price to RO2.139 to capture the better than expected performance of Bank Muscat since our last report. With an expected average earnings growth of 22.2% during the next 4 years (2008-2011) and an average ROE of 20.6%, the fundamentals of Bank Muscat continue to remain strong. Moreover, the stock is also available at an attractive price, providing an upside potential of 30% from the current price.  
	Earnings growth momentum to continue
	Bank Muscat is expected to continue its earnings growth momentum in the coming years. Having a strong position in the Oman’s banking industry, the bank is expected to benefit from the strong GDP growth potential of the Omani economy. We expect Bank Muscat to maintain its market share in Oman’s banking industry and forecast an average loan growth of 15.6% during the next 4 years.   
	Equity investments in international banks to provide diversification  
	During 1Q2008, the bank further increased its presence in the South Asian region by acquiring 40.17% stake in SaudiPak Commercial Bank (a mid sized commercial bank in Pakistan) for a total consideration of RO36.63mn. With this acquisition, Bank Muscat now has investments in a total of 3 banks each in India, Pakistan & Bahrain. These international investments will allow the bank to capture growth in these regions and at the same time will provide diversification to its profit stream. 
	Table 7: Forecast Summary
	  Source: SICO Research
	 Investment arguments
	Strong foothold in Oman’s banking industry
	Bank Muscat is inarguably the biggest and most established player in Oman’s banking industry. Having a market share of more than twice its next competitor, Bank Muscat has been able to guard its competitive position extremely well over the last few years. Despite a very high base, the bank has been able to increase its market share in the overall advances in the last 3 years, due to its aggressive strategy and strong product line. 
	Graph 23:  Advances growth & Market share
	 
	Source: Company reports
	The bank has the highest number of branches in Oman (113 as at 1Q2008) and a comprehensive product mix covering corporate & consumer sectors, investment banking & corporate finance, treasury and more recently SME sector as well. The bank also has the largest number of ATMs installed in Oman which is increasing at a steady pace.
	Diversification into Asset Management & Brokerage
	Over the last few years, Bank Muscat has expanded into diversified areas like asset management & brokerage which are relatively new to Oman’s market. This has diversified the revenue stream of the bank thus making it less dependent on interest income and giving the bank access to one of the fastest growing areas. Having gained first mover advantage, the bank is now in an ideal position to expand its reach and increase its penetration in these fast growing and lucrative areas. 
	During 2007, the brokerage team launched regional and Indian trading desks to cater to the requirements of its clients who want to trade in the regional and Indian markets. The bank is planning to expand this initiative next year in conjunction with the expansion in research coverage to include other markets.
	Going forward, management fees from mutual funds and commission income from brokerage business is likely to grow significantly, thus contributing to the overall profitability of the bank. 
	Major Player in investment banking and corporate finance
	Notwithstanding its stronghold in the commercial and retail banking area, Bank Muscat is also a very active player in the investment banking and corporate finance area. The bank has one of the strongest teams in corporate finance active in project finance, syndicated loans and equity financing. In project finance, the bank has played an integral part in several large-scale financial closures. These include projects in sectors such as Oil and Gas, LNG & chemical carriers, Petrochemicals, Power, Water and tourism, etc. In addition, the bank has also participated in several overseas syndicated transactions.  
	The Corporate Finance & Advisory team (CFA) continued to strengthen its leadership position in the local and regional markets. Over the last three years, the unit has been involved in transactions exceeding USD7.7bn in the local market. Moreover, during 2007, the bank also initiated transactions in UAE, Qatar and Saudi expanding its regional reach. Following are some of the major deals done by the bank during 2007
	 Conceptualized and placed the Oman Integrated Tourism Projects Fund with a total size of USD135mn. It was the first fund of its type and was focused on promoting the Integrated Tourism and related real estate projects in Oman.
	 Raised equity & debt financing to the extent of USD170mn for the expansion of the USD300mn petrochemical project of Octal Petrochemicals. 
	 Closed the financial advisory mandate for raising USD22mn for setting up of a PET recycling project in Fujirah, UAE.
	 Advised Gulf Energy Corporation (a subsidiary of Oman Investment Corporation) for securing non recourse financing for two of GEC’s projects totalling USD42mn.
	 Currently advising government owned Botswana Power Corporation (BPC) for a 600 MW power project in Botswana. The size of the transaction is expected to be over USD800mn and it has generated strong international interests.
	Graph 24: Revenue break-up
	 
	Source: Company Reports
	International diversification
	Bank Muscat is one of the very few banks in Oman that is aggressively looking for opportunities for international diversification. Realizing that the Oman market is relatively small due to its small population and also to diversify its income base, the bank has ventured into the big markets in the South Asian region by acquiring stakes in several banks in India and more recently in Pakistan. 
	Table 8: Investment in subsidiaries & associates
	 Source: SICO Research
	In addition to the aforementioned investments, the bank is also planning to expand into other GGC countries by opening branches in respective countries. The bank has already opened a branch in Saudi Arabia and is planning to add two more branches this year. Moreover, the bank has also applied for a branch license in the fast growing markets of Kuwait, Qatar & the UAE. 
	Going forward, the bank has set an ambitious target of deriving 25% of income from international operations. We feel that Saudi operations are likely to play a major role in achieving this target owing to its huge size and growth prospects. As per our estimates, Saudi operation has the potential to contribute as much as 6% to the total net interest income by 2011 even if it is able to achieve only 0.5% market share. 
	Clean loan book
	Despite almost a twofold increase in its loan book in the last 5 years, the overall Non-performing loans of Bank Muscat have actually declined. Consequently, NPL to Loan ratio improved significantly from 8.4% in 2003 to 2.7% in 2007, which is one of the lowest in the Omani banking industry. 
	Graph 25:  Decline in Non Performing Loans (NPL)
	 
	Source: Company reports, SICO Research
	Valuations
	Justified Price-to-Book Value 

	Based on our assumption of sustainable growth rate (g) of 6.0%, cost of equity (Ke) of 10.6% and sustainable ROE of 21.9%, we arrived at a Justified P/BV multiple of 3.4x. Applying it on the projected 2008E book value yields a target value per share of RO2.168 for Bank Muscat, which represents an upside potential of 32% from current levels.
	Sensitivity Analysis
	 
	Dividend Discount Model 

	Our DDM based fair value of the bank comes out to be RO1.894, offering an upside potential of 15% from current levels. We have assumed a payout ratio of 55% for the period 2008-2011 considering the average payout ratio of 52% over the last 5 years. Of the total fair value, 14% is contributed by discounted dividends for the next 4 years (2008-2011) while 86% is contributed by terminal value.
	   
	    Sensitivity analysis
	The DDM based fair value is quite sensitive to changes in the discount rate and terminal growth rate assumptions, since terminal growth forms bulk of the fair value. Therefore, we have provided sensitivity analysis of changes in these two variables on fair value. 
	 
	Residual Income method
	Our residual income based fair value of Bank Muscat comes out to be RO2.355 (per share) offering an upside potential of 43% from current levels. Out of total value, 11% is contributed by discounted excess return for the next 4 years (2008-2011), 25% by current book value and 65% by excess over book value.
	 Sensitivity analysis
	The residual income method is quite sensitive to assumptions of ROE and terminal growth rate since the method uses justified PBV multiple for calculating terminal value. Therefore, we have provided a sensitivity analysis of these two variables to changes in fair value.
	 
	Fair value RO2.139; Upside potential of 30%
	As per our blended valuation approach, we have assigned equal weight to all the three valuation methods leading to a fair value of RO02.139, per share for Bank Muscat, translating into an upside potential of 30% for Bank Muscat from current levels.   
	 
	 Historical price performance
	Bank Muscat’s stock price has significantly underperformed both the MSM Banking & Investment index & broader MSM 30 index during the last one year, despite strong operational performance. One reason for the underperformance could be strong performance in 2006 where the stock price almost doubled. 
	 
	The stock has been a major underperformer in 2008 as well (year to date) whereby the stock price has declined by around 8.8% as compared to an increase of 24.0% for MSM-Banking index. 
	Graph 26: 52 week price performance
	 
	 Source: SICO Research, Bloomberg
	Potential Triggers:
	Following factors can act a potential triggers to the stock price of Bank Muscat:
	 Strong revenue growth and increase in market share during 2008.
	 Recoveries of bad loans which could boost the profitability during 2008.
	However considering the rich multiples, any disappointment in earnings can lead to a decline in stock price. 
	Results reviews
	Growth momentum continued during 2007
	The year 2007 was another impressive year for Bank Muscat where the bank performed well on all grounds. The bank showed healthy profit growth while at the same time increased its market share in the Omani banking industry. 
	 
	1H2008 result review
	Bank Muscat continued its growth momentum in 2008 with a handsome 44% in net profits during 1H2008. Total revenue grew by 44% on the back of 26% growth in NII and 106% growth in Non-Interest Income. Although some of the increase in non-interest income is due to unsustainable items like gain on investment (+584% YoY), a 72% increase in fee & commission income was still encouraging.
	Total assets of the bank grew by a handsome 19% during 1H2008 on the back of 21% increase in customer deposits and 47% increase in bank deposits. Advances growth at 19% was also inline with the overall asset growth rate.       
	 
	Acquisition of Saudi Pak Commercial Bank
	In line with its strategy of expanding internationally, Bank Muscat completed an acquisition of a strategic stake of 35% (post right issue by the bank) in SaudiPak Commercial Bank which is a mid sized public limited bank engaged in banking services in Pakistan. Total consideration paid to acquire 200,899,633 shares of SPCB along with transaction costs amounted to RO36.63mn. The investment was made in a consortium with Sinthos Capital, Nomura Group and International Finance Corporation (IFC). 
	Not to be beneficial in the short run
	Although the acquisition is in line with the bank’s strategy of expanding its global reach and diversifying its revenue base, we feel that the timing and the selection of the market is a little off. 
	Pakistan’s banking sector has seen a bull run in the last 5 years thanks to high economic growth and reforms taken by the government. However, the macro economic fundamentals have taken a turn for the worse in the last year or so with high current account deficit (9.0% of GDP) high fiscal deficit (6.5-7.0% of GDP) and high inflation (running at a 30 year high of 21.0%).
	The banking sector in Pakistan is going to be directly affected by these negative developments and hence we feel that the next 2-3 years will be difficult for the sector. In such a scenario, it will be very hard for a mid sized bank like SaudiPak to compete and hence we don’t see Bank Muscat deriving any meaningful benefit out of its purchase of this Pakistan bank in the next 2-3 years. However, the purchase has given Bank Muscat strategic access to a developing country which may turn out to be beneficial in the long run, provided the economic situation gets a little better.
	Financial Statements and Key Ratios
	 
	  
	 
	NATIONAL BANK OF OMAN
	Initiating with a ‘Neutral’ rating, Target price RO 0.683
	We are initiating coverage of National Bank of Oman (NBO) with a ‘Neutral’ rating. The bank has seen a virtual turnaround in performance in the last 3 years after the transfer of management to Commercial Bank of Qatar. Impressive growth in revenues and substantial recoveries brought the bank back to the green zone with net profit reaching RO44.0mn during 2007 as compared to a loss 3 years ago. However, trading at a PE & PBV multiple of 15.3 & 2.6x times based on 2008E EPS and BV, the stock is pricing in all the positives, in our view. Accordingly we initiate our coverage of NBO with a ‘Neutral’ rating.  
	Growth to be in line with the industry
	After 3 years of consolidation and loan book clean-up which saw a sharp decline in market share, the bank is now all set to grow its balance sheet and loan book. The market share of NBO in overall loans portfolio of Omani banking sector declined from 14.8% in 2004 to 13.9% in 2007 while the deposit market share declined to 14.4% in 2007 from 17.6% in 2004. Going forward, the market share of the bank is assumed to remain constant as the bank utilizes the expertise of Commercial Bank of Qatar in the increasingly competitive banking sector environment of Oman.   
	ROE to decline as recoveries dry out
	Thanks to substantial recoveries on bad loans, NBO was able to post impressive return ratios and earnings growth in the last 3 years. However, with NPLs declining and lower provisioning expenses in the last few years, the recoveries are likely to dry out going forward. This will also reduce the ROE from its current level of 21.7%. We forecast ROE to stabilize at around 19.0%in the foreseeable future.  
	 
	Earnings growth to at a CAGR of 10.4% 
	We expect earnings of the bank to grow at a modest CAGR of 10.4% in the next 4 years (2008-2011) mainly due to decline in recoveries. Revenue growth is expected to be a handsome 17.3% on the back of 15.5% growth in NII and 21.8% growth in non-interest income.      
	Table 9: Forecast Summary
	 
	Source: SICO Research
	 
	Investment arguments
	Leveraging the expertise of Commercial Bank of Qatar
	The alliance with the Commercial Bank of Qatar (CBQ) has proved to be a major boon for National Bank of Oman. The bank has seen a virtual transformation in performance during the last 3 years with net profits increasing to RO44.6mn in 2007 from a little over RO5.0mn in 2004 (a CAGR of 104%). Impressive growth in both interest and particularly non-interest income coupled with huge recoveries led to this growth in profitability.
	Graph 27:  Net Income & Net Interest Income growth
	  
	Source: Company reports
	Going forward, the bank is planning to further consolidate its position in Oman’s banking industry by leveraging the capabilities of CBQ.  NBO’s Corporate Banking and Capital Markets (CBCM) division will continue to work closely with Commercial Bank of Qatar in attempting to facilitate a cross-border flow of business for mutual clients and supporting NBO where the Bank’s credit policies require the Bank to seek support. Strategically, it has also acted to provide advice on business and functional issues within the CBCM Group and we would see this developing further over the next 12 months and beyond.
	On the same basis NBO is currently piloting the retail internet banking solution and expects to launch this to its customer base in early 2008. The working team, established by both banks to make recommendations for additional synergies has continued to expand its activities and has achieved a solid working relationship between the two organizations. 
	The focus continues to be on technology and customer fulfilment, with a wider remit to look at all areas within the two organizations requiring technology support. One specific area of focus has been the implementation of a program to add value to both organizations by establishing a project management methodology and discipline on all projects within the two organizations. 
	Loan book cleaned and legacy loans done away with
	Thanks to major recovery efforts coupled with substantial write-down, the bank has been able to bring down its Non-performing loans ratio to a more reasonable level of 7.7% from 37.6% in 2003. 
	Graph 28:  Non performing loans status
	 
	Source: Company reports
	Substantial recoveries were made through restructuring of loans while at the same time the legacy loans which were fully provided for were written down.  
	Better revenue mix from due to higher fee income  
	Counting on the expertise of CBQ and the resultant cross border deal flow, NBO has become a major player in the lucrative corporate finance and investment banking area. Fee and commission income has more than doubled in the last 3 years (RO6.4mn in 2007 vs. RO3.1mn in 2003). Moreover, the income from other sources such as treasury operations, service income and gain from treasury bills & other govt. securities have also seen marked improvements. Consequently, the revenue mix has improved for the better with the bank now relying less on interest income.
	Graph 29:  Revenue break-up
	 
	Source: Company reports
	ROE to come down with the decline in recoveries
	Recoveries from bad loans (for which provisions were booked earlier) have been one of the main drivers of earnings and return ratios for NBO over the last 3 years. Net provisioning of the bank has been negative in the last 3 years which, in turn, has inflated the ROE and ROA numbers. 
	Graph 30:  Net provisioning
	 
	Source: Company reports
	Going forward, with recoveries slowing down, the ROE is likely to normalize at around 19-19.5% from 21.5% in 2007. 
	Graph 31:  Historical & projected ROE
	 
	Source: Company reports, SICO Research
	Improving efficiency with restructuring and rightsizing 
	The operating efficiency of NBO has improved significantly in the last 3 years with the restructuring and rightsizing efforts made by the bank. 
	Compared to revenue growth of around 20% CAGR during the last 3 years operating expenses grew by a much lower 12% during the same period leading to significant improvement in the Cost to Income ratio.
	Graph 32:  Cost to Income
	 
	Source: Company reports
	Going forward, we expect further improvement in efficiency as revenue growth is likely to surpass the operating cost.  
	Valuations
	Justified Price-to-Book Value 

	Based on our assumption of sustainable growth rate (g) of 5.0%, cost of equity (Ke) of 9.8% and sustainable ROE of 18.7%, we arrived at a Justified P/BV multiple of 2.8x. Based on the projected 2008E book value NBO’s target value per share works out to RO0.684, providing an upside potential of 4% from current levels. 
	Sensitivity analysis
	 Dividend Discount Model 
	Our DDM based fair value of the bank comes out to RO0.586, translating into a downside of 7.5% from current levels. We have assumed a payout ratio of 40% in 2008 & 45% for 2009, gradually increasing it to 50% with improving profitability and capitalization ratios. Of the total fair value, 14% is contributed by discounted dividends for the next 4 years (2008-2011) while 86% is contributed by terminal value.
	   Sensitivity analysis
	The DDM based fair value is quite sensitive to changes in the discount rate and terminal growth rate assumptions, since terminal value forms bulk of the fair value. Therefore, we have provided sensitivity analysis for changes in these two variables on fair value. 
	 
	Residual Income method

	Our residual income based fair value of the bank comes out to be RO0.754 offering an upside potential of 19% from current levels. Out of total value, 11% is contributed by discounted excess return for the next 4 years (2008-2011), 29% by current book value and 60% by excess over book value.
	 
	Sensitivity analysis
	The residual income method is quite sensitive to assumptions of ROE and terminal growth rate since the method uses justified PBV multiple for calculating terminal value. Therefore, we have provided a sensitivity analysis of these two variables to changes in fair value.
	 
	Fair value RO0.675; upside potential of 8%
	As per our blended valuation approach, we have assigned equal weight to all the three valuation methods leading to a fair value of RO0.675 per share of NBO, translating into an upside potential of 8% for the bank from current levels.    
	 
	 Historical price performance
	National Bank of Oman’s stock price has significantly underperformed both the MSM Banking & Investment index & broad MSM 30 index in the last one year by 34.8% and 47.0% respectively.  
	 
	The stock price of NBO has exhibited extreme volatility in the last one year with the stock reaching as high as RO0.925 before reverting back to current levels. On an YTD basis, the stock has remained almost flat underperforming the MSM banking index which has appreciated by around 24% during this period. 
	Graph 33: 52 week price performance
	 
	 Source: SICO Research, Bloomberg
	Potential Triggers:
	Expansion into other GCC markets or emerging markets in collaboration with Commercial Bank of Qatar or alone can act as a potential trigger for NBO. However we do not see this happening in the near term.
	Result reviews
	Impressive growth in 2007 on the back of recoveries 
	The bank posted impressive bottom-line growth of 47% during 2007 on the back of significant growth in revenues and a substantial increase in recoveries (bad loans). Revenue grew at an impressive 24% on the back of an almost 50.0% rise in non-interest based income and a moderate 11.3% growth in Interest Income. 
	Investment banking activities and cross border trade flows, especially between Qatar and Oman, helped the bank to grow its fee income by 83.0% whereas higher activity in the treasury and the FX market boosted exchange income. In addition, service charges and gains on T-bills also continued their growth momentum.
	 
	Slowdown in recoveries affecting growth rates
	National Bank of Oman posted a healthy net profit growth of 16% YoY during 1H2008 on the back of strong growth in non-interest income (+64% YoY) and a more moderate growth of in NII (+18% YoY). Higher fee & commission income (+81% YoY) coupled with strong gains on sale of investments & T-bills were the main drivers of the non-interest income. Recoveries from bad loans slowed down sharply with net recoveries of RO0.22mn as compared to RO4.75mn during the same period last year. 
	Performance on the balance sheet was quite strong with a 17% rise in assets during 1H2008 mainly fuelled by a 26% growth in deposits. Advances growth was also impressive at around 29% YoY. 
	 
	 Financial Statements and Key Ratios
	 
	 
	 
	OMAN INTERNATIONAL BANK
	Initiating with a ‘Neutral’ rating, Target price RO 3.992
	We are initiating coverage of Oman International Bank (OIB) with a ‘Neutral’ rating. Trading at a PBV and PE multiple of 1.8x & 11.3x on 2008E BV and forecasted EPS, the stock is the cheapest amongst the banks in our coverage. However, mediocre growth prospects, low earnings quality and bleak outlook in the light of stiffening competition from other players justify the discount, in our view.
	Major loser in an increasingly competitive scenario
	We feel that OIB is going to be one of the major casualties in the increasingly competitive banking sector in Oman. The bank has consistently lost market share in the last 4 years and we believe this trend is likely to continue in the absence of any turn-around strategy. The 1Q2008 results also provide testimony to our argument as the bank lost about 50-80 bps in market share in advances, deposits and assets during just one quarter as the growth lagged behind that of overall industry.
	ROE to decline with the decline in recoveries 
	Thanks to substantial recoveries on bad loans, OIB was able to post impressive return ratios and reasonable earnings growth. However, with NPLs declining in absolute levels and lower provisioning expenses in the last few years, the recoveries are likely to dry out going forward. This will directly affect ROE which, until now, has been at a respectable 18-19% level. We forecast ROE to stabilize at around 14-14.5% level.  
	 
	Earnings growth to be a paltry 1.5% in the absence of recoveries
	The core interest income of the bank declined during 2007 as well as 1Q2008. However, the bottom-line was supported by recoveries of NPLs and non-sustainable gains on sale of investment. Going forward, in the absence of these two items, we don’t see much growth in bank’s earnings. 
	Table 10: Forecast Summary
	 
	Source: SICO Research
	 
	 Investment arguments
	Declining market share amidst stiff competition
	Over the last couple of years, OIB has not been able to keep pace with the growth in the Oman’s banking sector. The bank has consistently lost market share every year to more aggressive and competitive local and foreign players. 
	Graph 34:  Decline in market share
	 
	Source: Company reports
	From 12.4% in 2002, the market share in advances declined to 8.6% in 2007 and further to 8.0% during 1Q2008. Similarly, the decline in deposit and asset market shares has also been equally sharp. The major reason for the declining market share has been stiffening competition from more aggressive local players like Ahli Bank and Bank Muscat. Moreover, the opening of the sector to foreign players also intensified competition, for which the bank was not prepared.
	Extrapolating from the 1Q2008 results, we don’t see the trend changing much going forward. We feel that OIB will be a major loser in the increasingly competitive banking environment in Oman and consequently will continue to lose market share. We forecast the market share of the bank to stabilize at around 6-6.2% in advances in 2011 from 8.0% level in 1Q2008.
	 
	NPL recoveries driving earnings growth 
	OIB has reported good profitability numbers over the last few years, despite mediocre operational performance and a significant decline in market share. The primary reason for the apparently impressive performance has been substantial recoveries of bad loans recorded during the late 90s and early 2000.  
	After recording huge provisioning during 2001, the net provisions of OIB have fallen sharply owing to significant recoveries. In fact, the net provisions have been negative in the last 3 years as recoveries outpaced provisioning. This has resulted in an inflated profitability figure as well as return ratios such as ROE and ROA. 
	Graph 35:  Negative net provisioning in the last 3 years 
	 
	Source: Company reports
	Falling NPL levels both boon & bane
	Over the last couple of years, OIB has been pretty successful in curtailing its non-performing loans portfolio through recoveries and write-offs. The NPLs have declined both in absolute levels as well as a percentage of loans basis which is quite commendable.   
	Graph 36:  Substantial decline in Non-performing loans
	 
	Source: Company reports
	Although the decline in NPLs has been a positive sign, it would also mean that OIB will now have less room to book recoveries going forward. This will negatively impact the bottom-line since it has been a major contributor towards profitability in the last few years.            
	Mediocre growth in NII and Fee based income
	Unlike its peers in the Oman banking industry, the revenue growth of OIB has been very modest with both interest income and non-interest income growing at below average rate.
	Graph 37:  Net Interest Income growth trend
	 
	Source: Company reports
	NII of the bank has grown at a paltry CAGR of 4.5% in the last 5 years while non-interest income growth has also been equally disappointing at 5.3%. 
	Graph 38:  Non-Interest Income growth trend
	 
	Source: Company reports
	ROE to stabilize at 14.0-14.5% from inflated historical levels
	Over the last 5 years, average ROE and ROA of OIB has stood at 17.6% and 2.6% respectively which is at the higher end of the industry average. However, as explained earlier, most this is being contributed by NPL recoveries which are not sustainable. Going forward, with the inevitable slowdown in NPL recoveries coupled with the anticipated decline in market share due to competition, we foresee ROE stabilizing at around 14.5% level while ROA will stabilize at around the 2.0% level.
	Graph 39:  ROE & ROA to normalize
	 
	Source: Company reports, SICO Research
	  
	 
	 Valuation
	Justified Price-to-Book Value 

	Based on our assumption of sustainable growth rate (g) of 5.0%, cost of equity (Ke) of 9.9% and sustainable ROE of 14.5%, we arrived at a Justified P/BV multiple of 1.9x. Applying it on the projected 2008E book value yields a target value per share of RO4.066 for OIB, which represents an upside potential of 6% from current levels.
	Sensitivity Analysis
	 
	Dividend Discount Model 
	Our DDM based fair value of the bank comes out to be RO3.797, translating into a downside of 1% from current levels. We have assumed a payout ratio of 55% for the period 2008-2011 considering the average payout ratio of 77% over the last 5 years. Of the total fair value, 16% is contributed by discounted dividends for the next 4 years (2008-2011) while 84% is contributed by terminal value.
	  Sensitivity analysis
	The DDM based fair value is quite sensitive to changes in the discount rate and terminal growth rate assumptions, since terminal growth forms bulk of the fair value. Therefore, we have provided sensitivity analysis for these two variables. 
	 
	Residual Income method
	Our residual income based fair value of the bank comes out to be RO4.112 offering an upside potential of 7% from current levels. Out of total value, 9% is contributed by discounted excess return for the next 4 years (2008-2011), 47% by current book value and 43% by excess over book value.
	 
	Sensitivity analysis
	The residual income method is quite sensitive to assumptions of ROE and terminal growth rate. Therefore, we have provided a sensitivity analysis of these two variables below.
	 
	Blended Valuation

	As per our blended valuation approach, we have assigned equal weight to all the three valuation methods leading to a fair value of RO 3.992, providing an upside potential of 4% for Oman International Bank from current levels.    
	 
	 Historical price performance
	Oman International Bank’s stock price has underperformed the MSM Banking & Investment index & broad MSM 30 index in the last one year by -7.2% and -19.5% respectively.  
	 
	The recent performance of the stock has been relatively better where the stock has outperformed the overall market and banking sector scrips.
	Graph 40: 52 week price performance
	 
	 Source: SICO Research, Bloomberg
	Result reviews
	Losing streak continued during 2007
	The 2007 results of the bank were not impressive with a decline in NII, loss of market share and mediocre bottom-line growth. 
	 
	Net Interest Income declined by 5.0%, despite an 8.0% rise in gross interest income due to a 33% rise in interest expense. The rise was mainly contributed to a higher deposit base and higher deposit cost. Consequently, NIM dropped to 3.6% in 2007 from 4.2% in 2006. Net provisions once again came in negative RO4.77mn, due to recoveries of RO7.55mn, thus resulting in a 2.0% increase in NII excluding provisions. Non-interest income grew steadily by around 9.0% contributed by a rise in fee and exchange income. Overall profitability showed a modest growth of 7.0% contributed by increase in non-interest income, decline in admin expenses and recoveries 
	No sign of improvement during 1H2008
	The 1H2008 result for Oman international Bank was no different from previous years where the bank continued to lose market share amidst stiff competition. NII declined by almost 12% on the back of stagnating asset base and decline in NIM. Although non-interest income showed a growth of 84% during 1H2008, it was also mainly driven by unsustainable trading gains with mediocre growth in more sustainable fee & commission income and exchange income.  
	On a positive note, the bank continued to make recoveries on its bad loans with net recoveries of almost RO2.9mn during 1H2008, thus supporting the overall profit numbers. 
	Balance sheet growth continued to remain poor where the asset base of the bank showed a minor decline of 0.5% during 1H2008 as against a growth of 15-20% average for the industry.  However when compared with 1Q2008, the decline is more pronounced at around 4.0%.              
	 
	Financial Statements and Key Ratios
	 
	 
	 
	 Appendix
	BANK OVERVIEWS
	Ahli Bank SAOG

	Incorporated in 1997, Alliance Housing Bank (SAOG) was initially the only private sector housing bank in the GCC. The bank offers mortgage and re-mortgage solutions along with a variety of saving plans and services to Omani nationals and foreign residents. AHBB operates seven branches, two service centers and one ATM. 
	Conversion to a commercial bank

	In April 2006, the CBO raised the cap on personal loans (including housing loans) from 42.5% to 45%. This event marked a significant change in the regulatory environment of the Omani banking sector. A commercial bank is now allowed to disburse up to 40% of its total loans as personal loans and 5% as housing loans. Earlier, commercial banks were not allowed to disburse housing loans. Following CBO’s announcement, however, several commercial banks operating in the Sultanate launched new housing finance products, leading to increased competition for housing finance banks such as predecessor of Ahli Bank, Alliance Housing Bank (AHBB). 
	Due to intense competition, AHBB witnessed increased pre-payment of loans and loss of market in 3Q06. This scenario challenged the bank’s strategy of operating only as a housing finance bank. Therefore, in the best interest of its shareholders, AHBB decided to convert into a commercial bank. The bank received approval from the CBO in Jan 2007.
	To become a commercial bank, AHBB was required to raise its share capital (regulatory mandate) to a minimum of RO50 mn from RO21 mn at that time. In order to raise this amount, the bank had the option to either make a private placement of its shares to a strategic player or undertake a rights issue. While deliberating these options, AHBB received a stock-for-stock complete buy-out offer from Oman’s leading commercial bank, Bank Muscat, in May 2007. However, before the Board of AHBB could reject Bank Muscat’s proposal on the grounds that the share exchange ratio was not in the best interests of shareholders, Bank Muscat informed the Board that its offer was no longer valid. 
	Bahrain’s AUB offered to purchase a stake of up to 35% on a private placement basis. AHBB’s Board accepted AUB’s proposal, and the bank signed a Memorandum of Understanding (MoU) with AUB on June 15, 2007. The Board also approved a change of AHBB’s name to Ahli Bank SAOG, immediately after the stake purchase by AUB.
	Under the private placement, AUB purchase a 25.1% stake in AHBB for a total consideration of RO 36.48 mn. AUB also received regulatory approval from the CBO to further increase its stake to 35% from secondary market operations. In a separate event, IFC also approached AHBB to acquire a 9.9% stake in the bank. Through these transactions, Ahli Bank raised the total capital of RO50.88 mn. Furthermore, the Board of AHBB decided to capitalize on the share premium account through a 1:1 bonus offer. This increased the bank’s total paid-up capital to RO64.62 mn from RO21 mn, well above the stipulated RO50 mn required to carry out commercial banking operations in the Sultanate. 
	The private placement resolution was passed by the shareholders in an EGM conducted by AHBB on December 2, 2007. This capital infusion diluted the stake of existing shareholders of AHBB at that time, making AUB the largest shareholder in the bank. However, the transaction offered a promising long-term outlook for AHBB due to its commercial banking venture. 
	Moody's Investors Service has assigned AHBB’s long and short-term foreign currency deposits a rating of Baa1/P-2 with a positive outlook. In addition, the bank’s long and short-term local currency deposits have been rated Baa1/P-2 with a positive outlook.
	Current ownership

	With the strategic acquisition of 35% stake in AHBB, AUB has become the major shareholder in the bank. Prior to the announcement of private placement of shares to AUB, Oman National Investment Corporation (ONIC) was the major shareholder with a stake of around 20%. However, in July 2007, ONIC sold its stake to Al Marjan Financial Services, Strategic Investment and Al Wafra International Investment, at a price of 420 baisas per share.
	 
	Corporate Governance

	Ahli Bank is known to follow good standards of corporate governance. The bank has provided timely and detailed financial statements every quarter and each year-end, and we consider the levels of disclosure, relative to peers, to be fairly good. To enhance compliance-related functions, Ahli Bank has created a separate internal auditing and compliance position with a direct reporting structure to the Audit Committee of the Board. 
	All annual reports include a comprehensive management report. Management makes regular presentations to analysts, the press and investors. These briefings outline the bank’s performance, and strategy on future prospects. Management also issues regular newsletters to those who hold more than 10 shares, advising them of recent development by or concerning the bank. 
	Dividend Policy

	In our view, the management is fair and transparent. The bank has paid dividend to its shareholders at regular intervals, and the payout continues to increase in tandem with the growth in revenues. The dividend payout increased from 53.5% in 2002 to 64.4% in 2006, with a special dividend announced in 2005. However the bank did not pay any dividends in 2007 due to the higher capital requirement for transitioning in to a commercial bank and new investments for establishing its presence in this new segment. However we expect Ahli bank to resume paying dividends from this year and sustain higher payouts in the longer term. 
	 Bank Dhofar

	Bank Dhofar is the fourth-largest bank in Oman, after Bank Muscat, National Bank of Oman and Oman International Bank, in terms of total assets. In terms of market capitalization, it is the third-largest after Bank Muscat and National Bank of Oman. The bank provides a variety of banking and financial intermediation services in the realm of retail, wholesale and private banking. Bank Dhofar currently operates a network of 48 branches and 85 ATMs across the country and has more than 600 employees. 
	Bank Dhofar has reached its present size through a series of merger and acquisitions, such as the 2001 acquisition of 16 branches of the Commercial Bank of Oman and the 2003 merger of Majan International Bank, which added another six branches to its network. Merger with Majan International Bank contributed about 28% to the total assets which increased the bank’s market share of total assets to 10.5% in FY03 from 7.9% in FY02. 
	Moody's Investors Service has assigned first-time A3/P-2 local currency deposit ratings, A3/P-2 foreign currency deposit ratings, and a D+ Bank Financial Strength Rating (BFSR) to Bank Dhofar. 
	CORPORATE HISTORY
	Bank Dhofar, promoted as Bank Dhofar Al Omani Al Fransi, (BDOF) started operations in 1990. The bank was established by the Dhofar International Development and Investment Holding Company, (DIDIC) following the acquisition of the Muscat branch of BNP Paribas. In 1998, after promoters offloaded 40%, the bank was listed on the Muscat Securities Market (MSM). 
	1990: Bank Dhofar is incorporated as Bank Dhofar Al Omani Al Fransi (BDOF) following the acquisition of the Muscat branch of BNP Paribas by holding company Dhofar International Development and Investment Holding Company SAOG (DIDIC)
	1992: BDOF acquires eleven dysfunctional Omani branches of Bank of Credit and Commerce International (BCCI)
	1998: BDOF converts into a public company and lists on the MSM after promoters offload 40% stake 
	2001: BDOF acquires and integrates 16 branches of the Commercial Bank of Oman following the latter’s merger with Bank Muscat
	2003: Acquires and integrates Majan International Bank 
	2004: Changes identity and name from Bank Dhofar Al Omani Al Fransi to “Bank Dhofar”
	2005: Establishes the Investment Banking & Structured Finance division
	2005: Enters into a strategic joint marketing and distribution alliance formed with ICICI Bank, India, to market and distribute products launched in co-operation with the latter.
	2005: Launched call centre facility, WISAL
	2006: Launches Deposit & Bill Paying Machines
	2007: Bank Dhofar launched a new strategic plan that involves all the Bank’s stakeholders – starting with its own employees. Meetings with staff have been conducted to convey the key priorities of the bank’s new plan in every region of Oman. Christopher De’ Ath, General Manager, and Head of Strategy and Planning, who joined Bank Dhofar in 2007 to lead the implementation of the strategy,
	Current ownership
	Dhofar International Development and Investment Company (DIDIC), holding company of Bank Dhofar, is the major share holder of the bank. Civil Service Employees Pension Fund holds 10.0%.
	 
	Corporate Governance
	Bank Dhofar conforms to the corporate governance standards prescribed by Regulators. The bank has consistently provided timely and detailed financial statements every quarter and each year-end, and we consider the levels of disclosure, to be reasonable. Annual reports of the company include a comprehensive management report describing the performance of the bank and future outlook. 
	Dividend Policy
	In our view, the management of Bank Dhofar is fair and transparent to its investors. The bank has regularly declared and paid cash dividends in the range of 10-15% over the last six years. However, dividend payout ratio has decreased to 34.4% in FY06 from a highest of 75.9% in FY02. Bank Dhofar has also issued stock dividends three times since 2001 and has proposed 15% cash and 15% stock dividend for FY06. We expect the bank to continue paying high dividends in the coming years as well.
	 Bank Muscat

	BM was founded in 1982, the year Hong Kong-based Overseas Trust Bank, in partnership with Bahraini investors, established Oman Overseas Trust Bank. In 1986, the investment arm of the Sultanate of Oman acquired a major share in the bank, having bought the shares of the Bahraini investors. That year it was renamed Bank Muscat. 
	Since then, the bank has grown considerably through a series of acquisitions. 
	1989: Bank Muscat acquired Oman Banking Corporation.
	1993: BM merges with Bank Al Ahli Al Omani to become the 4th largest bank. Société Générale and the Royal Court Affairs become shareholders.
	1993: The bank listed on Muscat Securities Market (MSM). 
	2000: Bank Muscat merged with Commercial Bank of Oman, becoming the country’s largest bank.
	2001: Bank Muscat acquired Industrial Bank of Oman.
	2002: 
	 The bank listed on the Bahrain Stock Exchange.
	 The bank acquired Al Ahlia Securities, a broking house with more than 15% share in the Omani Exchange.
	 The bank acquired ABN Amro’s Bahraini operations, diversifying geographically.
	2003: The bank acquired the personal loan business of Citibank, which exited the market, and purchased HSBC’s merchant-acquiring business. 
	2004: 
	 BM acquires a strategic stake of 35% in CBoP, which was later diluted to 21.95% following the latter’s merger with Bank of Punjab. The stake is expected to be diluted further to 16.5%, post CBoP’s merger with Lord Krishna Bank. 
	 BM announces its intention to merge with National Bank of Oman, Oman’s second-largest bank by assets, but the merger is called off in Q1-05 due to disputes on valuation.
	2005: 
	 The bank converted its Bahraini branch operations into an independent bank, BMI. It was registered as an independent bank and BM continues to hold a 49% stake in it. 
	 BM launches a GDR floating 14.4% of its equity to become the 1st bank in the region to be listed on the London Stock Exchange.
	2007: 
	 BM acquires a 43% stake in Mangal Keshav Group, one of the top 20 securities houses in India. 
	 Unsuccessful attempt to make a hostile take over of Alliance Housing Bank (Oman’s largest mortgage finance institution)
	 BMI secures approvals for first branch in Qatar
	 The bank opened its first branch in Riyadh, Saudi Arabia and applies for an investment banking license
	BM announces private placement of a 15% stake to Dubai Financial Group (the investment arm of the Dubai Government) making it the second largest shareholder.
	Current Ownership

	 
	Corporate Governance

	The bank is known to have high standards of corporate governance. It has consistently provided timely and detailed financial statements. Furthermore, the levels of disclosure, relative to peers, are fairly good.   
	Dividend Policy
	In our view, the management is fair and transparent to its investors. BM has paid dividends to its shareholders regularly with average payouts in the last 4 years at 53%. The management has also issued stock dividends consistently. We expect the bank to maintain its dividend payout at these levels in the coming years as well.
	 National Bank of Oman

	Established in 1973, the National Bank of Oman (NBO) offers banking solutions in Oman, Egypt, and Abu Dhabi (UAE). NBO is the first local bank to be established in Oman. Operating from a large network of 51 branches (including 2 booths) and 83 ATMs in Oman, five branches in Egypt, and one branch in Abu Dhabi (UAE), NBO is the second largest bank in Oman with a market share of 15% in total assets. NBO offers consumer, corporate, international, and investment banking solutions to its national and international customers. 
	Corporate history
	Since its inception in 1973, NBO has grown organically over the years. The bank has witnessed a series of management changes and had lost market share to its peers in the recent past. However, after suffering losses for three consecutive years, the bank is now at its growth stage due to its turnaround strategy. Over the years, NBO has continued to offer new products and services and state–of–the–art technology to provide convenient banking solutions. 
	2000: Launched Privilege Banking and Instant Return Deposit services in Oman
	2001: Established first full service call centre in Oman
	2002: Mr. John P Finigan was appointed as Chief Executive Officer (CEO) 
	2002: Launched first Internet banking service—NBO NetB@nk—in Oman 
	2003: Suhail Bahwan Group acquired a 34.56% stake in NBO through a private equity placement of RO53.2million
	2003: Commenced 24-hour call centre service for UAE customers
	2004: Sheikh Suhail Bahwan was elected as the new Chairman of NBO
	2004: B Vasanthan was appointed as the new CEO 
	2004: Launched “AL MERSAL,” an SMS banking service 
	2005: CBQ acquired a 34.9% stake in NBO through a private equity placement of 10 million shares at RO4.450 per share and the purchase of another 17.92 million shares from the secondary market 
	2005: Andrew Duff joined as new CEO 
	2006: First bank in Oman to launch “Corporate Contact Centre”
	2007: Launched Smartcard finger print verification and drive-thru ATMs for the first time in Oman 
	In September 2004, the bank commenced negotiations with Oman’s largest bank, Bank Muscat, for a merger; however, the merger was called off in February 2005 after a disagreement on valuations. 
	 Current Ownership

	CBQ acquired a 34.9% stake NBOB in July 2005 and became a major shareholder. Suhail Bahwan Group (Holding) LLC is the second-largest shareholder, with a 14.7% stake. Public sector entities control nearly 27% of the bank’s equity. These include the Ministry of Defence Pension Fund (7.7%), Civil Service Employees Pension Fund (6.5%), Public Authority for Social Insurance (5.9%), United Development Company (4.5%), and National Equity Funds (3.0%). This public/private sector ownership mix offers a unique ownership structure.
	 
	Corporate Governance

	In accordance with Capital Market Authority’s guidelines, NBOB has consistently disclosed corporate governance policies through its annual report. In addition, the bank provides timely and detailed disclosures relating to financial statements on a quarterly and yearly basis. Annual reports of the company include a comprehensive management report describing the performance of the bank and future outlook. 
	Dividend Policy

	NBOB has maintained fair and transparent relations with its investors. The bank had not declared any dividends during 2001-04 due to net losses. In 2005, NBOB announced cash dividends, which were paid in 2006. Going forward, we expect NBO to perform well on account of its strategic alliance with CBQ and would sustain consistent dividend payouts in the coming years. 
	 Oman International Bank

	Oman International Bank (OIB) came into existence in 1979 as ‘Oman Arab African Bank’ in partnership with Arab African International Bank, Cairo. The bank was renamed ‘Oman International Bank S.A.O.G’ in 1984 and became the first fully Omani-owned bank in the country. OIB is listed on the Muscat Securities Market (MSM) and is a constituent of the benchmark MSM 30 index.
	Brief timeline of major events:
	1979: Oman Arab African Bank was established as a joint stock company. The Bank commenced its operations at a main office in Ruwi with a branch office at Muttrah.
	1984: The Oman Arab African Bank was renamed Oman International Bank, the first fully Omani-owned bank in the country.
	1984: OIB acquired 14 branches of the British Bank of Middle East in Oman.
	1985: OIB commenced overseas operations with the opening of a branch in Mumbai, India.
	1987: OIB became the first bank in Oman to introduce VISA credit card.
	1989: The bank set up the Investment Management Division to handle public/rights issues of securities, fund management and financial advisory services.
	1992: The bank introduced its flagship Mandoos Savings Scheme.
	1995: OIB raised additional capital through the public issue route.
	1996: Founder and Chairman, Dr. Omar Bin Abdul Muniem Al Zawawi, relinquished his post.
	1996: The bank entered into an alliance with brokerage house Oman Securities Portfolio Company to offer customers MSM equities.
	1997: Raised additional capital through the public issue route.
	Shareholding information

	Dr. Omar Abdul Muniem Al Zawawi, the founder, remains the largest individual shareholder with more than 10% of the bank’s outstanding equity. Omani shareholders hold roughly 94.8% of the bank’s shares, while foreign investors hold the remaining 5.2%.
	 
	Corporate governance

	OIBB follows the standards of corporate governance as prescribed by the Capital Markets Authority (CMA). The bank regularly communicates information to its shareholders through press releases, website postings, and annual reports and filings with the CMA and MSM. However, the annual reports do not provide a comprehensive Management Discussion & Analysis (MD&A). Overall we rate the corporate governance at the bank as reasonable. 
	Dividend Policy

	OIBB has paid dividends consistently over the last five years, with the average dividend-payout ratio for the last three years standing at 75%. Considering OIBB’s past records, we expect the bank would continue to pay dividends in tandem with the growth in profits. The bank also issued 20% and 10% bonus shares in 2006 and 2007, respectively.
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