
The banking sector in Qatar, in sync with its GCC counterparts, has been capi-
talizing on robust economic growth at the federal level. Nominal GDP CAGR of 
32% during 2003-07 and an estimated growth of 31% in 2008, have in turn 
been driven by an influx of petrodollars, fiscal expansion on the state level, a 
private sector boom on the back of a favorable interest rate environment and 
the ability to attract foreign investment, primarily in industrial, real estate and 
financial services sectors, thus catalyzing consumer spending. 
 
The recent ample liquidity status has been reflected on the macro level in M2 
growth of 49% in 1H 2008, more than triple the 2001-04 16% CAGR and ag-
gregate banking sector asset growth of 80% to QR335 billion, versus a 2001-04 
CAGR of 18%. 1H 2008 domestic credit facilities continued to drive growth, 
leaping 52% annually, in turn fuelled by claims on the private sector of QR81 
billion. Associated financial performance of the sector has been followed by 
further stellar results for 1H 2008, with aggregate net profit of QR5.3 billion, 
illustrating a 38% growth y-o-y. 
 
Going forth, in the medium term, we are expecting Qatar to face a more chal-
lenging economic environment, as the effects of lower energy prices and the 
global financial crisis take their toll. The banking sector, post 2008 results, is 
expected to witness a sharp contraction in both asset and earnings growth, 
relative to what has been achieved over the past couple of years.  
 
We anticipate funding pressures for the sector to continue (LD ratio of 105% 
9M 2008), on the back of both aggregate deposit growth failing to keep pace 
with loan disbursements (33% deposit versus 38% loan CAGR during 2003-07), 
as well as the sudden impact of a recent drying up of the foreign wholesale 
market combined with a significant outflow and repatriation of foreign liquidity 
out of the system, as expectations on a widely anticipated GCC wide FX re-
valuation dissipated during 2H 2008. 
 
We are accordingly foreseeing a significant slowing across the aggregate loan 
book effective 4Q 2008, with our five year forecast CAGRs for government and 
public sector, corporate and personal loans coming in at 11%, 12% and 11% 
respectively, down sharply from comparable figures for the 2003-07 period 
which registered far more aggressive expansions of 16%, 52% and 39%. We 
are also expecting to see a significant contraction within real estate lending to 
developers and contractors, which having substantially outpaced headline 
growth over the five year period ending 2007, sporting an 80% CAGR to total 
QR20 billion, is expected to suffer the effects of reduced appetite for the asso-
ciated asset class, reflected in far more moderate real estate price escalations, 
reduced speculative buying and far tighter lending conditions for end users 
(LTV of 65%). 
 
That said, the Qatari banking sector appears in a far more favorable position 
relative to its regional peers and is expected to ride out the current global fi-
nancial turmoil comparatively better. Indeed Qatar is widely expected to report 
far superior GDP growth than its GCC counterparts over the coming few years 
on the back of a doubling of LNG output capacity between now and 2010 and 
continued infrastructural expansion plans totaling USD197 billion worth of pro-
jects in the pipeline supported primarily by the government. Specific to our 
peer group, other positives also include an aggregate average credit ratio below 
the required limit of 90%, comparatively low exposure to currently volatile sec-
tors such as real estate and equity markets, far lesser reliance on wholesale 
funding (11% of liabilities), and an extremely high concentration (55% market 
share) of the sector assets supporting higher margins. 
 
We initiate coverage on Qatar National Bank (QNB) and Commercial Bank of 
Qatar (CBQ) with our DECF fair values of QR188.7/share and QR92.2/share, 
respectively. With QNB and CBQ currently trading at QR160.6/share and 
QR73.9/share, our fair value target provides investors an upside potential of 
17% and 25%, respectively. We accordingly assign a buy recommendation on 
both stocks. 
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The Qatari economy has 
performed extremely well 
in the past half decade 
(32% nominal GDP CAGR 
2003-07) backed by strong 
oil and gas prices on one 
hand and the ability to 
attract foreign investment, 
primarily in industrial, real 
estate and financial ser-
vices sectors, on the other. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Associated financial per-
formance has been fol-
lowed by further stellar 
results for 1H 2008, with 
aggregate net profit of 
QR5.3 billion, illustrating 
38% growth y-o-y. 
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The Qatari economy has performed extremely well in the past half decade (32% nominal GDP CAGR 2003-
07) backed by strong oil and gas prices on one hand and the ability to attract foreign investment, primarily in 
industrial, real estate and financial services sectors, on the other. The country with a current population of 
slightly above 1.5 million is home to 2.2% (27.4 billion barrels) and 14.4% (25.6 trillion cubic metres), re-
spectively, of the world’s crude oil and gas reserves, with the latter being the 3rd largest in the world. We 
believe the country remains extremely well positioned, in the medium and long term, to channel its petrodol-
lars towards infrastructure related developments as its natural resources primarily oil and gas reserves, are 
expected to last another 85 and 200 years, respectively, (after taking into account production increases). 
That said, we believe, the country is yet to fully reveal its non-oil growth potential, as last year the oil and 
gas sector once again remained the primary contributor to the country’s GDP (57%), closely unchanged since 
2002; this compared to its regional peer UAE whose oil sector’s contribution to GDP recorded 39% in 2007. 

 
 
Qatari Banks– Stellar Sector Performance – QR5.3 billion in 1H FY08 Net Profit 
 
Although the Qatari banking system’s assets remain relatively small when compared to its GCC peers, the 
contribution of the country’s financial services industry to GDP recorded 8% last year (QR20 billion), which 
represents a growth of 6 times since 2002. 
 
Qatari banks reported an average 49% increase in the aggregate bottom line for the last fiscal year, when 
profits rose to a record high of QR8.8 billion, up from QR5.9 billion in 2006. Associated financial performance 
has been followed by further stellar results for 1H 2008, with aggregate net profit of QR5.3 billion, illustrating 
38% growth y-o-y, as the sector has flourished in a benign operating environment underpinned by negative 
real interest rates, fuelling credit demand, planned and ongoing infrastructural developments of USD197 bil-
lion and the aggressive expansion into foreign countries. Industry ROA as of 2007 settled at 3.7%, well above 
the GCC peer average, illustrating a 91 bps expansion over the 2004 comparable. 
 

 
 
 
 
 
 
 
 

Source: CBQatar; Economic Intelligence Unit 
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B a n k i n g  s e c t o r 
(commercial banks - 11 
national and 7 foreign) 
asset expansion has 
proven significant over the 
past few years, registering 
a 46% CAGR during 2004-
07, versus a 14% compa-
rable for the four year 
period ending 2003. 
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Increasing Banking Penetration – QR335 billion in Banking Assets 
 
Banking sector (commercial banks - 11 national and 7 foreign) asset expansion has proven significant over 
the past few years, registering a 46% CAGR during 2004-07, versus a 14% comparable for the four year pe-
riod ending 2003. Moreover, momentum continues to gather pace, with assets in 2007 coming in 56% higher 
y-o-y, while data for 1H 2008 reflects a further 80% annual expansion. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Assets/GDP rose to 112% in 2007, which while reflecting the average penetration rate amongst GCC peers, 
continues to support further potential relative to comparable markets on a GDP/capita basis, with associated 
examples of Spain and Germany recording 225% and 328%, respectively. Moreover, a look at private sector 
credit (which accounts for in excess of 37% of aggregate assets), shows the Qatari market to be significantly 
more penetrable; currently registering 52% of GDP, relative to 99% and 140% within Singapore and Hong 
Kong and 190% within the more developed banking system of the UK. 

 
 
 
 
 

Credit to Pvt. Sector (% of GDP) 

  2002a 2007e 

Qatar 28.7 52.0 

Saudi Arabia 29.1 40.8 

Kuwait 58.3 64.5 

Oman 38.6 36.6 

Bahrain 50.6 65.1 

UAE 53.4 72.3 

   

UK 141.0 190.0 

Singapore 107.2 98.9 

Hong Kong 148.0 140.0 

GCC Penetration Comparables 2007 

  Assets to GDP Loans to GDP Deposits to GDP 

Qatar 112% 63% 72% 

UAE 168% 98% 98% 

Oman 73% 46% 46% 

Saudi Arabia 76% 41% 51% 

Kuwait 135% 90% 77% 

Source: Central Banks; non comparable data for Bahrain 

Source: IMF and Fitch Estimates 

Source: CBQatar 
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According to the actions 
adopted by the US Federal 
Reserve, and based on the 
QR peg to the USD (USD1 
= QR3.64), like other Gulf 
States, Qatar has tracked 
these several rate cuts and 
hence reduced its QMR 
Deposit Rate to 2% as of 
June 2008 compared to 
4% in 2007, leaving its 
lending rate unchanged 
throughout the same time 
period. 
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Open Door for Foreign Banks 
 
We believe that the banking sector in Qatar is much concentrated as the top 3 banks (by asset size) held 
more than 70% of the total system’s assets as of 1H 2008. As a positive step, the last half decade has wit-
nessed a number of new laws been passed in Qatar to open various sectors of its economy to foreign invest-
ment and particularly opening the financial sector to increased competition. In 2003, the Qatar Central Bank 
allowed foreign banks to establish representational offices and the existing foreign banks in Qatar to open 
new branches through a case-by-case waiver by Emiri Decree. In 2005, Qatar authorized foreign banks to 
open branches in the Qatar Financial Center (QFC), a virtual free zone for financial services in which foreign 
banks are authorized to conduct all types of business out of the QFC, but are informally advised to abstain 
from retail banking business. The QFC has currently licensed 78 companies (about two-thirds of which are in 
financial services) and offers lucrative incentives to banks, such as the ability to operate in local and foreign 
currencies, 100% ownership, easy remittance of profits outside Qatar and a low tax rate of 10% on business 
profits. 
 
As a result of the partial opening of the economy, there are currently 18 commercial banks operating in the 
country with 39% of these being foreign banks. However, the total assets of the latter segment, as of 2007, 
stood at a modest 9%; the reason, we believe, being their concentration primarily on private banking, wealth 
management, executing large corporate structured deals apart from a miniature market share in government 
lending. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Negative Interest Rate (Repo Rate 5.5%, Inflation 13.8%) Catalyst for Boost in Loans 
 
According to the actions adopted by the US Federal 
Reserve, and based on the QR peg to the USD (USD1 
= QR3.64), like other Gulf States, Qatar has tracked 
these several rate cuts and hence reduced its QMR 
Deposit Rate to 2% as of June 2008 compared to 4% 
in 2007, leaving its lending rate unchanged through-
out the same time period. 
 
Further, in our view, the establishment of a new 
monetary instrument called the Qatar Monetary Rate 
(QMR) in July 2001, by CBQatar, which allows banks 
in Qatar to deposit or borrow from the CBQatar, over-
night funds of an amount not less than QR2 million, 
at rates determined by the CBQatar, which are fixed on a daily basis, has helped it strengthen its monetary 
control to a better extent compared to its regional counterparts. This is visible as the US Federal Funds rate 
stood at 2.0% by the end of June 2008, while the CBQatar Repo rate stood at 5.55%, with the QMR Lending 
rate at 5.50%, and the QMR Deposit rate at 2.0%. 
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Qatar Financial Center 
Year Established  2005 

Regulator Qatar Financial Center Regulatory  
Authority 

Activities         
Permitted 

Wholesale banking, Islamic finance, 
investment banking, insurance and    
re-insurance 

Permitted        
currencies No restrictions 

Location Anywhere in Qatar 
Employment    
restrictions Qatarization does not apply 

Ownership 100% foreign ownership permitted 

Tax regime Up to 10% tax on profits. Tax        
exemptions for re-insurance 

 Source: IMF  

Year US Fed 
Funds Rate 

CBQatar 
Repo Rate 

QMR 
Lending 

Rate 

QMR   
Deposit 

Rate 

2003 1.00 1.53 1.33 1.23 

2004 2.25 3.15 2.60 2.50 

2005 4.25 5.10 4.50 4.40 

2006 5.25 5.55 5.50 5.15 

2007 4.25 5.55 5.50 4.00 

Mar-08 2.25 5.55 5.50 2.25 

Jun-08 2.00 5.55 5.50 2.00 

Source: CBQatar; Financial Times 
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Going forth, in the medium 
term, we expect a slow-
down in economic activity 
(spillover effect of lower 
energy prices and liquidity 
crunch) resulting in a 
much slower M2 growth. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

As of 1H 2008, the 2 banks 
controlled 55% of aggre-
gate assets, equivalent to 
QR207 billion representing 
a decline of 120 bps over 
2004. 
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Last 4 Years Witnessed Big Rise in Money Supply 
 
Despite high lending rates, M2 has been growing at an unprecedented rate since 2004, registering a four 
year 38% CAGR for the period ending 2007. Latest available data from the CBQatar, pertaining to 1H 2008, 
reflects a continuing surge in momentum, with M2 accelerating to register a 49% increase y-o-y. Going forth, 
in the medium term, we expect a slowdown in economic activity (spillover effect of lower energy prices and 
liquidity crunch) resulting in a much slower M2 growth. 
 
Rising inflation (fumed partly by the declining US Dollar and hence rising import costs) and low interest rates 
had created an environment of negative interest rates (-8.3%) in which the propensity to save was reduced 
and consumption stimulated (with cash an expensive and economically unviable asset to hold). Total domes-
tic loans, partially due to the above, leaped by 54% to QR146 billion in 2007 from QR95 billion recorded a 
year earlier, with the record high growth rate also largely attributed to a petrodollar fuelled economic boom, 
reflected in aggressive credit demand, and accordingly extension to key sectors including oil and gas, con-
struction, trade and manufacturing. 
 
 
 
 
 
 
 
 
 
Comparative Analysis 
 
Within the coming section of this report, our analysis will be focused on performance parameters of our peer 
group of 2 leading listed banks within Qatar, namely Qatar National Bank (QNB) and Commercial Bank of 
Qatar (CBQ). 
 
Strong Holding Patterns and Increasing Asset Market Share of Banks 
 
QNB and CBQ both enjoy strategic, and large, holdings by either government 
controlled funds or by ruling families; the Qatar Investment Authority (QIA), a 
sovereign wealth fund with assets estimated to be in excess of USD60 billion, 
holds a direct 50% stake in QNB whereas CBQ’s ownership includes a 10% 
stake held by the Al Fardan family and 8.94% by Citibank in the form of GDRs. 
Associated ownership structures are reflective of support and credit ratings 
assigned to the banking institutions, in turn facilitating favorable borrowing terms, (specifically relevant in the 
current international financial crunch), and also provide for an important source of both government funding 
(2007 - 43%) and risk free lending opportunities (2007 - 27%) for the banks. 
 
As of 1H 2008, the 2 banks controlled 55% of aggregate assets, equivalent to QR207 billion representing a 
decline of 120 bps over 2004; with the lower concentration occurring largely due to increasing competition, 
justifying QNB’s decrease in market share of 170 bps. CBQ’s aggressive expansion and concentration, on the 
other hand, on providing credit to the booming private sector has helped it to increase its asset base by a 
slight 50 bps over the same time period. 

Monetary        
Aggregates 2004a 2005a 2006a 2007a 1H 2008a 

    M1 14,598 22,363 27,883 35,374 55,922 

    M2 44,865 64,271 88,658 117,634 149,963 

M2 Growth 21% 43% 38% 33% 49% 

Source: CBQatar; Figures in QR million 

  S&P Moody's 

QNB A+ Aa3 

CBQ A+ Aa3 
Source: Company Reports;       

Refers to Long Term Foreign    
Currency Ratings 

Qatari Banks 1H 2008a 
  Asset Size Market Share 

     
Qatar National Bank 153 40.9% 

Commercial Bank of Qatar 54 14.4% 

Other Banks 168 44.7% 

Total 375 100.0% 

   

   

Source: CBQatar; Company Reports; Figures in QR billion 
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Looking forward, we fore-
see the personal loans 
segment, to sport a 11% 
CAGR over our explicit 
forecast horizon 2008-12, 
(vs. a 39% CAGR during 
2002-07). 

 Prime Research 6 

Inclination towards Corporate and Retail Banking 
 
The banking segment has tweaked its strategy of loan dis-
bursement over time to shed its dependence on the domi-
nant government and public sector credit towards the higher 
yielding retail and corporate loans, with demand for the 
latter, in turn supported by the country’s demographics 
(high GDP/capita and 57% of the population lying between 
the age group of 20-44). 
 
Personal Loan Growth Expected to Slow - 11% CAGR 
2008-12 vs. 39% CAGR 2002-07 
 
Supported by stellar GDP/capita levels (USD 58,000 in 
2007), very fast population growth (18% last 3 years avg.), 
increased salaries (Qatar civil wages reported a 30% wage 
rise in 2007-08), improved retail and related credit card 
penetration (online, phone, ATM banking) combined with 
the negative interest rate environment and premium mar-
gins, personal loans in Qatar have witnessed a 39% CAGR 
during 2002-07 settling at QR47 billion last year. While 
these personal loans, as a proportion of total assets, have only witnessed a 100 bps expansion over the asso-
ciated period, their rapid increase has pushed up their contribution within aggregate loans to 29% last year, 
up 400 bps since 2002. 
 
Further, it is widely accepted that a significant proportion of associated loans have supported an explosion in 
demand for financial products, specifically from speculative retail investors both equity and real estate based 
(personal loans reported its record peak growth of 76% in 2005 – when the stock markets were booming), 
and as the risk of ensuing asset price bubbles heightens the CBQatar has ruled that in case of personal loans, 
the total payments transferred to the bank (value of the monthly loan installment + due monthly interests + 
credit cards + overdrafts + installments due on persons guaranteed by customer + any other debts) shall not 
exceed 50% of customer's total monthly salary and related allowances. 
 
Looking forward, we foresee the personal loans seg-
ment, to sport a 11% CAGR over our explicit forecast 
horizon 2008-12, (vs. a 39% CAGR during 2002-07), the 
slowdown being primarily representative of the expected 
shying away of retail investors from any previous lever-
aged investment activities (due to the negative senti-
ment currently prevailing on the back of decelerating 
economic activity) and also reflective of a slower dispos-
able income growth via comparatively lower wage 
growth. Further, our forecast assumptions for the associ-
ated segment are based on the back of increased con-
sumer spending (partly to supplement high rents - esti-
mated to be 40% of total household income); this sup-
ported by our primary estimations that Qatar’s nominal 
GDP will sustain a 16% CAGR during our five year explicit forecast horizon and the workforce will increase at 
a 8% CAGR from an estimated 0.5 million in 2007 to 0.9 million in 2012. 
 
QNB and CBQ to Maintain Personal Loan Market Leadership 
 
We expect both banks within our peer group to continue 
focusing extensively on maximizing retail lending potential 
over the coming period, however, our numbers point to a 
slight decrease in the combined market share of the associ-
ated segment by 150 bps owing largely to the extensive 
penetration by the new banks in the country.  
 
QNB is expected to specifically underperform here, as its 
retail banking assets nearly halved to 12% of total assets 
last year vs. 23% in 2004, reflecting the bank’s strategy to continue focusing on state and corporate lending. 
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  2007a 2008e 2009f 2010f 

Nominal GDP (bn) 259 339 416 491 

% Growth 25% 31% 23% 18% 

          

Qatar Population (mn) 1.2 1.5 1.7 1.9 

Qatar Workforce (mn) 0.5 0.7 0.7 0.8 

GDP Per Capita ('000) 211 220 240 257 

          

Personal Loans (bn) 47 62 68 78 

% Growth 34% 31% 10% 14% 

Source: CBQatar; Prime Estimates; Figures in QR 

  2004a 2007a 2010f 
Total Personal           
Loans Market 14 47 78 

      

Market Share     

QNB 40.4% 34.2% 33.4% 

CBQ 16.0% 13.7% 13.0% 
Source: CBQatar; Company Reports; Prime Estimates;       

Figures in QR billion 
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Since income from the oil 
and gas sector contributes 
ca. 60% of the govern-
ment’s revenues and the 
country’s GDP, increased 
production of related 
energy products and hence 
sustained income is antici-
pated to aid the continuing 
development expenditure 
to be incurred by the 
government. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

However, in the long term, 
we foresee both banks 
pursuing corporate and 
retail loans aggressively 
due to which a declining 
market share in lending to 
the state is expected. 
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Slowdown Forecasted in Govt. and Public Sector Loans (16% CAGR 2002-07 and QR79 billion 
loan book by 2012) 
 
Since income from the oil and gas sector contributes ca. 
60% of the government’s revenues and the country’s 
GDP, increased production of related energy products and 
hence sustained income is anticipated to aid the continu-
ing development expenditure to be incurred by the gov-
ernment. Data from the central bank reveals that the 
country, over the past 7 years, has accumulated budget 
surpluses of QR68.5 billion, which, according to us, have 
in part contributed to the recent lower debt requirements 
of the government and higher long term foreign currency 
rating from agencies such as Standard & Poor’s (AA-) and 
Moody’s (Aa2). 
 
Further, lending to the govt. and public sector companies 
(QR36 billion in 2007) has, in the last 4 years, reduced in 
relative terms in both aggregate assets and loan structure 
of the banks, with 2007 reflecting respective numbers at 12% and 22% compared to 20% and 37% in 2004. 
This has been witnessed despite absolute numbers witnessing a 16% CAGR during 2002-07 largely due to 
massive petrodollar windfalls which have catalyzed significant infrastructural economic diversification pro-
grams across the GCC, via direct (Qatar Petroleum - which controls half of the oil production in the country) 
and indirect ownership in various local energy related companies. However, with the recent cool off wit-
nessed in energy prices, the associated reduction in demand from various countries and deteriorating eco-
nomic conditions of various developed nations, primarily impacting Qatar through an expected slowdown in 
oil and gas related revenues, we have tendered to remain conservative in our assumptions throughout our 
five year horizon period and hence forecast Qatari bank loans disbursed to government and public sector 
institutions to continue expanding at slightly lower rates than the past, culminating at 14% of GDP by 2010 
(QR67 billion), translated into an average 11% growth p.a. during 2009-12 (vs. 19% during 2004-07). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
QNB to Dominate Govt. & Public Sector Lending – Both Banks to Give Away Market Share 
 
Despite a shift witnessed in the strategy of banks to provide 
more corporate and retail loans (due to their high yielding 
capability and supported by a rising expatriate population base 
spreading the positive wealth effect), we continue to remain 
bullish on the ability of QNB to maintain its market leadership 
in lending to the state, primarily due to its ownership structure 
(50% owned by state controlled QIA and related government 
funding represented 58% of total deposits). Further, we also 
expect CBQ to remain conservatively active within this seg-
ment (due to the govt. and public sector’s dominant contribu-
tion to the country’s GDP) and hence anticipate the bank to maintain a relatively similar market share in the 
near term. However, in the long term, we foresee both banks pursuing corporate and retail loans aggressively 
due to which a declining market share in lending to the state is expected. 
 
 

Crude Oil 19.7 

Natural Gas 63.0 

GTL & Refining 104.0 

Petrochemicals 11.0 

Industrial Cities and Others 25.0 

Total 222.7 

Source: Qatar Petroleum; Figures in QR billion 

Major Infrastructure Projects Plan 
(2008-12)   

GC C  -  The  US D 2  trillio n  Inv e s tm e nt  P ie  
(M a rc h 2 0 0 8 )

Saudi 
Arabia , 468, 

25%

Qatar, 197, 
10%

Kuwait, 247, 
13%

UAE, 865, 
45%

Oman, 88, 
5%

Bahra in, 33, 
2%

  2004a 2007a 2010f 

Govt. and Public Sector 
Loan Market 18 36 67 

      

Market Share               

QNB 74.0% 75.2% 70.6% 

CBQ 8.8% 9.0% 7.6% 

Source: CBQatar; Company Reports; Prime Estimates; 

The State Budget 2005/06 2006/07* 2007/08* 

Total Revenues 64,984 84,998 115,460 
Oil and Gas 43,616 54,919 70,120 
Investment 14,233 20,644 30,370 
Others 7,135 9,435 14,970 
      
Total Expenditure 50,833 66,356 77,405 
      
Current Exp. 32,761 49,444 48,357 
Development Exp. 18,072 16,912 29,048 
      
Surplus 14,151 18,642 38,055 
Surplus % of GDP 9.2% 9.0% 14.7% 

Source: CBQatar; Ministry of Finance; Figures in QR million;                 
* Preliminary Data 

Source: MEED Projects 
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In our explicit forecast 
horizon through to 2012, 
we estimate domestic 
private sector loans 
(corporate and personal) 
to reach QR244 billion, 
reflecting a 12% CAGR 
over the five year period. 
Having outlined our fore-
casts for personal lending 
in an earlier section (11% 
CAGR 2008-12), we focus 
here on our outlook for 
corporate lending, which is 
expected to register a 12% 
CAGR over the 5 year 
period ending 2012 (vs. 
58% CAGR 2004-07). 
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Corporate Sector Loan Demand to Slow after Excellent Past Growth (20% CAGR 2000-03, 58% 
CAGR 2004-07 and an QR150 billion market by 2012) 
 
Corporate lending, unexpectedly, currently constitutes only 21% of the Qatari banking sector’s asset base, 
registering 38% of aggregate loans in 2007 (biggest segment borrower), equivalent to QR60.5 billion, up by 
1800 bps since 2001, when it was the lowest segment borrower. Growth momentum in this segment however 
has accelerated considerably over the past 4 years, registering a 58% 2004-07 CAGR, versus a 20% compa-
rable figure during 2000-03. High entry barriers for foreign companies (maximum 49% ownership allowed), 
limited attractiveness in terms of a small population base, a non democratic status of the country combined 
with the inability to own property and non availability of citizenship were some of the primary reasons for the 
slow growth of the private sector and associated loans within the country. However, with the new Emir taking 
charge of the country in 2004, many changes with a positive bias towards privatization and diversification 
have been made to local laws, in part to reduce the reliance of the economy on oil related income, with mas-
sive energy related discoveries made during the same time period. Some of the changes include allowing 
foreign investors, upon advance government approval, to own up to 100% of projects in the agriculture, 
tourism, education, industry, health and energy sectors. The later years also witnessed foreigners given the 
rights to own properties in given segments of the country apart from allowing foreign investment in the bank-
ing and insurance sectors upon approval by a decree from the cabinet of ministers. 
 
Other catalysts behind corporate sector credit growth include access to cheap loans (on the back of low inter-
est rate environment), an aggressive penetration by foreign enterprises combined with a fast growing popula-
tion supported by domestic capacity constraints across the board including real estate and the construction 
industry (which combined accounted for 46% of aggregate corporate credit extension in 2007), hospitals, 
schools and the transportation and logistics sectors. Further, planned and ongoing projects within Qatar to-
taled USD197 billion as of 1Q FY08, largely supported by the Qatar National Vision 2030 of which The First 
National Strategy is expected to be launched in 2010. 
 
In our explicit forecast horizon through to 2012, we estimate domestic private sector loans (corporate and 
personal) to reach QR244 billion, reflecting a 12% CAGR over the five year period. Having outlined our fore-
casts for personal lending in an earlier section (11% CAGR 2008-12), we focus here on our outlook for corpo-
rate lending, which is expected to register a 12% CAGR over the 5 year period ending 2012 (vs. 58% CAGR 
2004-07). As a consequence, corporate debt/GDP, funded by banks, is expected to rise from 23% in 2007 to 
25% by 2010 (QR124 billion). The primary reason behind our conservative forecasts for the domestic private 
sector credit growth is the ongoing international liquidity crunch resulting in higher borrowing costs for banks 
which is then passed on to consumers and corporates. Fur-
ther, the short term crunch of funds (beginning last quarter 
of 2008) has also stalled the ability of corporates to raise 
funds from alternate sources such as the equity (which wit-
nessed excellent performance during the past year) and bond 
markets (conventional and Islamic Sukuk), which we esti-
mate, will further result in project delays and hampering of 
corporate expansion plans. 

 
 

  2007a 2008e 2009f 2010f 

Nominal GDP (bn) 259 339 416 491 

% Growth 25% 31% 23% 18% 

          

Pvt. Sector Loans 108 157 176 202 

% Growth 50% 46% 12% 15% 

          

Corporate Loans 60 96 108 124 

% Growth 65% 58% 13% 15% 

Source: CBQatar; Prime Estimates; Figures in QR billion 

Co rpo rate  S e c to r Cre dit B re akdo wn 
2007

Real 
Estate
33%

Construc
tion
13%

Services
18%

General 
trade
30%

Industry
6%

Source: CBQatar 

Doha Stock Market Indicators 

  2005a 2007a 1H 2008a 
Listed    

Companies 32 40 43 

Market Cap 
(QR bn) 317 348 495 

Source: CBQatar 
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Going forth, we anticipate 
the associated loan seg-
ment to witness a slow-
down in growth starting 
from the last quarter of 
2008 primarily due to a 
stability of real estate price 
growth expected in the 
country (instead of rapid 
appreciation as experi-
enced within the GCC in 
the past 2 years), reduced 
speculative buying and 
tight lending conditions 
imposed by banks (LTV of 
65%). 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

We anticipate the Islamic 
units of QNB and CBQ, 
despite enhancing compe-
tition in the field, to con-
tinue their branch expan-
sions (QNB and CBQ had 
10 and 5 Islamic banking 
branches and offices, 
respectively, as of 2007) 
and hence increase their 
combined Islamic financing 
market share by 40 bps to 
24.5% by 2010. 
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QNB to Lose Market Leadership at the Expense of CBQ and Other Banks 
 
Looking ahead, we expect QNB to slightly shed its corporate 
loan market share (has already witnessed a decline of 830 bps 
since 2004), primarily due to the emergence of various new 
banks in the recent past; that said we also remain positive that 
the bank will be able to increase its corporate loan book in real 
terms, owing to its large branch network and strong corporate 
relationships, and will continue to maintain its leadership within 
the local market. CBQ, on the other hand, has witnessed its 
associated market share increase by 510 bps over the past 4 
years and we expect to see this trend continue, on the back of 
its corporate and retail pro strategy combined with its aggressive expansion plans. 
 
Real Estate Loan Boom (70% CAGR 2004-07) - Opportunity for Qatari Banks 
 
The Organization of Foreign Capital Investment Law, after undergoing certain amendments in 2004 and 
2006, now permits foreign investors to lease land for up to 50 years, renewable upon government approval 
and also provides rights to full ownership of property in the Pearl of the Gulf, Qatar Island, West Bay Lagoon, 
and Al Khor. Further, properties in high-rise buildings in residential areas and in government designated 
‘Investment Districts’ are covered by 99-year leases. As a result of these enactments, real estate loans, pro-
vided by banks, witnessed a 70% CAGR during 2004-07 compared to a 57% CAGR during the previous 4 
years. Further, we estimate, these loans are primarily dominated by developers and contractors as the con-
sumer mortgage market within the country is relatively very small (9M 2008 - QNB – QR300 million or 0.2% 
of total assets and CBQ – QR1.5 billion or 2.6% of total assets). Going forth, we anticipate the associated 
loan segment to witness a slowdown in growth starting from the last quarter of 2008 primarily due to a sta-
bility of real estate price growth expected in the country (instead of rapid appreciation as experienced within 
the GCC in the past 2 years), reduced speculative buying and tight lending conditions imposed by banks (LTV 
of 65%). 
 
Overall, we believe that Qatari banks were always well placed, in 
comparison to its regional players, to face a real estate slowdown 
(impacting through defaults on loans leading to a rise in NPLs’) due 
to the conservative approach adopted by the regulators (to cap real 
estate loans at 15% of customer deposits or 150% of the bank’s 
capital and reserves, whichever is less with a LTV of 65% for devel-
opers and contractors). Such tight LTV regulations prevented specu-
lation, from the beginning, on one hand and also resulted in banks 
being well below their required regulatory limits. Further, the lack of 
property (as an investment) on both the banks’ balance sheet is also 
a boon in the current situation of reduced liquidity and scope for 
revaluation/realized losses for the same. 
 
Boom in Islamic Financing - QNB Leads the Market 
 
In 2005 the CBQatar granted approval to commercial banks 
to provide Islamic banking services and since then the coun-
try currently comprises a total of 7 commercial banks offering 
the associated services, primarily retail oriented. Such fast 
paced expansion by Islamic banks/units into the associated 
field has led them command 15.1% of assets, 15.9% of loans 
and 13.4% of aggregate deposits in Qatar at the end of 
2007. We expect the new players in the Islamic banking field 
to snatch market share from the 20 year old incumbents, 
namely Qatar Islamic Bank and Qatar International Islamic Bank, which as of 2007 had a combined ca. 63% 
Islamic finance market share. Further, due to the acceptance of the Islamic banking model in the country, 
this combined with the ability to garner higher net spreads (since profit rates of Islamic deposits are expected 
to be lower than the interest rate on conventional deposits) and proven profitability of the units (QNB Al 
Islami 349% CAGR and CBQ Al Safa Islamic 419% CAGR during 2005-07), we anticipate the Islamic units of 
QNB and CBQ, despite enhancing competition in the field, to continue their branch expansions (QNB and CBQ 
had 10 and 5 Islamic banking branches and offices, respectively, as of 2007) and hence increase their com-
bined Islamic financing market share by 40 bps to 24.5% by 2010. 

  2004a 2007a 2010f 
Corporate Loan     

Market 15 60 124 

      

Market Share     

QNB 47.0% 38.7% 37.9% 

CBQ 14.6% 19.7% 20.7% 
Source: CBQatar; Company Reports, Prime Estimates; 

Figures in QR billion 

Real Estate Loans % 
of Deposits 2004a 2007a 

QNB 14.1% 10.5% 

CBQ 11.2% 12.7% 

     

Real Estate Loans % 
of Total Loans    

QNB 15.2% 12.5% 

CBQ 13.7% 13.0% 

Source: Company Reports 

  2007e 2008e 

Islamic Finance Market 25 43 

      

Market Share Comparison     

QNB 17.8% 17.7% 

CBQ 3.6% 6.4% 
Source: Company Reports; Prime Estimates;                 

Figures in QR billion 
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Going forth, over the 
medium term we expect 
the slowdown in economic 
activity to hurt the con-
sumer and corporate 
sectors and hence antici-
pate coverage ratios to 
decline, despite large 
provisioning, to an average 
68% for QNB (low cover-
age ratio due to high state 
lending) and 94% for CBQ, 
respectively, during 2008-
12. 
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Declining Non Performing Loans (NPLs) and Rising Coverage Ratio’s - (2007 NPL Ratio 1.7% 
and Coverage Ratio 93%) 
 
Despite aggressive loan expansion over the past 4 years 
(48% CAGR 2004-07) with retail loans (total personal 
loans), in specific, illustrating a 50% CAGR over the asso-
ciated period, Qatari bank asset quality has improved con-
tinuously. In 2007, the sector registered an average 1.7% 
NPL ratio down significantly from the 9.3% comparable of 
2004, a function of both CBQatar and in-house individual 
bank risk procedures. Additionally, discussions with the 
management for the most part points to a decent outlook 
on credit quality despite a slowdown in economic activity. 
 
Both Banks Expected to Witness Rise in NPL Ratio 
and Decline in Coverage Ratio 
 
With CBQ recording the highest real estate related and 
consumer lending exposure on its books, we expect it out 
of our peer group to be the hardest hit in the current event 
of a slowdown in both real estate related activity and con-
sumer spending. We thus expect our peer group NPL ratio 
to rise to 1.2% for both 2009 and 2010 after which the 
same is forecasted at 1.1% for the rest of our forecast 
horizon. 
 
Average coverage ratios which have continued to remain 
close to the 100% levels since 2004, can be expected to 
provide a cushion should there prove any largely unex-
pected downturn in credit quality. Going forth, over the 
medium term we expect the slowdown in economic activity 
to hurt the consumer and corporate sectors and hence 
anticipate coverage ratios to decline, despite large provi-
sioning, to an average 68% for QNB (low coverage 
ratio due to high state lending) and 94% for CBQ, 
respectively, during 2008-12. 
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Asset Q uality and Coverage Ratio
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Source: Company Reports; Avg. of Top 5 Banks by Asset Size 

Asset Q uality and Coverage Ratio
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2.4%

0.5% 0.8%

0%

40%

80%

120%

QNB CBQ QNB CBQ

2004a 9M 2008a

0.0%

1.0%

2.0%

3.0%

4.0%

Co verage  Ra tio NP L Ra tio

Source: Company Reports 

% of Total Loans   

  Real Estate Contracting Consumer Total 

QNB (2007) 7% 7% 24% 38% 
CBQ           
(9M 2008) 17% 10% 22% 49% 

Source: Company Reports;                 
QNB real estate and contracting has been equally split 
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Resident deposits relative 
to total liabilities have 
declined 1400 bps over the 
past 5 years whilst foreign 
liabilities have compen-
sated for the decline by 
witnessing a much higher 
1800 bps increment over 
the same time period with 
2007 recording QR163 
billion as resident deposits 
and QR62 billion as foreign 
liabilities. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Government and public 
sector deposits have pro-
vided a stable source of 
funding for the Qatari 
banking sector (QR60 
billion in 2007), averaging 
in excess of 35% of the 
aggregate over the past 8 
years, on the back of a 
26% CAGR between 2002-
07. 
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9M 2008 - Deposits Fall Short of Loans – Look for External Sources 
 
Qatar banking sector liabilities are weighed heavily towards resident deposits, while more recently a trend has 
emerged toward medium and short term foreign borrowing facilities. Resident deposits relative to total liabili-
ties have declined 1400 bps over the past 5 years whilst foreign liabilities have compensated for the decline 
by witnessing a much higher 1800 bps increment over the same time period with 2007 recording QR163 bil-
lion as resident deposits and QR62 billion as foreign liabilities. While deposit (both resident and non-resident) 
growth has proven buoyant in absolute terms, registering a 40% CAGR during 2004-07, superior loan de-
mand (48% CAGR during 2004-07) and subsequent disbursement have outpaced significantly. A negative 
interest rate environment, combined with attractive investment returns, specifically with regards to the capital 
markets (bar the last couple of months) and real estate asset class, has substantially reduced the propensity 
to save, whilst catalyzing demand for leverage. This fundamental scenario coupled with the recent phenome-
non of increased repatriation of funds from the country (primarily due to low confidence and the severe li-
quidity crunch experienced in the West) has clearly been reflected in rising Loan to Deposit (LD) ratios (81% 
in 2004 and 105% in 9M 2008 – CBQatar has capped 
the credit ratio at 90%); moreover, the increasing 
need for a matching of asset liability maturity profiles, 
as various real estate, infrastructure and construction 
related projects (requiring long term financing) take 
off, has meant that even our peer group which sports 
a liquid balance sheet to diversify and look for alter-
native funding sources over the recent period, which 
has been tapped largely in the form of long tenure 
syndicate loans apart from a few medium term notes 
(MTNs). 
 
Reduced Concentration Risk of Individual and Govt. & Public Sector Deposits 
 
Individual and govt. sector funds have primarily dominated bank-
ing sector deposits over the last decade; sporting a combined 
contribution to aggregate deposits of 67% at the end of 2007. 
 
The demographic structure of Qatar, in terms of high concentra-
tion of wealth has traditionally resulted in a form of concentration 
risk for the sector in terms of individual deposits which accounted 
for 44% of the system’s deposits in 2002. This number has how-
ever been reduced over the more recent period, falling to 31% as 
of 2007, in favor of corporate deposits which have witnessed a 
1500 bps increase in aggregate contribution, on the back of a 
booming local economy, coupled with rising enterprise profitability 
(1H 2008 witnessed a 66% rise in net profit of DSM listed compa-
nies to QR14 billion) and the cementing of Doha as a regional 
business hub; privatization has also played a role in the shift in 
the nation’s deposit mix.  
 
Stable Support from Government Deposits 
 
Government and public sector deposits have provided a stable source of funding for the Qatari banking sector 
(QR60 billion in 2007), averaging in excess of 35% of the aggregate over the past 8 years, on the back of a 
26% CAGR between 2002-07. We believe, that it is the general tendency of the GCC states to channel excess 
petrodollars to government enterprises and local investment bodies (which have announced investments 
worth USD197 billion over the next 5 years), largely uncorrelated with world energy prices, which in turn 
form stable funding sources for the banking sector. We are accordingly expecting no major change in the 
contribution from this source of funds over our forecast horizon, (especially in current times of a liquidity 
crunch in which we believe the state could step in to shore up balance sheets) and are estimating a 17% 
CAGR during 2008-12 to reach QR152 billion, equivalent to 37% of the aggregate. 
 
 

  2007a 2008e 2009f 2010f 

Nominal GDP (bn) 259 339 416 491 

% Growth 25% 31% 23% 18% 

       

System Deposits 167 234 270 317 

% Growth 39% 40% 15% 17% 

Source: CBQatar; Prime Estimates;                 
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in the local market (3 new 
banks in the last 2 years) 
leads us to foresee our 
peer group losing its de-
posit market share slightly 
in the medium term. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Overall, we maintain our 
view that an anticipated 
slowdown in loan growth, 
across the board, is ex-
pected to ease sector LD 
ratio and maintain ade-
quate CARs. 
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Increased Competition Leads to Both Banks Losing Deposit Market Share 
 
The emerging competition in the local market (3 new banks in 
the last 2 years) leads us to foresee our peer group losing its 
deposit market share slightly in the medium term; QNB is fore-
seen to remain the market leader primarily due to its govern-
ment and public sector patronage, biggest branch network and 
its brand which showcases it as the most secure bank in the 
country especially in current times of turbulence. On the other 
hand, CBQ is expected to lose market share due to its strong 
focus on retail and corporate clients, which are expected to be 
the worst hit during the current downturn. As aforementioned, due to the unique shareholder structure of 
major banking sector players in Qatar, it is extremely likely that, should the situation warrant the Qatari gov-
ernment and or quasi government entities will step in to provide additional required funding. 
 
Slowdown in Lending Growth Expected to Ease Loan-Deposit Ratio (LD Ratio) and Maintain 
Capital Adequacy Ratio (CAR) – Solvent Balance Sheets Expected 
 
Unsurprisingly the sector has witnessed rising LD Ratio’s which have increased from an average 81% in 2004 
to 96% in 2007 (and preliminary data suggesting 105% in 9M 2008). Similarly, CARs have come under pres-
sure after the implementation of Basel II in 2006 (25% in 2005 and 15% in 2007); however, our peer group 
remains well capitalized and reported the same well above CBQatar requirements (10%), due in large part to 
the practice of capital raising which was undertaken across the board in 2005 and 2006. However, in light of 
the recent market corrections across the GCC and with the Doha Stock Market correcting ca. 27% in the last 
quarter of 2008, we expect both banks to report impairments on their investment securities (available for 
sale) thereby lowering profitability and equity growth outlook for the current year. Further, in an effort to 
boost investor confidence and maintain adequate liquidity amongst local banks, the QIA, has announced that 
it will contribute (if the situation warrants) 10 to 20% of additional capital to banks with CBQ being the first 
bank to witness the same as it has been decided to issue 41 million new shares to the SWF. Similarly, central 
banks across other member states of the GCC (especially UAE, Saudi Arabia and Kuwait) have also an-
nounced various emergency packages and deposit guarantees to maintain the attractiveness of their banking 
system and to supply the much needed short term funding. Overall, we maintain our view that an anticipated 
slowdown in loan growth, across the board, is expected to ease sector LD ratio and maintain adequate CARs. 
 

 
Both Banks Expected to Continue Maintaining Good 
Solvency 
 
Inspite of rising LD ratios, our peer group has maintained its 
credit ratio – C/R (as regulated by the CBQatar and which we 
calculate as net loans relative to customer deposits + alter-
nate funding + repo agreements) well below the required limit 
of 90%. Further, CBQ, which although sports a low C/R ratio, 
has registered the largest increase in alternate funding over 
the recent period (62%), totaling QR7.6 billion effective 9M 
FY08, which is expected to pressure margins. On the other 
hand, QNB’s extremely aggressive credit and deposit expan-
sion over the past year (42% and 55%, respectively) suggests 
that the bank will continue to have a comparatively solvent 
balance sheet. 

  2004a 2007a 2010f 

System Deposits 61 167 317 

      

Market Share     

QNB 48.7% 47.5% 39.0% 

CBQ 13.7% 15.4% 13.5% 
Source: CBQatar; Company Reports; Prime Estimates; 

Figures in QR billion 
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4.7:1 in 2003 with this 
ratio having declined 
consistently to settle at 
1.4:1 ending 2007. 

 

 

 

 

 

 

 

 

 

 

 

 

As of 9M 2008, CBQ re-
mains the most reliable on 
a l te rna te  bo r row ing 
(largely syndicate loans) 
followed by QNB. 
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Surge in Sector Foreign Liabilities (2003-07 97% CAGR to QR62 billion) 
 
Foreign assets relative to foreign liabilities recorded 4.7:1 in 
2003 with this ratio having declined consistently to settle at 
1.4:1 ending 2007. The trend occurred essentially on the back 
of a 97% foreign liabilities CAGR across Qatari commercial 
banks between 2003 and 2007 as surging domestic credit, in 
our view, firstly, forced banks to secure alternate sources of funding, making sure 
that they do not breach the 90% credit ratio set by the central bank and secondly, to 
match the maturity profile of the expected real estate and infrastructural lending. On 
the other hand, it is important to note, that our peer group (unlike other regional 
highly leveraged institutions) never depended on external wholesale funding to meet 
regulatory requirements or to specifically substitute their deposit base. Further, since 
the ongoing international sub prime crisis and related financial crunch has raised FCY 
denominated borrowing costs we accordingly do not expect our peer group to raise any large funds from 
sources such as syndicate loans or Euro Medium Term Notes (EMTNs) until the end of 2009. Effective 9M 
2008, 87% of alternate funding of our peer group consisted of syndicate loans with the remaining 13% 
funded by EMTNs. 
 
CBQ to Rely More on Alternate Funding 
 
As of 9M 2008, CBQ remains the most reliable on alternate borrowing 
(largely syndicate loans) followed by QNB. With syndicate loans pric-
ing, which constitute the bulk of alternate funding, linked to LIBOR, a 
gradual foreseen rise in associated interest rates in the medium term 
is likely to lead to margin pressure, specifically as the competitive en-
vironment in Qatar intensifies, which will reduce the ability to pass on 
costs to consumers. Further, since a majority of these foreign loans 
expire in 2012 with a few of them needing refinancing in late 2009 
and as banks are currently below CBQatar requirements for both capi-
tal adequacy and liquidity ratio’s, we remain positive on their lending 
ability. 
 
Both Banks Set to Tackle Margin Pressures Well –  
CBQ to Slightly Outperform 
 
Although our peer group has witnessed significant net interest income 
growth over the past few years (31% CAGR 2004-07), a much foreseen 
expected reduction in margins will prove a cause for concern, as cost of 
funding increases (due to rising competition). Overall, we believe that 
despite a rise witnessed in foreign borrowing, the local banking sector 
partly due to its tight regulatory limits when compared to its regional 
peers, is well funded, solvent and hence expected to sustain above 
regional average interest margins, which when compared locally are 
expected to trend downwards, in the long run, due to increased compe-
tition. 
 
Our peer group matrix, which considers various criteria such as net 
interest income growth influenced by various loan and deposit struc-
tures, reveals that CBQ is likely to slightly outperform on the back of its 
pro retail and corporate strategy supplemented by very low lending to 
the state, both of which offset its comparatively high external funding 
(16% of total liabilities). 
 

 
 
 
 
 
 
 
 
 

 
 

  2003a 2007a 

Foreign Liabilities 4 62 

% of Total Liabilities 6% 24% 

Source: CBQatar; Figures in QR billion 

Company Alternate 
Funding 

QNB 6.7 

CBQ 7.6 
Source: Company Reports; 

Figures in QR billion;         
Data for 9M 2008 

Source: Company Reports 
Alternate Funding includes EMTN and Syndicate 

Loans 

Increasing Spread Pressure Leads to 
Higher Interest Expense Growth    

and Slow NII Growth 

  2004a 2007a 
Interest Income 

Growth 69% 49% 

Interest Expense 
Growth 125% 71% 

      
NII Growth 46% 38% 

      
NII Relative to 

NBI 68% 53% 

Source: Compay Reports; Peer Group Average 

Reduction in Loan Volumes to           
Slow NII CAGR 

  2003-07a 2008-12f 

QNB 23% 9% 

CBQ 38% 10% 

 Source: Company Reports; Prime Estimates  

Banks with High Consumer Loans 
Relative to Total Loans will 

Counter Margin Decline Well 

  2004a 2007a 

QNB 20.8% 24.0% 

CBQ 32.9% 25.6% 

Banks with High Govt. & Public 
Sector Loans relative to Total 
Loans Face Margin Pressure 

  2004a 2007a 

QNB 49.9% 40.2% 

CBQ 23.8% 12.9% 

Banks with High Current Deposits 
Relative to Total Deposits Face High 

Endowment Risk 

  2004a 2007a 
QNB 34.9% 31.0% 

CBQ 29.3% 21.9% 

 Source: Company Reports; Prime Estimates  

 Data might differ from company reports  
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However, with the recent 
decline of the equity mar-
kets witnessed since 4Q 
2008 and according to the 
Available for Sale (equity) 
holdings of our peer 
group, we expect both 
banks to report severe 
impairments for the same, 
especially in the last quar-
ter of 2008, and hence 
impact shareholders equity 
negatively. 
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Local and International Branch Expansion Gaining Momentum – QNB remains Market Leader 
 
While Qatar has provided a benign operating environ-
ment for local banks over the recent few years, increas-
ing competition and the desire for diversification has 
resulted in considerable M&A activity abroad, funded 
by, often over capitalized balance sheets. Intra-GCC 
acquisitions have proven popular on the basis of solid 
political ties among the member countries, on antici-
pated easing of legislation allowing for new openings 
combined with familiar operating environments. Fur-
ther, we believe, that local banks due to the lack of 
scale, as a strategy, prefer to own minority stakes in 
other banks rather than compete with their independent 
branch networks in foreign countries. In comparison, 
QNB, as opposed to CBQ, has the largest physical pres-
ence across the international market and is anticipated, 
in the coming years, to report a much higher percent-
age of net income from abroad. 
 
Change in Operating Income Structure – Net Interest to Fee and In-
vestment Income 
 
Over the past few years, as a result of new product developments (Islamic fi-
nance), availability of various investment avenues (capital markets) and slightly 
reducing margins - banks have drifted away from the 
common interest business and adequately diversified 
their revenue sources. 
 
We remain positive on our peer group’s ability to main-
tain/increase fee income (from banking activity) firstly, 
due to the current situation of a concentrated banking 
sector in the country (allowing independent pricing struc-
tures) and secondly, due to an expected increase in 
cross selling on the back of aggressive foreign expan-
sions. Further, fee income stemming from capital market 
related activities (investment banking, asset manage-
ment, brokerage and IPO fees) remains largely non-
existent in the Qatari banking sector (since foreign play-
ers who excel in these services have only started to en-
ter the country) – this reinforces our view that there is 
much potential, to increase fee income, waiting to be 
exploited by the local commercial banks. 
 
Capital Market Decline During 4Q 2008 to Nega-
tively Impact Profits and Equity 
 
Operating income, for our peer group, from capital market 
related investments (bonds, equity and associated interest and 
dividends) have significantly increased over the past years and 
hence reported an average of 28% of the associated aggre-
gate last year. However, with the recent decline of the equity 
markets witnessed since 4Q 2008 and according to the Avail-
able for Sale (equity) holdings of our peer group, we expect 
both banks to report severe impairments for the same, espe-
cially in the last quarter of 2008, and hence impact sharehold-
ers equity negatively. However, owing to their strong profit-
ability witnessed during the past nine months of 2008 (QNB – 
62% and CBQ – 55% y-o-y rise), higher capital adequacy (we 
expect CBQ to report a stable CAR in 2008 due to its 24 million 
shares GDR in July 2008) and nil exposure to sub prime re-
lated investments, we expect both banks to sustain this unex-
pected reduction in profitability. 

Qatar 
Branches Expansion Outside Qatar 

QNB 38 

UK (1), France (1), Kuwait (1), Yemen (1), 
Oman (1)                                                                 
Rep offices in Singapore, Libya and Iran              
23.8% Commercial Bank International, UAE    
2.8% Commercial Bank of Qatar                    
23% Mansour Bank, Iraq                               
50% Tunisian Qatari Bank, Tunisia                           
34% stake in Housing Bank for Trade and     
Finance, Jordan                                              
Plan to acquire 49% stake in new unnamed 
bank in Syria 

CBQ 25 35% stake in National Bank of Oman, Oman            
40% stake in United Arab Bank, UAE 

  Source: Company Reports 

NP from Foreign Activities 

  2006a 2007a 

QNB 1% 6% 

CBQ 29% 34% 

 Source: Company Reports  

Source: Company Reports 

C o m po ne nts  o f  Ope ra t ing  Inc o m e

76%
60% 53% 46%
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6% 15%11% 13%
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2004a 2007a

Fo rex & Other
Dividends  & Gain fro m Inves tment Securitie s

Fee  Bas ed
Is lamic  F inanc ing

Net Inte res t

  QNB CBQ 

Total AFS Investments 7,677 2,909 

Equity 45% 68% 

Bonds 55% 32% 
     

Equity Investments (AFS) 3,454 1,982 

% of Total Assets 2.4% 3.4% 

CAR (as of 2007) 16.2% 11.9% 
Source: Company Reports; Figures in QR million;               

As of 9M 2008 

Estimated Impairment to be 
Booked in Shareholders Equity 1,382 814 

% of AFS Equity 40% 41% 

% of Shareholders Equity 9% 13% 

Source: Prime Estimates; Figures in QR million 
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However, going forward, 
we expect QNB and CBQ 
to report an uptrend in 
their CI ratios. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Amongst our peers, CBQ is 
expected to outperform 
with regards to profitability 
over our forecast horizon, 
with the bank firmly posi-
tioned in an aggressive 
growth phase of its busi-
ness cycle, with the ability 
to quickly re-price its loans 
to corporate and retail 
clients. 
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Stable Operating Expenses - Both Banks Expected to Maintain Comparatively Low CI Ratios 
 
Despite wage inflation, significant investments in IT infrastructure 
and aggressive product and branch expansion, Cost to Income Ra-
tios (CI ratio) of our peer group, averaged 27% in 2007, represent-
ing a decline of 400 bps from 2003 levels. This has been a result of 
solid operating income growth backed by very low competition in 
the past combined with massive construction and developmental 
lending resulting in high loan margins and return on assets.  
 
However, going forward, we expect QNB and CBQ to report an up-
trend in their CI ratios, primarily due to suppressed operating in-
come outlook and development of new product lines supplemented 
by intensifying competition; following this negative trend, we fore-
see our peer group average CI ratio to record 29% in 2010, which is 
still well below the international or regional average. 
 
Margin Compression But Stable Performance Expected - CBQ Anticipated to Outperform 
 
Inspite of recent margin compression pressure, Qatari banks continued to out-
perform the regional average ROE and ROAA, despite over capitalization dis-
torting numbers. Profitability growth, over the long term, has also proven im-
pressive, (Qatari bank’s net profits 45% CAGR 2000-07) on the back of recently 
increased focus on retail banking, healthy contributions from fee generating 
income sources, containment of cost pressures and low provisioning require-
ments on the basis of sound credit quality. Overall, the position of our peer 
group within the current situation of an international financial crisis is expected 
to be comparatively much better. This on the back of continued infrastructural 
expansion plans (supported primarily by the government), comparatively low 
exposure to currently volatile sectors such as real estate and equity markets, 
little dependency on wholesale funds, all of this adding support to the primary 
factor of extremely high concentration of the assets within the banking sector (supporting high margins). 
 
Amongst our peers, CBQ is expected to outperform with regards to profitability over our forecast horizon, 
with the bank firmly positioned in an aggressive growth phase of its business cycle, with the ability to quickly 
re-price its loans to corporate and retail clients and non interest income in specific expected to prop up bot-
tom line numbers over the coming few years. We are however foreseeing a slowing of net income growth 
across the board (12% CAGR 2008-12) over our forecast horizon, largely due to a more challenging economic 
environment represented mainly by a slowdown in activity (by both government and corporate sectors) in-
creased competition and the maturing of various new businesses such as Islamic banking. 

Source: Company Reports 

Top 3 Banks (Asset Size) 

  ROAA ROE 

Qatar 2.8% 22.0% 

UAE 2.1% 23.3% 

KSA 3.7% 24.8% 

Kuwait 2.9% 23.7% 

Oman 2.6% 16.9% 
Source: Company Reports; MEED; 

Data as of 2007 

Non Comparable Data for Bahrain 

Banks to Sustain Stable                  
Net Profit CAGR 

  2003-07a 2008-12f 

QNB 41% 10% 

CBQ 54% 14% 

 Source: Company Reports; Prime Estimates  

Source: Company Reports 
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CBQatar Regulations   

Capital Adequacy Ratio CBQatar requirement in accordance with Basel II is 10% 

Liquidity Ratio 

It is defined as the ability of the bank to meet on-and-off balance sheet liabilities and dis-
burse loans on demand to its best customers. It should not be less than 100%. The nu-
merator includes cash, balances from QCB and other banks, negotiable securities inside and 
outside Qatar. The denominator includes customer deposits and certificates, deposits due to 
banks, borrowed amounts including LC's.  

Loan - Deposit (Credit)  
Ratio 

Banks are required to maintain a maximum credit ratio of 90%. Loans comprise of debit 
accounts, loans, discounted bills, and the deferred letters of credit (acceptances), while 
deposits comprise domestic and external financing, Murabaha, Musawamah, Mudarabah, 
diminishing participation, Istisna, or any other Islamic financing operations, and accep-
tances 

Large Exposure Limits - 
Real estate and Personal 

loans 

Real estate loans are capped at 15% of customer deposit portfolios or 150% of the bank's 
capital and reserves, whichever is less. The bank financing should not exceed 65% of the 
purchasing cost. In case of personal loans, the total payments transferred to the bank 
(value of the monthly loan installment + due monthly interests + credit cards + overdrafts 
+ installments due on persons guaranteed by customer + any other debts) shall not exceed 
50% of customer's total monthly salary and related allowances. 

Financing Trading in            
Securities 

Financing provided by the bank to the customer for purchasing of securities should not 
exceed 50% of the market value of purchased securities from abroad financial market, and 
this ratio is decreased to 40% for the purchased securities from the Doha Securities Market. 
The total credit provided by the bank to the customers to finance their trading in securities 
may not at any time exceed 5% of the bank's capital and its reserves 

Taxation Foreign Banks registered at QFC- 10%, Local banks - Exempt 

 Source: CBQatar 
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Qatar National Bank (QNB) was established in 1964 as the country’s first 
Qatari-owned commercial bank, with an ownership structure split between 
Qatar Investment Authority (50%) and the private sector (50%). QNB has 
since then grown to be among the largest banks in the region and is by far 
the leading financial institution in the country with a market share ap-
proaching 45% of banking sector assets, a distribution network of 42 
branches and offices (including 3 mobile branches), in addition to 12 Islamic 
branches and offices, and ATMs in excess of 149.  
 

For 2008 we are estimating net loans to expand 42% to reach QR93.7 bil-
lion with QNB’s continued shift in lending strategy, in favor of corporate and 
retail segments combined with its rapid expansion plans, to go some way in 
aiding the bank to waive margin pressures. Further, we anticipate 2008 to 
be the first year in which deposits will fall short of net loans for QNB, with 
the former expected to reflect an 18% annual expansion to QR93.6 billion. 
With regards to the bank’s unique positioning in terms of stable funding 
from government and state entities, our aggregate deposit forecast over our 
five year horizon record a 14% CAGR. 
 

We expect QNB to report a 15% rise in net interest income to QR2.2 billion 
during 2008, and a 9% CAGR over the five year period ending 2012, buoyed 
by a continued shift in lending strategy toward higher yielding segments. 
Non interest income is meanwhile expected to register a higher 48% y-o-y 
growth this year to QR2.1 billion, driven by solid performance across all key 
associated income drivers, with the non interest income/net banking income 
ratio to remain at close to 50% throughout. We expect the bank to open 8 
new branches and offices in Qatar over the next two years; which combined 
with an employee per branch of 25 and SG&A expenses at ca. 9% of net 
banking income, brings our CI ratio estimate for 2008 in at 23.4%, increas-
ing to 24.8% in 2010.  
 

We have factored in the deteriorating economic environment (leading to 
retail and corporate defaults) and hence expect the NPL/gross loan ratio to 
rise to 1.2% during both 2009 and 2010 before moderating to 1.1% for the 
rest of our forecast horizon ending 2012. Similarly, despite accounting for a 
cumulative QR286 million as loan provisions for the coming two years, we 
expect the coverage ratio to decline steeply to 61% in 2010 before recover-
ing and ending at 71% by 2012. Our net income estimate for the year end 
comes in at QR3.3 billion, which illustrates a 34% annual rise, while our 
2008-12 bottom line registers a 10% CAGR. 
 

Our valuation on QNB has yielded a DECF fair value of QR188.7/share, with 
the company's future cash flows discounted by a cost of equity of 11%. 
With the company currently trading at QR160.6/share, our fair value target 
provides investors with 17% upside potential. We accordingly assign a buy 
recommendation. 

Qatar Banking Sector 

Qatar National Bank 

Share Data  

Report Date January 08, 2009 

Company Abbreviation QNB 

Sector Banking 

Traded Market  DSM 

Report Reason  Sector Update 

Valuation Methodology DECF 

Previous Report Date N/A 

Previous Target N/A 

Exchange Rate QR3.64USD 

Stock Currency QR 

Reuters Code  QNBK.QA 

Outstanding Shares (mn) 240.9 

Par Value/Share (QR) 10 

Financial Year Ending December 

Mkt. Cap (QR mn) 38,182.1 

Weight to (PEMI)  N/A 

Price Low – High (QR) (52Wk.) 128.1 - 264.9 

Relative Performance (52Wk.)  -21% 

  

Shareholders Ownership Stake 

Qatar Investment Authority 50.00% 

Free Float 50.00% 

Target Price Market Price Investment Grade 

QR188.7 QR160.6 Value 

Recommendation 

Buy 

Upside Potential  

17% 

Figures are in QR mn unless stated otherwise   Source: Company Historical & Prime Estimates 
Please refer to disclaimer on last page 

Phone +971 2 6910800 

 +971 4 4070100 

Email research@primegroup.org 

Prime Research Department  

Stock Performance Chart 
(QR / Share) 

Fiscal Year  2006a  2007a  2008e  2009f  2010f 
Net Int. Inc.  1,686.7 1,932.1 2,230.2 2,398.1 2,669.7 
Growth 29.9% 14.5% 15.4% 7.5% 11.3% 
Net Banking Inc. 2,701.4 3,346.4 4,327.8 4,869.4 5,429.6 
Growth 23.7% 23.9% 29.3% 12.5% 11.5% 
Non-Tax Provisions -86.4 44.2 127.0 196.8 164.0 
Net Attributable Income 1,997.9 2,507.5 3,342.5 3,667.3 4,141.1 
EPS (QR) 8.3 10.4 13.9 15.2 17.2 
EPS Growth 30.0% 25.5% 33.3% 9.7% 12.9% 
DPS (QR) 4.6 5.3 7.6 9.2 11.2 
Dividend Yield  2.9% 3.3% 4.8% 5.7% 7.0% 
P/E x 19.3 15.4 11.5 10.5 9.3 
BVPS (QR) 30.5 52.2 60.9 67.0 72.9 
P/BV x 5.2 3.1 2.6 2.4 2.2 
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QNB has the largest distri-
bution network of 42 
branches and offices 
(including 3 mobile 
branches), in addition to 
12 Islamic branches and 
offices, and ATMs in ex-
cess of 149. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

QAI has positioned itself as 
one of the fastest growing 
Islamic banks and envi-
sions becoming the second 
largest Islamic bank in the 
country by 2010. 
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Qatar National Bank (QNB) was established in 1964 as the country’s first 
Qatari-owned commercial bank, with an ownership structure split between 
Qatar Investment Authority (50%) and the private sector (50%). The bank 
offers a full range of retail, corporate, investment, treasury, wealth man-
agement, Islamic banking products and services for individuals, corporate 
institutions and government entities. QNB has since then grown to be 
among the largest banks in the region and is by far the leading financial 
institution in the country with a market share approaching 45% of banking 
sector assets. QNB has the largest distribution network of 42 branches and 
offices (including 3 mobile branches), in addition to 12 Islamic branches 
and offices, and ATMs in excess of 149. 
 
Company Strategy 
 
• Enhance domestic banking capability by increasing mar-

ket share in retail banking, Islamic banking and develop-
ing SME relations for corporate banking and project fi-
nance  

• Continue international expansion and inorganic growth 
 

Stable Funding from Government and Public Sector Being Offset by Massive Lending to the State 
 
QNB enjoys a unique stance in terms of its funding base, sporting the highest contribution from government 
and public sector deposits combined (57% 2007), a competitive advantage we feel in the form of stability of 
funds, specifically at a time when liquidity concerns are at the forefront for the sector. On the other hand, the 
bank continues to reposition itself to move away from low yielding loans to the state to better yielding retail 
and corporate sector opportunities, but is still a long way from reducing the former to a minority loan seg-
ment, thus limiting its interest margin capabilities. 

 
 

Islamic Banking in Focus 
 
QNB Al Islami (QAI), launched in 2005, has successfully 
leveraged its brand name and strong customer relation-
ships, thus proving to be a high profitability centre for the 
parent company. Further, the ability of the Islamic unit to 
garner customer deposits at a high pace has benefited the 
bank especially in current times of a liquidity crunch. 
 
QAI has positioned itself as one of the fastest growing Is-
lamic banks and envisions becoming the second largest 
Islamic bank in the country by 2010. The bank has more 
than doubled assets and income every year and is rapidly 
increasing its loan market share (18% in 9M 2008). In a 
similar fashion to its conventional banking counterparts 
QAI also offers standard retail products combined with 
more complex corporate products including Murabaha, 
Ijarah, real estate financing, trade finance, secured over-
draft, syndications and investment products. 

Key Statistics and Market Share 

  

Loans - QR91 billion / 40.9% 

Deposits - QR92.9 billion / 43.7% 

  

Assets – QR145.6 billion 

Equity – QR17.7 billion 

Net Profits – QR3 billion 

Source: CBQatar; Company Report;                   

Deposits 2004a 2007a 

Govt. & Public Sector 43% 57% 

Corporate 21% 23% 

Retail 36% 20% 

     

Loans 2004a 2007a 

Govt. & Public Sector 50% 40% 

Corporate 26% 35% 

Retail 21% 24% 

Others 3% 1% 

 Source: Company Report 

  2004a 2007a 

Total Assets 50.1 114.4 

     

Retail Banking Assets 11.3 13.5 

Retail Assets % of Total Assets 23% 12% 

Op. Income - Retail Banking 0.4 0.8 

Op. Income % of Retail Assets 3.2% 5.6% 

     

Corporate Banking Assets 10.2 33.1 

Corporate Assets % of Total Assets 20% 29% 

Op. Income - Corporate Banking 0.1 0.6 

Op. Income % of Corporate Assets 1.3% 1.9% 

Source: Company Report: Figures in QR billion 
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Source: Company Report; Chart reflects selected data 
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Largest International Presence - 14 Overseas Bank Branch Network 
 
QNB has the largest international presence among all Qatari banks, sporting a current 14 overseas bank 
branch network (20% of total branches and offices), with international operations contributing 8% of 2007 
net income. Such growth has been possible due to the bank’s local branch expansion coupled with its aggres-
sive inorganic expansion strategy. 
 
As part of its international acquisitions, 2008 witnessed QNB entering the Tunisian market through its acquisi-
tion of a 50% stake in the Tunisian-Qatari Bank. The bank later in August also acquired 23.8% of Commercial 
Bank International based in the UAE. On the other hand, aggressive organic growth also resulted in QNB ac-
quiring a preliminary authorization to carry out banking operations in Sudan. Further, in September 2008 QNB 
announced that its representative office in Singapore had been upgraded into a full fledged branch. Looking 
ahead, more international market penetration is expected with management confirming being open to in-
creasing stakes in existing ventures, especially at current lucrative valuations.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

Associate Companies % Owned 

Housing Bank for Trade & Finance - Jordan  34% 

Mansour Bank - Iraq  23% 

Al Jazira Islamic Company – Qatar  20% 
Kuwaiti Qatari Co. for Ijara & Investment –   
Kuwait  30% 

Tunisian Qatari Bank – Tunisia  50% 

Commercial Bank International - UAE  23.8% 

QNB International Holding – Luxemburg  100% 

Source: Company Report 

Lo a n C la s s if ic a t io n  by R e g io n (2 0 0 7 )

Arab 
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QNB reported a modest 
15% net interest income 
growth in 2007 figures to 
QR1.9 billion, versus a 
previous QR1.7 billion 
realized last year. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Net income accordingly 
came in at QR2.5 billion in 
2007 results, reflecting a 
25% increase over the 
QR2 billion booked in 
2006, while ROAE regis-
tered a healthy 29.2%. 
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2007 Financial Assessment 
 
Net Interest Income  
 
QNB reported a modest 15% net interest income growth in 2007 figures to QR1.9 billion, versus a previous 
QR1.7 billion realized last year. The growth rate of the core interest business was relatively subdued, partially 
attributable to a 70 bps contraction in the net interest margin which recorded 2%. 
 
Total interest income increased 37% y-o-y to QR5 billion, 81% of which was derived from the loan book, 
which supported by a solid surge in demand for credit, reported a 43% increase to QR67.2 billion. 2007 num-
bers also enjoyed support from the Islamic banking unit (QNB Al Islami) with total Islamic financing culminat-
ing at QR5.2 billion, up 125% y-o-y with associated net earnings recording QR148 million and total interest 
income settling at QR418 million. Meanwhile, QR627 million of interest income stemmed from inter-bank 
loans which were up 67% and reported QR21.3 billion. Additionally, a relatively good year in terms of capital 
market performance during 2007 resulted in income from investments recording QR346 million, reflecting a 
25% annual growth rate, on the back of investment securities which ended the year at QR11.3 billion. 
 
Interest expense, on the other hand, recorded QR3.2 billion, a 56% y-o-y rise, in turn a function of 32% 
growth in customer deposit costs to QR2 billion on the back of a 42% rise in deposits to QR79.4 billion. Fur-
ther, a 59% increase in inter-bank borrowing to QR9.9 billion, as well as the QR6.7 billion worth alternate 
funding (MTN expiring July 2012, LIBOR+19.5 bps) boosted the accompanying interest burden by a com-
bined QR837 million. Although annual effective interest costs on customer deposits declined by 130 bps to 
4.1% (partly due to state related funding), cost pressures were evident from high inter-bank and alternate 
borrowing expenses. 
 
Non Interest Income 
 
Non interest income continued to fuel the improved bottom line, leaping 39% to QR1.4 billion, stemming 
largely from a 60% jump in fees and commissions over the period to QR726 million, equivalent to 51% of the 
associated total, in turn fuelled by increased core corporate and retail lending fees and charges. Aggregate 
non interest income also saw a 49% increase in FCY income, to QR175 million, as well a significant contribu-
tion from dividends and investment income, which combined registered QR497 million on the back of Avail-
able for Securities which ended the year at QR7 billion. As a result of the above solid growth of non interest 
income, the associated segments contribution to net banking income leaped 470 bps to a record 42%. 
 
Non Interest Expenses, Provisions and Credit Quality 
 
QNB recorded non interest expense of QR900 million in 2007 (26.9% CI Ratio), illustrative of annual rise of 
15%, with growth at the lower band of our peer group. Staff costs constituted 58% of total expenses, having 
expanded 20% annually on the back of an increase in branch network to 51 by year end and continued im-
plementation of its Qatarization policy which recorded 44%, representing an annual rise of 200 bps. Further, 
the bank successfully contained SG&A costs with the associated item reporting a modest annual growth of 
10% to QR322 million. 
 
The bank recorded a recovery of loans worth QR20 million in loan provisions for 2007, which in conjunction 
with a 50 bps improvement in NPL/gross loans to 0.7% brought the coverage ratio to 90.5%. 
 
Net Income 
 
Net income accordingly came in at QR2.5 billion in 2007 results, reflecting a 25% increase over the QR2 bil-
lion booked in 2006, while ROAE registered a healthy 29.2%. 
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ance being reflective of 
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9M 2008 Financial Assessment 
 
QNB reported a solid bottom-line figure of QR3 billion for 9M 2008, showcasing a growth rate of 61% over 
the corresponding period of the previous year while the performance being reflective of lower loan provision-
ing, containment of operating expenses and a strong funding base. Net banking income jumped 50% to 
QR3.7 billion; of which QR2.1 billion pertained to net interest income, in turn a function of a 42% expansion 
in loan book to QR91 billion. Further, deposit growth continued to prove strong, recording a 55% increase to 
QR93 billion, while external funding from MTNs remained stable (mainly due to illiquid international markets) 
at QR6.7 billion. As a result, the bank’s credit ratio peaked at 89%, versus 78% and 75% recorded in 1H 
2008 and 2007, respectively. 
 
Non interest income meanwhile registered QR1.7 billion for 9M 2008, up 61% y-o-y, boosted by a QR450 
million gain from financial investments as well as 83% growth in FX income to QR250 million, and a 39% 
annual increase in fees and commissions to QR780 million. The bank further reported CI ratio of 22.7% on 
the back of non operating costs which increased 30% to QR840 million, but far lower than the overall growth 
in revenues. Lastly, income from associates recorded a 100% increase to QR162 million which helped boost 
the bottom-line figures. 
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We expect QNB’s external 
alternate funding to re-
main stable throughout 
2009, primarily due to 
illiquid international credit 
markets; however, the 
same is expected at QR9.7 
billion in 2010 (45% an-
nual rise and 5.7% of 
liabilities). 

 

 

We expect QNB to report a 
15% rise in net interest 
income to QR2.2 billion 
during 2008, and a 9% 
CAGR over the five year 
period ending 2012. 
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Core Assumptions 
 
Balance Sheet Forecasts 
 
For 2008 we are estimating net loans to expand by 
42% to reach QR93.7 billion with QNB’s continued 
shift in lending strategy, in favor of corporate and 
retail segments combined with its rapid expansion 
plans, to go some way in aiding the bank to waive 
off margin pressures. In line with management 
guidance, we expect QNB to report QR7.7 billion in 
Islamic financing by year end, with the associated 
segment expected to culminate at QR14.6 billion by 
2012, equivalent to 9.9% of net loans. Growth is 
expected to prove comparatively better, for the 
Islamic unit, over 2009-12, registering a 15% 
CAGR. With regards to other lending segments, we 
expect the corporate book to total QR35 billion by 
year end, and QR47 billion by 2010 (38% of gross 
loans) while we anticipate 2008 personal loans to 
record QR21 billion, growing to QR26 billion by 
2010 (21% of gross loans). Meanwhile, lending to the state and related enterprises is expected to continue 
maintaining its dominance within the banks loan book. However, we expect the associated sector’s contribu-
tion to drop by 200 bps to 38% of gross loans and hence record QR47 billion in 2010. 
 
We anticipate 2008 to be the first year in which deposits will fall short of net loans for QNB, with the former 
expected to reflect an 18% annual expansion to QR93.6 billion. With regards to the bank’s deposit mix, we 
expect the non interest bearing variety to remain at 34% of the aggregate throughout, while the bank’s 
unique positioning in terms of stable funding from government and state entities, our aggregate deposit fore-
cast over our five year horizon records a 14% CAGR. We expect QNB’s external alternate funding to remain 
stable throughout 2009, primarily due to illiquid international credit markets; however, the same is expected 
at QR9.7 billion in 2010 (45% annual rise and 5.7% of liabilities). 
 
Income Statement Forecasts 
 
We expect QNB to report a 15% rise in net interest 
income to QR2.2 billion during 2008, and a 9% 
CAGR over the five year period ending 2012, buoyed 
by a continued shift in lending strategy towards 
higher yielding segments. 
 
Non interest income is meanwhile expected to regis-
ter higher 48% y-o-y growth in 2008 to QR2.1 bil-
lion, driven by solid performance across all key asso-
ciated income drivers. In further detail, fee and 
commission income, fuelled by solid loan book ex-
pansion projections, is expected to grow 48% this 
year, contributing 51% of aggregate non interest 
income. FCY related income on the back of in-
creased foreign branches and related cross selling is 
expected to grow at 103% to QR356 million. Fur-
ther, dividend and investment income is also antici-
pated to rake in a combined QR629 million despite 
difficult capital market conditions and a year end 
reduced value of QR6.3 billion as Available for Sale 
securities. 
 
Further we are looking at a 12% non interest in-
come CAGR over our five year explicit forecast hori-
zon, culminating at QR3.3 billion in 2012, with the 
non interest income/net banking income ratio to 
remain at close to 50% throughout. 

Alternate Funding includes EMTN and Syndicate Loans 

Source: Company Report; Prime Estimates 
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Our net income estimate 
for the year end comes in 
at QR3.3 billion, which 
illustrates a 34% annual 
rise, while our 2008-12 
bottom line registers a 
10% CAGR. 
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We expect QNB to open 8 new branches and offices in Qatar over the next two years; which combined with 
an employee per branch of 25 and SG&A expenses at ca. 9% of net banking income, brings our CI ratio esti-
mate for 2008 in at 23.4%, increasing to 24.8% in 2010. 
 
A strong growth in loan book during the first three quarters of 2008 combined with stringent risk measures is 
expected to bring NPL/gross loans down to 0.75% culminating at QR716 million; while our estimates on 
QR566 million in loan provisions by year end, brings the coverage ratio for 2008 in at 79%. We have factored 
in the deteriorating economic environment (leading to retail and corporate defaults) and hence expect the 
NPL/gross loan ratio to rise to 1.2% during both 2009 and 2010 before moderating to 1.1% for the rest of 
our forecast horizon ending 2012. Similarly, despite accounting for a cumulative QR286 million as loan provi-
sions for the coming two years, we expect the coverage ratio to decline steeply to 61% in 2010 before recov-
ering and ending at 71% by 2012.  
 
Our net income estimate for the year end comes in at 
QR3.3 billion, which illustrates a 34% annual rise, 
while our 2008-12 bottom line registers a 10% CAGR. 
QNB’s large physical presence, combined with strong 
government and corporate relationships, built over 
years of banking experience, prove to be one of the 
main reasons for such sustained growth. 

Source: Company Report; Prime Estimates 
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Valuation 
 
Our valuation on Qatar National Bank has yielded a DECF fair value of QR188.7/share, with the company's 
future cash flows discounted by a cost of equity of 11%. 
 
The cost of equity has been calculated by utilizing the capital asset pricing model, and based on a risk free 
rate of 6.40%, an equity risk premium of 5% and a beta of 0.91. 
  
With the company currently trading at QR160.6/share, our fair value target provides investors with 17% up-
side potential. We accordingly assign a buy recommendation. 
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FINANCIAL SUMMARY 
(Figures in QR million)) 

Income Statement 
 2006a  2007a  2008e  2009f  2010f 

 

Interest Income         3,674.8          5,040.3          5,739.9          6,288.8           6,444.3  
Interest Expense          1,988.1           3,108.2          3,509.8          3,890.7           3,774.6  
Net Interest Income     1,686.7       1,932.1      2,230.2      2,398.1       2,669.7  
Non-Interest Income          1,014.7            1,414.2          2,097.6           2,471.3           2,759.9  
Non-Interest Expenses            781.4             899.6            1,013.7            1,190.5            1,348.5  
Operating Income      1,920.1      2,446.8       3,314.1      3,678.9        4,081.1  
Provisions            (86.4)             44.2             127.0             196.8              164.0  
Income from Associates                -               122.9             178.2             210.3              252.3  
Net Profit Before Tax     2,006.4      2,525.5      3,365.3      3,692.4       4,169.4  
Income Taxes               8.6               19.3               16.8               18.5               20.8  
NPAT     1,997.9      2,506.1      3,348.5      3,673.9       4,148.6  
Non Appropriation                6.5                (1.4)                  6.0                6.6                 7.5  
Net Attributable Income          1,991.4          2,507.5          3,342.5          3,667.3             4,141.1  
Balance Sheet       
Cash and Cash Items          2,481.2         10,948.6          3,384.0          4,255.6           3,476.6  
Inter-bank Assets        12,780.7         21,302.6         32,804.9         33,873.6          41,207.6  
Net Marketable Securities          4,630.1           7,014.0          6,294.8          6,928.2            8,028.1  
Net Loans & Advances       46,226.6         66,064.1         93,728.4        105,855.0          121,198.8  
Non Trading Security Investments         4,247.6          4,295.0           4,682.1          5,329.4            6,175.4  
Investment in Associates             32.8          2,703.5          4,605.5           4,815.8            5,068.1  
Net Fixed Assets            589.1             651.5             837.3             937.3             1,072.1  
Other Assets           674.9            1,381.4            1,718.6           1,945.6           2,230.0  

 Total  Assets    71,663.0    114,360.7   148,055.6   163,940.4    188,456.7  

      
Claims on Assets      
Inter-bank Liabilities         6,254.8         12,423.5         28,092.6         28,778.5          30,877.2  
Customer Deposits       55,767.0         79,363.9         93,641.8        106,587.2         123,508.8  
Dividend Payable           1,103.1           1,277.5           1,847.7            2,211.0           2,704.0  
Bonds                -             6,714.8           6,718.2           6,718.2            9,718.2  
Other Liabilities          1,183.9           2,000.1          3,090.2           3,517.4           4,075.8  
Total Liabilities 64,308.8 101,779.8 133,390.4 147,812.2 170,884.0 

Total Shareholders' Equity         7,354.2         12,580.9         14,665.2           16,128.1          17,572.7  
Total Liab. & Shareholders 
Equity 

   71,663.0    114,360.7   148,055.6   163,940.4    188,456.7  

      

Size Items 
 2006a  2007a  2008e  2009f  2010f 

 

Total Revenues 4,689.5 6,454.5 7,837.6 8,760.1 9,204.2 
Net Banking Income 2,701.4 3,346.4 4,327.8 4,869.4 5,429.6 
Earning Assets 63,637.5 94,380.7 132,828.1 146,656.8 170,434.5 
Liquid Assets 19,892.1 39,265.1 42,483.7 45,057.3 52,712.3 
Total Invested Capital 7,354.2 19,295.7 21,383.3 22,846.3 27,290.8 
Non-Performing Loans (NPLs) 553.0 451.1 716.1 1,297.1 1,486.6 
Loan Provisions Balance 475.0 408.3 566.1 754.5 912.7 
Profitability Ratios      

Yr/Yr Net Interest Income Growth 29.9% 14.5% 15.4% 7.5% 11.3% 
Yr/Yr Non-Interest Income 14.5% 39.4% 48.3% 17.8% 11.7% 
Gross Earning Yield (GEY) 5.8% 5.3% 4.3% 4.3% 3.8% 
Breakeven Earning Yield (BEY) 3.1% 3.3% 2.6% 2.7% 2.2% 
Net Interest Margin (NIM) 2.7% 2.0% 1.7% 1.6% 1.6% 
Cost of Funds (exc. equity) 3.2% 3.2% 2.7% 2.7% 2.3% 
Cost of Funds (inc. equity) 3.9% 3.9% 3.6% 3.6% 3.1% 
ROA 2.8% 2.2% 2.3% 2.2% 2.2% 
ROE 27.2% 19.9% 22.8% 22.8% 23.6% 
ROIC (after-tax) 27.2% 13.0% 15.6% 16.1% 15.2% 
      
Asset Quality Ratios      
      
NPLs/Total Loans 1.2% 0.7% 0.8% 1.2% 1.2% 
Loan Provisions/NPLs 85.9% 90.5% 79.1% 58.2% 61.4% 
Spe. & Gen.  Loan Prov./T Loans 1.0% 0.6% 0.6% 0.7% 0.7% 
      
Productivity Ratios      
      
T. Loans  & Adv./ T. Deposits 84.3% 84.6% 102.0% 101.4% 100.3% 
Liquid Assets/Total Deposits 35.7% 49.5% 45.4% 42.3% 42.7% 
Interbank Ratio 204.3% 171.5% 116.8% 117.7% 133.5% 
      



Commercial Bank of Qatar (CBQ) was established in 1975 as the first wholly 
owned private commercial bank in Qatar. The bank offers a comprehensive 
range of corporate, retail and investment services through a network of 26 
branches, sales offices/pavilions, 115 ATM's, 26 deposit machines and inter-
net home banking. 
 

Since 49% of CBQ’s loan portfolio (as of 9M 2008) depends on real estate, 
construction and consumer related lending, we believe the bank is poised to 
face higher NPL ratio’s (1.2% 2009e vs. 0.8% in 2007), this on the back of 
expected defaults from individuals and a SME’s. Further, the recent drying 
up of international credit markets has forced the bank to seek various alter-
nate options, an unexpected one being capital injection from the QIA, by 
the issue of up to 41 million new ordinary shares. We expect this to be a 
positive step for the bank since QIA is expected to eventually hold 20% of 
non-voting and non-dividend paying ordinary shares. 
 

In terms of loans, for 2008 we forecast net conventional loans to increase 
by 27% to QR30.6 billion and Islamic financing to culminate at just under 
QR2.7 billion, representing an annual increase of 200%; further, our num-
bers point to a 15% net lending CAGR over our explicit forecast horizon, 
2008 through to 2012. The ongoing financial crises is expected to hamper 
deposit growth till late 2009, and we are accordingly expecting December 
2008 numbers to reflect a 20% annual expansion to QR31 billion. Further 
forward, we expect the bank’s size, stature and physical presence to allow 
for a 15% deposit CAGR over 2008-12 to settle at QR55.1 billion. 
 

The recent reduction in demand for loans coupled with a spike in funding 
costs are expected to weigh on the CBQ’s spreads and we are accordingly 
expecting a more subdued 12% increase in net interest income this year, to 
QR1 billion, relative to 32% growth rate registered in 2007. Non interest 
income is expected to stand at QR1.4 billion stemming primarily from fee & 
commissions (QR884 million), investment income (QR314 million) and FX 
(QR120 million). We are estimating 2008 costs to record QR682 million 
(26% y-o-y rise), while our outlook on a 10 branch network expansion over 
the coming 3 years combined with inflationary pressures and product devel-
opment costs are expected to keep the CI ratio relatively high, touching 
31% in FY10. For the current year, we expect CBQ to achieve a net profit of 
QR1.6 billion, representing an increase of 16% over 2007, while our five 
year 2008-12 CAGR comes in at a more moderate 14%. 
 
Our valuation on CBQ has yielded a DECF fair value of QR92.2/share, with 
the company's future cash flows discounted by a cost of equity of 12.4%. 
With the company currently trading at QR73.9/share, our fair value target 
provides investors with 25% upside potential. We accordingly assign a buy 
recommendation. 
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The bank offers a compre-
hensive range of corpo-
rate, retail and investment 
services through a network 
of 26 branches, sales 
offices/pavil ions, 115 
ATM's, 26 deposit ma-
chines and internet home 
banking. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

We expect this to be a 
positive step for the bank 
since QIA is expected to 
eventually hold 20% of 
non-voting and non-
dividend paying ordinary 
shares, which on one hand 
reduces the cost of such 
equity and on the other 
increases the capability of 
the bank to source more 
funds from the govt. and 
public sector enterprises. 
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Commercial Bank of Qatar (CBQ) was established in 1975 as the first 
wholly owned private commercial bank in Qatar. The bank offers a compre-
hensive range of corporate, retail and investment services through a net-
work of 26 branches, sales offices/pavilions, 115 ATM's, 26 deposit ma-
chines and internet home banking. 
 
Company Strategy 
 
• Continue retail penetration by aggressive product launches supple-

mented by growth and development of the Al Safa Islamic product 
and service range 

• Strengthen corporate business by diversification of the 
loan portfolio, growth in fee business through syndica-
tions and lead management and the enhancement of 
investment services 

• Expansion of branch network significantly over the next 
five years 

 
Tough Economic Environment Expected to Deterio-
rate CBQ’s Asset Quality and Funding Capability 
 
Since 49% of CBQ’s loan portfolio depends on real estate, 
contracting and consumer related lending, we believe the bank is poised to face higher NPL ratio’s (1.2% 
2009e vs. 0.8% in 2007), this on the back of expected defaults from individuals and a SME’s. Another risky 
segment for the bank has been its ‘other loans’ which made up 13% of total loans (QR4.2 billion) as of 9M 
2008; some clarification on these would go a long way in easing doubts about the health of the loan book. 
Further, heavy dependence on the corporate, consumer and relatively expensive external wholesale segment 
for funding combined with the difficulty in attracting deposits is also anticipated to be the prime reason for 
the bank to experience slow growth in its core interest business for the current year (11% 2009e vs. 32% in 
2007 growth). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Efficient Maintenance of CAR Forces Bank to Raise its Capital 
 
CBQ intends to maintain an efficient CAR (11.9% 2007) as a result of high growth rates for its assets, thereby 
providing its investors with higher rates of return; however, the drying up of international credit markets has 
forced the bank to seek various alternate options, an unexpected one being a capital injection from the QIA. 
In the EGM held during November 2008 the shareholders approved to increase the share capital from QR2.1 
billion to a maximum of QR2.5 billion by the issue to the QIA of up to 41 million new ordinary shares at a 
subscription price of such amount (inclusive of premium) as equals the closing price on the Doha Securities 
Market of the ordinary shares of the company on Sunday 12 October 2008. We expect this to be a positive 
step for the bank since QIA is expected to eventually hold 20% of non-voting and non-dividend paying ordi-
nary shares, which on one hand reduces the cost of such equity and on the other increases the capability of 
the bank to source more funds from the govt. and public sector enterprises. 

Key Statistics and Market Share 
  
Loans - QR32.1 billion / 14.4% 

Deposits - QR29.9 billion / 14.1% 

  

Assets – QR57.8 billion 

Equity – QR10.2 billion 

Net Profits – QR1.6 billion 
Source: CBQatar; Company Report;                 

Data as of 9M 2008 

CBQ 
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    Islamic Banking 
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Deposits 2004a 2007a 

Govt. & Public Sector 49% 27% 

Corporate 23% 57% 

Retail 28% 16% 

     

Loans 2004a 2007a 

Govt. & Public Sector 24% 13% 

Corporate 33% 47% 

Retail 33% 26% 

Others 11% 14% 

Source: Company Report 

Source: Company Report; Chart reflects selected data 
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The Islamic unit has fared 
well and contributed a net 
profit of QR67 million on 
associated Islamic financ-
ing of QR2.8 billion in 9M 
2008. 

 Prime Research 28 

Corporate and Retail Lending to Drive Growth - Early Bird in Islamic Financing 
 
CBQ having traditionally positioned itself as a primary lender to the corporate and the retail sector, has re-
cently witnessed an aggressive trend towards increasing the operational efficiency of the same, focusing on 
increasing lending to the higher yielding segments and increasing the previously underutilized branch network 
(total loans/branch of QR402 million in 2004 vs. QR1.1 billion in 2007), whilst retaining its focus on growing 
its corporate book. Numbers for the three year period ending 2007 are clear testimony to this, with corporate 
and retail lending combined witnessing a respective 51% CAGR over the period, relative to far slower 37% 
comparable for lending to the state. 
 
With the objective of further enhancing its retail lending capabilities and establishing a foothold in the Islamic 
banking space, CBQ launched Al Safa Islamic Banking 2005, with a paid up capital of AED250 million for the 
purpose of offering Sharia compliant financial, commercial and investing services to both organizations and 
individuals. The Islamic unit has fared well and contributed a net profit of QR67 million on associated Islamic 
financing of QR2.8 billion in 9M 2008. 

 
 

Source: Company Report 
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CBQ reported a high net 
interest income growth of 
32% in 2007, coming in at 
QR929 million, essentially 
geared by high demand for 
loans and a stable capital 
market performance. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Net income accordingly 
came in at QR1.4 billion, 
reflecting a 61% rise over 
the QR863 million booked 
in 2006, with the higher 
growth in the bottom-line 
(relative to a 57% four 
year average expansion) 
reflective of the bank’s 
ability to capitalize on its 
existing branches and 
brand name. 
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2007 Financial Assessment 
 
Net Interest Income 
 
CBQ reported a high net interest income growth of 32% in 2007, coming in at QR929 million, essentially 
geared by high demand for loans and a stable capital market performance. Revenue from clients came in at 
QR1.8 billion on the back of solid loan book expansion which soared to QR25.2 billion, up 44% y-o-y. Further, 
the bank reported record investment income which increased 37% to QR198 million, on the back of an 8% 
increase in associated assets (available for sale and held to maturity) to QR4.7 billion, while Islamic financing 
net revenue reached QR30 million with associated lending showcasing an annual rise of 139% to QR920 mil-
lion. 
 
Interest expense for 2007 witnessed an annual rise of 86%, outpacing interest income growth, to QR1.4 bil-
lion of which QR900 million represented interest related to customer deposits (a 66% y-o-y rise), reflecting 
the increase in associated estimated effective cost of funding which averaged 4.7% in 2007 vs. 4.3% in the 
previous year. Further, support for the aforementioned high growth in loans resulted in interest expense 
pressures stemming from inter-bank borrowing and wholesale funding costs which registered QR196 million 
and QR273 million, respectively, and representing 289% and 96% annual increments with the bank’s whole-
sale funding settling at QR7.6 billion (84% annual rise). 
 
Non Interest Income 
 
Non interest income meanwhile reflected a much higher 61% y-o-y surge to QR1 billion, versus a previous 
QR629 million, essentially driven by a 73% rise in fee and commission income which recorded QR666 million 
for the year. Further, additional boost was provided by the 35% gain in investment income which recorded 
QR206 million and dividend income which ended the year at QR39 million (131% y-o-y rise), both a function 
of the 8% increase in investment securities to QR4.7 billion. FCY related income meanwhile leapt 51% and 
registered QR84 million, such growth reflective of the bank’s strategy to increase cross selling via its interna-
tional associates, both National Bank of Oman and United Arab Bank.  
 
Non Interest Expenses, Provisions and Credit Quality 
 
CBQ reported non interest expense growth of 21% to QR540 million in 2007, leading to a CI ratio of 28%; 
such record low ratio was achieved due to contained expenses on the back of no new branch openings com-
bined with the above mentioned high growth rate of net banking income. Staff expenses which represented 
50% of the total grew by a subdued 14% as the total number of employees at year end remained virtually 
unchanged at 1007 reflecting an employee per branch of 42. However, the bank’s concentration on retail 
banking and thus higher marketing costs contributed to higher SG&A expenses which reported 11% of net 
banking income and grew by an annual 27% to QR219 million.  
 
The bank booked QR48 million in loan provisioning for 2007, and thus maintained its coverage ratio at 97% 
with the NPL/gross loan ratio remaining constant as of 2006 at 0.8%.  
 
Net Income 
 
Net income accordingly came in at QR1.4 billion, reflecting a 61% rise over the QR863 million booked in 
2006, with the higher growth in the bottom-line (relative to a 57% four year average expansion) reflective of 
the bank’s ability to capitalize on its existing branches and brand name. 
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9M 2008 Financial Assessment 
 
For 9M 2008, CBQ witnessed its net profit rise by 55% to QR1.6 billion. Further, net interest income including 
Islamic finance, leapt an aggressive 41% bringing in QR1 billion, on the back of a 37% expansion in loans to 
QR32.1 billion. 9M 2008 non interest income performance was also impressive, increasing 61% to QR1.2 bil-
lion, with a significant contribution stemming from fees and commissions, which grew 44% to QR727 million, 
primarily a function of aforementioned loan book performance. CBQ also reported more than doubling of both 
FCY related and investment securities gains, the latter being a result of disposal of investment securities to 
bring in liquidity, which combined registered a little in excess of QR379 million and boosted associated num-
bers. Such solid growth of net banking income diffused cost pressures although non interest expense grew by 
41% to QR504 million, the resultant CI ratio declined 180 bps to settle at 23.5%. Finally, although relatively 
small, gains from associates reported an 82% increase to QR155 million and provided supplementary support 
to the bottom-line.  
 
CBQ’s customer deposit growth failed to keep pace with loan book expansion during 9M 2008, increasing 
20% y-o-y to QR29.9 billion. Hence, in order to strengthen and diversify its funding base the bank increased 
its external wholesale funding to QR7.6 billion (62% annual rise which comprises of QR5.6 billion syndicate 
loan and QR1.8 billion EMTN) of which QR3.5 billion needs to be re-financed by the end of 2009. CBQ’s credit 
ratio accordingly peaked at 81% in September of 2008, up 100 bps over the June 2008 comparable and rela-
tive to 75% recorded in this respect in 2007. Further, by 9M 2008, CBQ had successfully increased its paid up 
share capital by QR661 million to QR2.1 billion. This being through a three part process which included a 
rights offering, GDR offering and a private placement of new ordinary shares. 
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of the bank to maintain its 
margins over the medium 
term (since more than 
90% of its loans are vari-
able), results in a 10% net 
interest income CAGR over 
2008 through to 2012. 
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Core Assumptions 
 
Balance Sheet Forecasts 
 
For 2008 we forecast net conventional loans to 
increase by 27% to QR30.6 billion and Islamic fi-
nancing to culminate at just under QR2.7 billion, 
representing an annual increase of 200%, fuelled 
by the bank’s solid corporate client base and retail 
banking potential, compounded by an ongoing SME 
penetration strategy. Further, with regards to retail 
banking space, we are bullish on the banks ability 
to capture a growing share of the Islamic lending 
market over the medium term and expect CBQ to 
witness an increase in Islamic loans/total loans 
from 3.7% recorded in 2007 to 11.4% by 2012. We 
are also forecasting significant growth within the 
personal lending segment, which having recorded 
22% of gross loans in 9M 2008, is projected to 
expand 200 bps over the coming 3 years, bringing 
the associated lending segment to QR10 billion by 
2010, positively affecting margins. Another major boost for margins has been the ability of CBQ to maintain 
high corporate loans (54% of gross loans in 9M 2008); we foresee that the bank owing to its large corporate 
client network will be able to increase this ratio to 56% and hence lead its corporate loans to touch QR26 
billion by 2010. In short, our numbers point to a 15% net lending CAGR over our explicit forecast horizon, 
2008 through to 2012. 
 
The ongoing financial crises is expected to hamper deposit growth till late 2009, and we are accordingly ex-
pecting December 2008 numbers to reflect a 20% annual expansion to QR31 billion, while CBQ’s deposit mix, 
with 23% of the aggregate constituting demand deposits to go some way in alleviating margin pressures. 
Further forward, we expect the bank’s size, stature and physical presence to allow for a 15% deposit CAGR 
over 2008-12 to settle at QR55.1 billion. Alternate funding is meanwhile expected to remain steady at QR9 
billion till 2009 (despite the approval to increase the same) primarily due to non-feasibility on the back of an 
illiquid international market. Such wholesale funding is expected to resume once again effective 2010 and 
finally rise to QR16 billion by 2012, with our credit ratio, for 2008, registering 84%, up 840 bps over last year 
and also remaining in similar range till the end of 
our five year forecast horizon.  
 
Income Statement Forecasts 
 
The recent reduction in loans coupled with a spike 
in funding costs are expected to weigh on the 
CBQ’s spreads and we are accordingly expecting a 
more subdued 12% increase in net interest income 
this year, to QR1 billion, relative to 32% growth 
rate registered in 2007. Further, our outlook on the 
ability of the bank to maintain its margins over the 
medium term (since more than 90% of its loans 
are variable), results in a 10% net interest income 
CAGR over 2008 through to 2012. 
 
For 2008, we are estimating non interest income to 
stand at QR1.4 billion stemming primarily from fee 
& commissions (QR884 million), investment income 
(QR314 million) and FX (QR120 million). However, 
for 2009, we are foreseeing investment and divi-
dend income to remain subdued (due to poor capi-
tal market performance) and thus represent a com-
bined 7% rise to QR378 billion. Further, we expect 
growth of non interest income to slow down, as a 
direct result of a sluggish growth of balance sheet, 
and are hence looking at a 13% 2008-12 CAGR, 
with aggressive expansion of retail services, wealth 
management activities and FX expected to be key 
components in sustaining a non interest income/
net banking income comfortably above 55% 
throughout. 
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We are estimating 2008 costs to record QR682 million (26% y-o-y rise), while our outlook on a 10 branch 
network expansion over the coming 3 years combined with inflationary pressures and product development 
costs are expected to keep the CI ratio relatively high, touching 31% in FY10.  
 
For 2008, we are estimating NPLs, in line with management guidance, to remain below 1%, while impairment 
provisions are expected to rise 42% y-o-y to record QR286 million. Hence, we expect the coverage ratio by 
year end to report 95%. Looking forward, we have aggressively bumped up NPL/gross loan ratios to 1.2% for 
2009 and 2010 after which they remain at 1.1% for the rest of our forecast horizon, on the basis of an ex-
pected rise in defaults from the bank’s retail and real estate loan book exposure, however, coverage ratios 
remain above 85% throughout. 
 
For the current year, we expect CBQ to achieve a 
net profit of QR1.6 billion, representing an in-
crease of 16% over 2007, while our five year 
2008-12 CAGR comes in at a more moderate 
14%. We expect bottom line pressures primarily 
from operating expenses and higher provisions; 
the formers’ growth is expected to outpace net 
banking income growth throughout our forecast 
horizon while the latter (both loan and investment 
securities) is expected to record QR798 million 
2008-10 vs. a much smaller QR260 million 2005-
07. 
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Valuation 
 
Our valuation on Commercial Bank of Qatar has yielded a DECF fair value of QR92.2/share, with the com-
pany's future cash flows discounted by a cost of equity of 12.4%. 
 
The cost of equity has been calculated by utilizing the capital asset pricing model, and based on a risk free 
rate of 6.40%, an equity risk premium of 5% and a beta of 1.19. 
  
With the company currently trading at QR73.9/share, our fair value target provides investors with 25% up-
side potential. We accordingly assign a buy recommendation. 
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FINANCIAL SUMMARY 
(Figures in QR million)) 

Income Statement 
 2006a  2007a  2008e  2009f  2010f 

 

Interest Income          1,455.7          2,327.8        2,444.5         2,571.3           2,648.8  
Interest Expense            751.4           1,398.7         1,407.3          1,415.7            1,345.6  
Net Interest Income       704.3         929.1     1,037.2     1,155.5       1,303.2  
Non-Interest Income           629.5            1,013.5          1,417.7          1,613.7            1,827.8  
Non-Interest Expenses           446.8             540.4           681.9           812.4              983.5  
Operating Income       886.9      1,402.2     1,773.0     1,956.9       2,147.5  
Provisions            103.3             145.0           343.5           297.1              157.7  
Income from Associates              79.1             133.5           182.9           204.8              235.6  
Net Profit Before Tax       862.7      1,390.7     1,612.4     1,864.6       2,225.4  
Income Taxes                -                   -                 -                 -                    -    
NPAT       862.7      1,390.7     1,612.4     1,864.6       2,225.4  
Non Appropriation                 -                   -                 -                 -                    -    
Net Attributable Income           862.7           1,390.7          1,612.4         1,864.6           2,225.4  
Balance Sheet       
      
Cash and Cash Items          1,017.9          2,248.9        3,085.0         2,173.7            1,668.7  
Inter-bank Assets         5,493.3           9,019.5       13,002.9       10,435.4          12,735.3  
Net Marketable Securities         2,080.7            2,191.3        2,093.4        3,599.4           4,264.6  
Net Loans & Advances        17,359.7         25,021.5       33,374.5       38,683.3          45,516.8  
Non Trading Security Investments         2,240.7          2,473.4        2,486.0        2,879.5             3,411.7  
Investment in Associates          1,285.2          3,329.9        3,707.4         3,912.2            4,147.8  
Net Fixed Assets           558.2             721.4           952.8         1,070.0             1,229.1  
Other Assets           322.2             391.5           874.3          1,015.4             1,196.0  

 Total  Assets   30,357.9    45,397.3   59,576.3   63,769.0      74,169.9  

      
Claims on Assets      
Inter-bank Liabilities         2,694.5          4,907.7       10,876.3        8,998.6           8,529.2  
Customer Deposits        17,208.9         25,796.3       31,075.0       35,994.2          42,645.9  
Dividend Payable             981.1              981.1         1,298.0         1,398.4             1,669.1  
Bonds          4,135.7           7,623.1         9,017.9         9,017.9           12,176.7  
Other Liabilities           687.4             842.3         1,087.6         1,259.8            1,492.6  
Total Liabilities 25,707.6 40,150.6 53,354.7 56,668.8 66,513.4 

Total Shareholders' Equity         4,650.3          5,246.7         6,221.6          7,100.1           7,656.5  

Total Liab. & Shareholders 
Equity 

  30,357.9    45,397.3   59,576.3   63,769.0      74,169.9  

      

Size Items 
 2006a  2007a  2008e  2009f  2010f 

 

Total Revenues 2,085.1 3,341.3 3,862.2 4,185.0 4,476.6 
Net Banking Income 1,333.8 1,942.6 2,454.9 2,769.3 3,131.0 
Earning Assets 24,933.7 36,232.3 48,470.8 52,718.2 62,516.6 
Liquid Assets 8,591.9 13,459.7 18,181.3 16,208.5 18,668.6 
Total Invested Capital 8,786.0 12,869.8 15,239.5 16,118.0 19,833.2 
Non-Performing Loans (NPLs) 142.0 209.0 302.6 468.6 552.0 
Loan Provisions Balance 140.6 202.3 286.3 403.5 518.5 
Profitability Ratios      
Yr/Yr Net Interest Income Growth 47.5% 31.9% 11.6% 11.4% 12.8% 
Yr/Yr Non-Interest Income Growth 18.0% 61.0% 39.9% 13.8% 13.3% 
Gross Earning Yield (GEY) 5.8% 6.4% 5.0% 4.9% 4.2% 
Breakeven Earning Yield (BEY) 3.0% 3.9% 2.9% 2.7% 2.2% 
Net Interest Margin (NIM) 2.8% 2.6% 2.1% 2.2% 2.1% 
Cost of Funds (exc. equity) 3.1% 3.6% 2.8% 2.6% 2.1% 
Cost of Funds (inc. equity) 4.2% 4.4% 3.8% 3.8% 3.2% 
ROA 2.8% 3.1% 2.7% 2.9% 3.0% 
ROE 18.6% 26.5% 25.9% 26.3% 29.1% 
ROIC (after-tax) 9.8% 10.8% 10.6% 11.6% 11.2% 
      
Asset Quality Ratios      
      
NPLs/Total Loans 0.8% 0.8% 0.9% 1.2% 1.2% 
Loan Provisions/NPLs 99.0% 96.8% 94.6% 86.1% 93.9% 
Spe. & Gen.  Loan Prov./T Loans 0.8% 0.8% 0.9% 1.0% 1.1% 
      
Productivity Ratios      
      
T. Loans  & Adv./ T. Deposits 101.7% 97.8% 108.2% 108.5% 107.9% 
Liquid Assets/Total Deposits 49.9% 52.2% 58.5% 45.0% 43.8% 
Interbank Ratio 203.9% 183.8% 119.6% 116.0% 149.3% 
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Recommendation Target-to-Market Price (x) 

Strong Buy x > 25% 

Buy 15% < x <25% 

Accumulate 5%< x <15% 

Hold -5% < x < 5% 

Reduce -15% < x < -5% 

Strong Sell x < -25% 

Stock Recommendation Guidelines  

Sell -25% < x < -15%  

Investment Grade Explanation 

Growth  3 Yr. Earnings CAGR > 20%  

Value Equity Positioned Within Maturity Stage of Cycle 

Income Upcoming Dividend Yield > Average LCY IBOR 

Speculative Quality Earnings Reflect Above Normal Risk Factor 
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Disclaimer 
Information included in this report has no regard to specific investment objectives, financial situation, advices or particular needs of the report users. 
The report is published for information purposes only and is not to be construed as a solicitation or an offer to buy or sell any securities or related 
financial instruments. Unless specifically stated otherwise, all price information is only considered as indicator. 
 
No express or implied representation or guarantee is provided with respect to completeness, accuracy or reliability of information included in this 
report. 
 
Past performance is not necessarily an indication of future results. Fluctuation of foreign currency rates of exchange may adversely affect the value, 
price or income of any products mentioned in this report. 
 
Information included in this report should not be regarded by report users as a substitute for the exercise of their own due diligence and analysis 
based on own assessment and judgment criteria. Any opinions given are subject to change without notice and may significantly differ or be contrary 
to opinions expressed by other Prime business areas as a result of using different assumptions and criteria. Prime Group is under no obligation 
responsible to update or keep current the information contained herein. 
 
Prime Group, its directors, officers, employees or clients may have or have had interests or long or short positions in the securities and/or currencies 
referred to herein, and may at any time make purchases and/or sales in them as principal or agent.  
 
Prime Group, its related entities, directors, employees and agents accepts no liability whatsoever for any loss or damage of any kind arising from the 
use of all or part of these information included in this report. Certain laws and regulations impose liabilities which cannot be disclaimed. This dis-
claimer shall, in no way, constitute a waiver or limitation of any rights a person may have under such laws and/or regulations. 
 
Furthermore, Prime Group or any of the group companies may have or have had a relationship with or may provide or have provided other ser-
vices, within its objectives to the relevant companies. 
 
Copyright 2008 Prime Group all rights reserved. You are hereby notified that distribution and copying of this document is strictly prohibited without 
the prior approval of Prime Group. 

HEAD OFFICE 
PRIME SECURITIES S.A.E. 
Regulated by CMA license no. 179 
Members of the Cairo Stock Exchange 
2 Wadi El Nil St., Liberty Tower,  
7th-8th Floor, Mohandessin, Giza, Egypt  
Tel: +202 33005700/770/650/649  
Fax: +202 3760 7543 

 
PRIME EMIRATES LLC. (UAE) 
Members of the ADX and DFM 
Sheikh Zayed 1st Street, Khaldiyah, Abu Dhabi, UAE, PO Box 
60355 
Tel: +971 2 6910800 Fax: +971 2 6670907 
Email: research@primegroup.org 

PRIME EGYPT SALES TEAM   
Yasmine Guindy 

 +202 3300 5666   
(25 lines)  

 yguindi@egy.primegroup.org 

Sandy Morcos  smorcos@egy.primegroup.org 

Ramy El Agamy  relagamy@egy.primegroup.org 

PRIME UAE SALES TEAM   
Ahmad Hamdi  +971-2-6910701  ahamdi@uae.primegroup.org 
Bilal Samad  bsamad@uae.primegroup.org 
Mohamed Kamal   mkamal@uae.primegroup.org 
Mohamed Khaled Hafez  mkhaled@uae.primegroup.org 

 
 
 

+971-2-6910700 
+971-4-4070112 
+971-4-4070102 

PRIME EGYPT RESEARCH  
Mohamed Seddiek Senior Analyst  +202 3300 5720  mseddiek@egy.primegroup.org 

Rehab Taha, CFA Senior Analyst  +202 3300 5724  rtaha@egy.primegroup.org 

Monette Doss Senior Analyst  +202 3300 5726  mdoss@egy.primegroup.org 

Ahmed Hindawy Analyst  +202 3300 5719  aelhindawy@egy.primegroup.org 
Karim Osman Junior Analyst  +202 3300 5716  kosman@egy.primegroup.org 
Sherif Mounir Junior Analyst  +202 3300 5721  smounir@egy.primegroup.org 

Hind Panicker Junior Analyst  +202 3300 5727  hpanicker@egy.primegroup.org 
Nihal Zaki Technical Analyst  +202 3300 5725  nzaki@egy.primegroup.org 

PRIME UAE RESEARCH  
Sara Shaheed Head of Research  +971-4-407 0115  sshaheed@uae.primegroup.org 

Usman Rauf Senior Analyst  +971-2-6910 756  urauf@uae.primegroup.org 

Mostafa Maghraby Junior Analyst  +971-4-407 0116  mmaghraby@uae.primegroup.org 

Dheeraj Lakhwani Junior Analyst  +971-4-407 0117  dlakhwani@uae.primegroup.org 

Sleiman Aboulhosn Junior Analyst  +971-4-407 0118  saboulhosn@uae.primegroup.org 

Angad Rajpal Senior Analyst  +971-4-407 0119  arajpal@uae.primegroup.org 

PRIME QATAR SALES TEAM   
Mohamed Magdy  +974-6017221  mmagdy@egy.primegroup.org 


