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KEY HIGHLIGHTS 

 

 Bank Muscat reported Net profit of RO 68.4 million in H1 2012, an increase of RO 11.2 

million (19.6% growth YoY) from RO 57.2 million in H1 2011.  

 Net profit in H1 2012 is 1% higher than our estimates of RO 67.7 million and 2.55% 

higher than consensus estimates of RO 66.7 million (Source: Bloomberg). 

 EPS is expected to have grown by 10.8% from RO 0.032 per share in H1 2011 to            

RO 0.036 per share in H1 2012. 

 Net profit in Q2 2012 grew 19% YoY to RO 35 million, higher by 2% compared to our 

estimates of RO 34.3 Million and 5.21% higher compared to consensus estimates of  RO 

33.3 million (Source: Bloomberg). 

 Sequentially, Net profit is higher by 4.6% compared to RO 33.4 million in Q1 2012. 

SOURCES OF CHANGE IN NET PROFIT IN H1 2012 (+ RO 11.2 Million YoY) : 

 Growth in Net Interest Income by RO 2.9 million : Positive 

 Growth in Other operating income by RO 4.9 million : Positive 

 Lower provisions on loans by RO 0.7 million : Positive  

 Better recoveries on loans by RO 4.9 million (E) : Positive  

 Improvement in performance of associates by RO 3.7 million (E) : Positive 

 Increase in Operating expenses by RO 5.1 million : Negative 

 

As expected, increase in other operating income, higher loan recoveries and 

improvement in performance of its associates are the major contributors to net profit 

growth in H1 2012. 

LOANS & DEPOSITS: 

 Bank had higher loan growth of 3.9% QoQ in Q2 2012 compared to 3.5% in Q1 2012. 

However, we see that the bank suffered a further decline in net interest spread in            

Q2 2012 as the loan growth and decline in deposits has led to only a marginal increase 

in net interest income on a sequential basis. 

 Bank is expected to have higher recoveries on loans amounting to RO 16.4 million in           

H1 2012 compared to RO 11.5 million in H1 2011. 

 Despite a loan growth of 21% YoY in H1 2012, provisions on loans have declined by        

RO 0.7 Million YoY in H1 2012. 

 Customer deposits (including CDs) declined by 0.3% QoQ in Q2 2012 to RO 5,040 million 

as against our expectations for a growth of 2.4% in Q2 2012. The bank might have 

reduced its high cost deposits in Q2 2012 and raised money through inter-bank 

borrowings. Bank is also raising money through rights issue in July 2012.  

 Bank is expected to have optimised its utilization of deposits as Loans/Deposits ratio is 

near 101% both in Q1 & Q2 2012. 

 

Q2 2012 net profit grows 19% YoY and 4.6% QoQ at RO 35 Million, higher than our 
estimates by 2% on account of better loan recoveries and lower operating expenses.  

STOCK DATA 

MCAP (RO’million) 1,072 

52 WEEK HIGH (RO) 0.774 

52 WEEK LOW (RO) 0.499 

 

WEALTH MANAGEMENT 

QUARTERLY NET PROFIT 

RO’million 2011 2012 

Q1 27.84 33.43 

Q2 29.39 35.00 

Q3 29.90 - 

Q4 30.42 - 

 

Recommendation 

BUY 
 

CMP (RO) (16/07/12) :  0.526 

TARGET PRICE (RO): 0.730 

EXPECTED RETURN (%): 39% 
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OPERATING EXPENSES: 

 Operating expenses (mainly manpower costs) increased by RO 5.1 million in H1 2012. On a sequential basis, bank reduced 

its operating expenses by RO 0.7 million in Q2 2012. Cost to Income ratio is higher at 42.9% in H1 2012 compared to 41.6% 

in H1 2011, but the ratio was slightly lower than our expectations of 43.2%. 

 

OTHER OPERATING INCOME: 

 Other operating income in H1 2012 increased by RO 4.9 million contributing positively to net profit growth. 

 However, on a sequential basis, other operating income in Q2 2012 has declined more than expected, which could be on 

account of reduced fee income from retail lending and lower investment gains. Other operating income is generally higher 

in the first quarter as the bank earns most of its dividend income on its investment portfolio in the first quarter every year. 

 

OUTLOOK : 

 We are of the opinion that personal loan growth of the bank is likely to grow at a slower rate going forward on account of 

recent changes in regulations relating to personal loans. Lower retail lending could also result in reduced fee income going 

forward. However, capping the debt burden of customers is expected to reduce the default risk going forward and may 

lead to lower provisioning expenses. 

 With interest rate on corporate lending expected to fall and deposit rates remaining stable or going higher, net interest 

spread is expected to fall. 

 Bank is raising RO 96.7 million through rights issue in July and is also expected to raise RO 57.75 million through private 

placement in Q4 2012. We expect the bank to utilize the funds for growing the corporate loan book, for funding Islamic 

banking operations as well as boost capital ratios (expected to improve by around 2.4%) ahead of Basel III. Bank Muscat is 

planning to open 7 branches for Islamic banking which is expected to further drive its growth. 

 Going forward,we expect the bank to repay RO 70 million of subordinated liabilities which carries an interest rate of 6.4%. 

The repayment can reduce the interest expense of the bank. 

 We expect corporate loan growth to continue going forward driven by higher government spending. Corporate lending 

growth along with lower provisioning expenses is expected to act as drivers for profitability growth going forward. 

VALUATION : 

 While we await the detailed H1 2012 financials for updating our FY 2012 estimates, we expect Bank Muscat to report a net 

profit of RO 140.3 Million in FY 2012, higher by 19% from RO 117.5 million in FY 2011. 

 EPS in FY 2012 is expected to be higher by 10.5% from RO 0.066 in FY 2011 to RO 0.073 in FY 2012. Dilution in EPS on 

account of rights issue is expected to be 5.75% in FY 2012. 

 We maintain a “Buy” on Bank Muscat stock. At the price of RO 0.526, the stock trades at P/BV of 1x 2012E BV.  

 On account of the reduction in book value per share on account of the rights issue and considering the impact which the 

regulations relating to personal lending may have on bank’s profitability, we reduce the target price for the stock from        

RO 0.780 to RO 0.730 (1.4x FY 2012E BV of RO 0.525) for the next twelve months, which is expected to provide an upside 

of 39% from current levels.  

 While we have considered the rights issue in our valuation, we have not considered the private placement as we await its 

pricing details.  
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KEY FINANCIAL HIGHLIGHTS 

In RO million H1 2011A H1 2012A YoY (%) H1 2012E 

Surprise                    
(H1 2012A VS.  

H1 2011E) 

Net interest income 105.98 108.90 2.8% 110.00 (1.10) 

Other operating income 40.91 45.80 12.0% 46.81 (1.01) 

Total operating income 146.89 154.70 5.3% 156.81 (2.11) 

Operating expenses (61.16) (66.30) 8.4% (67.73) 1.43 

Pre-Provision income 85.73 88.30 3.0% 89.08 (0.78) 

Impairment for credit losses (25.72) (25.00) (2.8%) (22.63) (2.37) 

Recoveries from impairment for   
credit losses 11.50 16.42 (E)* 42.8% 12.51  3.91 

Share of Profit (loss) from associates (3.65) 0.06 (E)* - 0.06 - 

Net profit 57.23 68.40 19.6% 67.73 0.67 

EPS (RO) 0.032 0.036 10.8% 0.035 - 

BVPS (RO)* 0.456 0.496 8.8% 0.496 - 

  
     

Loans 4,267.25 5,181.00 21.4% 5,227.62 (46.62) 

Deposits (incl. CDs) 4,331.94 5,040.00 16.3% 5,178.77 (138.77) 

Source: Company disclosure, FINCORP Investment Research   

* Estimated based on initial reported results   
 

 

 

Q2 2012 RESULTS HIGHLIGHTS 

In RO million Q2 2012 Q2 2011 Q1 2012 YoY (%) QoQ (%) 

Net interest income 54.50 52.23      54.40 4.3% 0.2% 

Other operating income 21.23 18.32 24.57 15.9% (13.6%) 

Total operating income 75.73 70.55 78.97 7.3% (4.1%) 

Operating expenses (32.80) (29.70) (33.50) 10.4% (2.1%) 

Pre-Provision income 42.83 40.85 45.46 4.8% (5.8%) 

Impairment for credit losses (12.51) (12.66) (12.49) (1.2%) 0.2% 

Recoveries from impairment for   
credit losses 10.61 (E)* 8.46 5.81 25.4% 82.6% 

Share of Profit (loss) from associates 0.03 (E)* (1.82) 0.03 - - 

Net profit 35.00 29.39 33.43 19.0% 4.6% 

EPS (RO) 0.018 0.017 0.017 10.3% 4.6% 

  
     

Loans 5,181.00 4,267.25 4,988.07 21.4% 3.9% 

Deposits (incl. CDs) 5,040.00 4,331.94 5,054.80 16.3% -0.3% 

Source: Company disclosure, FINCORP Investment Research   

                                        * Estimated based on initial reported results 
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RESEARCH 

CONTACT DETAILS 

Nandakumar Chenicheri (+968) 24822300 Ext: 353 nandakumar@fincorp.org 

Gaurav Ramaiya (+968) 24822300 Ext: 348 gaurav@fincorp.org 

Mable C Pereira (+968) 24822300 Ext: 342 mable@fincorp.org 

   

BROKERAGE 

CONTACT DETAILS 

Mohammad Al Ghalayini (+968) 24822300 Ext: 333 mohammad@fincorp.org 

Deena Omeir (+968) 24822300 Ext: 334 deena@fincorp.org 

 

 

 

 

Disclaimer 

The research team of The Financial Corporation, SAOG (hereto referred as FINCORP) has prepared the information, analysis and expressed its opinion on the subject 

matter of this report. The information contained has been obtained from sources believed to be reliable and in good faith, but which may not be verified 

independently. While utmost care has been taken in preparing the above report, FINCORP makes no guarantee, representation or warranty, whether express or 

implied, and accepts no responsibility or liability as to its accuracy or completeness of the data, being provided. All investment information and opinions are subject 

to change without notice. The investor will indemnify FINCORP and its directors, officers, and employees against any loss or damage or other liabilities (including 

costs), which they may suffer as a result of reliance on this report. This report is not to be relied upon in substitution for the exercise of independent judgment. 

Also, not all customers may receive the material at the same time. This document is for private circulation and information purposes only. It does not and should not 

be construed as an offer to buy or sell securities mentioned herein. FINCORP will not be liable for any direct or indirect losses arising from the use thereof, and the 

investors are expected to use the information contained herein at their own risk. FINCORP and its affiliates or their officers, directors and employees may own or 

have positions in any investment mentioned herein or any investment related thereto and from time to time add to or dispose of any such investment. FINCORP and 

its affiliates may act as market makers or underwrite securities of companies discussed herein (or investments related thereto), and may sell them to or buy them 

from customers on a principal basis and may also perform or seek to perform investment banking or underwriting services for or relating to those companies. 

Authors or contributors of this report could have direct interest in the capital market or in the securities mentioned herein. 

The investments discussed or recommended in this report may not be suitable for all investors. Investors must make their own investment decisions based on their 

specific investment objectives and financial position, and using such independent advisors, as they believe necessary. Income from investments may fluctuate. The 

price or value of the investments, to which this report relates, either directly or indirectly, may fall or rise against the interest of investors. This document is strictly 

for the use of recipients only. None of the material provided herein may be reproduced, rewritten, rehashed, published, resold or distributed in any manner 

whatsoever without the prior and explicit written permission of FINCORP. 

 


