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Oman’s commercial banks have yielded average price returns of c 15 % over the last six 
months as credit growth returned after a dismal 2H’13 and spreads flattened.  Regulations 
capping the debt repayment capacity in relation to net salary receipts at an individual 
borrower level appear to have been complied with.  Commercial credit offtake, weak in the 
latter part of 2H’13, appears to have returned.  In 1H’14, we estimate corporate borrowers 
accounted for c80 % of overall lending based on disclosures made by the 6 listed commercial 
banks.  Further HSBC’s Oman’s de growth in its loan book – a function of its merger with HSBC 
and the consequent realignment with global standards – concluded and the bank has 
commenced lending, growing its loan book by 16 % in 1H’14( as opposed to shrinking it 18% 
in 2013). 
 
Data available on weighted average OMR deposit and lending rates, as well as 1H’14 earnings 
detail, reveal that Banks have countered declining interest rates by managing their funding 
structures ingeniously increasing the proportion of current and savings accounts (CASA) in 
their deposit mixes.  Over the reported twelve ended 1H’14, 5 of the 6 commercial banks have 
seen an increase in their CASA balances by 34% relative to 1H’13 balances, funding their 
advances increasingly with lower cost funds compared to a year ago.  National Bank of Oman 
and Bank Sohar have made significant strides in this respect improving the proportion of CASA 
to 67% & 52% from 51 % & 43% respectively. 
 
Islamic advances have demonstrated solid growth also. At the end of Q2’14, we estimate 
Gross Islamic advances for 5 of the Islamic windows of commercial listed banks stood at 
Ro 634 million or 4.6% of total gross advances for these 5 commercial banks as compared to 
Ro 269 million (2.2 % of Gross advances)  at the end of Q2’13.  However Islamic deposits 
appear to have lagged advances and amounted to just Ro 278.6 million at the end of Q2’14.  
Bank Muscat, cognizant of this shortfall has announced sukuk issuances to address this gap.  
Nevertheless commercial banks continue to be upbeat on Islamic services.  Ahli had 7 
dedicated Islamic branches at the end of 2014 while NBO, in June, announced it shall set up 5 
in addition to the one it has presently in Azaiba. 
 
Key indicators of our coverage universe is set out below.  We rate NBO a hold after its strong 
run up, in spite of having revised its target price upwards and full valuations in our view and 
upgrade Bank Sohar on strong expected EPS growth in 2014.  Bank Muscat continues to 
remain an ‘accumulate’, and we expect the stock to yield 12.7 % in total returns over the next 
12 months. 
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2Q’14 accounts for Salaam Bank divesture; interest spreads firm; impairments spike in 
2Q’14 
2Q’14 Net Income came in at RO 46.6 Million (17% QoQ/22% YoY) – the higher growth rates 
reflective of the gains booked on Al Salam Bank partial divesture.  The Bank accounted for 
the investment in Salam as an associate & recorded an investment gain of RO 9.48 million 
as non-interest income.  Further, NII grew 5.6% YoY in the first half of 2014 as interest 
expenses on conventional banking fell and Income from Islamic financing (higher 72%yoy in 
1H’14) was supported by robust growth in Islamic advances.  This drove operating profit 
higher by 46 % (1Q’13 accounted for a prepaid travel card fraud of Ro 15 million so growth 
rates higher than normalised levels) for the 1H’14 to RO 114.5 million.  Credit impairments 
also spiked in 1Q’14 growing to Ro 17 million or 1.08% of net advances on an annualized 
basis – higher than the average witnessed in the last 5 quarters. 

Mangal Keshav Divesture to conclude by 2015. 
The Mangal Keshav divesture should be largely complete in 2014 with only 11 % expected 
to remain with Bank Muscat in 2015.  The cumulative foreign exchange loss of RO 3.3 million 
accounted in equity as of 31 December 2013, will be transferred to P&L on exit from the 
investment at that point. 

Sukuk Issuances to fund Islamic advances; EMTN issuances to meet project financing needs 
The Sukuk issuances for which the Bank has recently obtained approval for OMR 500 million 
& SAR 1 billion in Oman & Saudi Arabia respectively are meant to fund the banks receivables 
generated from its Islamic window.  Deposit taking activity for Islamic banking has remained 
challenging and sukuk issuances are expected to address this.  Further, Euro -MTN issuances 
(approval obtained for upto USD 2 billion) will fund project financing activities i.e. Oil and 
Gas Sector.  These are expected to be fixed rate issuances.  

Estimates revised; target price raised 
We revise our estimates to reflect a less benign rate environment that we initially envisaged.  
Further, we roll forward our estimates and raise our target price from RO 0.720/share to 
Ro 0.790/share.  We assume the entire proceeds of the EMTN issuances and Sukuk issuances 
shall occur between 2015-2017 driving earnings higher in this period.  Bank Muscat still 
remains cheap relative to regional peers. 
 

 
  

Bank Muscat 
Accumulate 
 
Px:  Ro 0.736 
Market Cap: Ro 1.61 billion 
Target price: Ro 0.790 
P/E ‘14e = 9.3 x 
P/B ‘14e=1.2 x  
DY % ’14e = 5.4 % 
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Summary Financials: 
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Ahli Bank’s stock rerated markedly after it reported a significant improvement in 2Q’14 
Net income, higher 12 % over a year ago and 17 % sequentially, resulting in a 5% YoY 
improvement in 1H’14 Net Profits of Ro 13.1 million. 
 

Growth in Advances strong; Islamic banking takes off; credit quality intact 
Loan growth stayed robust in 1H’14 growing 20% YoY, as Islamic receivables have 
accounted for a third of incremental disbursals in 1H’14.  Credit charges in the 1H’14, 
have also fallen 18.3%, with loan loss provision at 30bps annualised in 2Q’14, lower 
than that posted between Q1’-13 and Q1’14.  Non-Performing loans have also stayed 
controlled with the bank reporting a 1 % NPL ratio in its 1H’14 earnings release on the 
MSM website. 
 

Operating expenses normalising post Islamic banking branch rollout & staff intake of 
2013 
Total operating expenses which also grew sharply in the 2H’13 have reduced rendering 
the banks cost to total income at 32.3% for the 1H’14 as opposed to 37.7% in 2H’13.  In 
2013, Ahli Bank rolled out its Islamic offering branded ‘Al Hilal Islamic Banking’ with 7 
dedicated branches across the country at the end of December ‘13.  The Islamic offering 
also necessitated a growth in its staff strength by 25.5% in 2013 to 427 employees as 
compared to 2012.  Further, Ahlibank’s new Head Office building current and future 
was completed by mid- November 2013 and resulting one-time expenses pertaining 
largely to technological upgradation were also incurred in 2H’13. 
 

Estimates revised, target price raised 
Our estimates for the full year’s Net Income stand revised to Ro26.7 million for FY 14 
implying an earnings growth of 16% over 2013 and a loan growth of 22% in 2014.  Our 
cost to income estimates incorporate a lower 32.7 % for 2014 (Q1’14 -33.5%; Q2’14 -
31.2%) as compared to a FY13 cost to income ratio of 33.7%.  We maintain our 
overweight stance on the stock and raise our Target price to Ro 0.241 per share from 
Ro 0.220/- implying a PE’14 of 1.56x against a RoaE’14 of 14% (ROaE’13 - 13.1%) and a 
P/E ’14 of 10.6%. 
 

 
 
  

Ahli Bank 
Accumulate 
 
Px:  Ro 0.224/- 
Market Cap: Ro 288 million 
Target price: Ro 0.240 
P/E ‘14e = 9 x 
P/B ‘14e= 1.4 x  
DY % ’14e = 5.1% 
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Summary Financials: 
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2Q’14 continues to impress; Double digit earnings growth persists 
Bank Sohar continues to post Net Income earnings growth.  In the second quarter of 2014, 
the bank reported a Net Profit of Ro 8.2 Million higher 3% QoQ (39.6% YoY).  1H’14 net profits 
were 35% higher than those reported a year ago for the same period, mainly emanating from 
lower interest costs relative to the previous year and 70% higher other income.  Loan growth 
has remained strong (16.5% YoY) outpacing deposit growth (8% YoY).  This coupled with a 
significant improvement in banks deposit mix (29% YoY growth in CASA deposits at the end 
of Q2’14 CASA:Term mix at 52% to 48%) led to the decrease in interest expense. 
 

Credit quality sound; reported NPLs under control 
Credit quality appears to have improved markedly too.   Non-Performing Loans have reduced 
to Ro 15.18 million (coverage ratio at 183 %) at the end of Q2’14 from Ro 19.12 million at the 
end of Q2’13 and the banks.  Credit charges appear to have peaked after growing 76% in 
1H’14 and should stabilise in the 2nd quarter.  Finally, credit agencies have affirmed 
satisfactory long term capital ratings for the Bank recently. 
 

Proposed Merger with Bank Dhofar proceeds with an Offer 
Bank Sohar remains party to a Merger proposal that commenced in July 2013.  The merger, if 
consummated, would create the 2nd largest bank with net loans and advances accounting for 
c20% of the total credit in Oman second only to Bank Muscat (40% of total credit).  In June 
2014, Bank Dhofar proposed a preliminary swap ratio, which will be subject to the completion 
of a due diligence exercise and obtaining necessary approvals, as per a release on the MSM 
website. 
 

Rating raised to accumulate; target price raised 
Our estimates for 2014 stand revised upward to Ro 32.6 million higher by 3.43 %.  We raise 
our target price to Ro 0.295/per share and rate the stock ‘accumulate’ at these levels.  Our 
loan growth estimates factor in a 20 % YoY growth in Loans and advances.  Bank Sohar is in 
compliance of regulations mandating 50% of overall exposure to personal loans (Bank Sohar 
at c35%).  Our target price implies a P/B’14 of 1.64 vs a ROaE of 17%.  Key risks to our estimates 
remain a possibly capital issuance to shore up tier 1 equity to support future growth.  At the 
end of Q2’14, the banks capital adequacy stood at 13.9% (CET 1 at 10.39%), well above the 
regulatory requirement. 
 

 
  

Bank Sohar 
Accumulate 
 

Px:  Ro 0.255 
Market Cap: Ro 294 million 
Target price: Ro 0.295 
P/E ‘14e = 9 x 
P/B ‘14e=1.45x  
DY % ’14e = 3.9% 
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Summary financials 
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1H’14 results feature an improved expense ratio, firm loan growth; spreads remain under 
pressure. 
Loan growth trends at Bank Dhofar remain strong offsetting declining spreads rates in the 1st half 
of 2014.  In both quarters, the bank reported excellent disbursals (Q1’14- 5.6% QoQ; Q2- 14 - 8.5% 
QoQ) driving operating income growth of 9% YoY to Ro 48.47 million in 1H14.  74 % of the 
incremental disbursals were to corporates & government entities.  Operating expenses have 
remained controlled growing just 1% in the first half 2014 driving a lower expense ratio of 45.8% 
in 1H’14 vs 49.5% in 1H’13.  An increase in credit charges despite impressive recoveries resulted 
in a profit growth of 15 % to Ro 20.5 million for the first half of the year. 
 
Proposed Merger with Bank Sohar proceeds with an Offer 
Bank Dhofars’ stock price will be affected by the outcome of its proposal to Bank Sohar for a 
merger.  In June 2014, Bank Dhofar proposed a preliminary swap ratio, which is being considered 
by Bank Sohar presently.  The entity would rank second in Net profits & both banks have excellent 
credit quality, evinced by superior provision coverage ratios (> 120 % at the end of Q2’14). Key 
benefits for the merged entity include an ability to participate in larger transactions in critical 
sectors (Oil and Gas, Infrastructure, Construction) due to an enhanced capital base & obvious 
synergies due to rationalization of overlapping activities across the sultanate. 
 
Tier 2 issuance to address regulatory shortfall 
Bank Dhofars’ board, has approved raising of USD 75 million subordinated loan to support their 
capital adequacy position.  This would help support the Tier II capital of the bank and is subject to 
legal and regulatory approvals.  We estimate this amount shall be raised prior to year end and 
according factor this into our 2014 projections.  Accordingly the banks total capital adequacy ratio 
will stand at c14% against 12.21 % at the end of Q2’14. 
 
Rating still a Hold; Target price lower by 7% 
We fine tune our estimates drop our Net Income estimates 4 % to Ro 41.8 million.  Our loan growth 
estimates factor in a full year growth of 23% yoy in 2014.  We model flat spreads cognizant that 
even though interest rates continue fall, an improving deposit mix has mitigated the decline in 
spreads.  Our estimates also factor in modest loan growth trends at 3.5% QoQ for the last two 
quarters of 2014, building in credit growth of 23% YoY for the full year. 
 

 
  

Bank Dhofar 
Hold 
 

Px: Ro 0.390/- 
Market Cap: Ro 524 million 
Target price: Ro 0.361/- 
P/E ‘14e = 12.6x 
P/B ‘14e=1.6 x  
DY % ’14e = 6 % 
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Summary Financials 
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Solid loan growth; recoveries drive Q2’14 Net income growth 
National Bank of Oman reported an excellent set of earnings, with a Q2’14 Net Profit of 
Ro 12.742 million (higher 24% QoQ/25% YoY). Stronger growth in operating income, driven 
by robust loan growth (higher 6% QoQ/7% YoY),  coupled with an improved deposit mix 
(lower interest expense) and an excellent quarter for recoveries lead to robust profitability in 
Q2’14. 
 

Improved credit quality & liquidity improve financial strength. 
National Bank of Oman’s NPL ratio has declined to 2.6 % from 3.7% a year ago driving the 
banks coverage ratio higher to 136% from just over 104 % a year ago.  Further, credit costs 
improved by 54 bps since Q4’13 on due to better than expected recoveries and provisions 
amounted to just 3.57% of Gross loans at the end of Q2’14.  The Bank also carries a high cash 
balance of Ro 936 million and vastly improved current & saving deposits as a % of overall mix 
– 67 % of its total deposit base at the end of Q2’14 (Q4’12 - 46% CASA) - both factors 
contributing to lower funding costs in the first half of this year. 
 

Loan growth, spreads supported by local/UAE mid-market corp exposure; new Islamic 
branches. 
Whilst the bank is still to comply with the 35% personal loan limit (currently at 37%) and has 
requested the CBO for an extension, corporate loan growth has been robust at the end of 
1H’14 (higher 10% QoQ/9% YoY%).  The Banks Dubai branch is also expected to drive loan 
growth, doubling its credit book to OMR 150 million by the year end from OMR 75 million at 
the end of 2013 targeting the mid - market corporate segment where it can earn spreads of 
c3% thereby supporting overall spreads in 2014.  Further, a recent decision to open 5 new 
Islamic branches in addition to the existing one will also serve to augment loan growth. 
 

Raising estimates modestly, raising target price; NBO a hold post recent rally 
NBOs stock has rallied c35.5% since 1 May 2014 outperforming the MSM30 Index by 25.75% 
and trades at a P/B’14e of 1.4x against an estimated ROaE of 13.8 % for the full year 2014.  
Valuations post the strong run up prompt us to rate the stock a hold even though we raise 
out target price from Ro 0.342/share to Ro 0.376/share.  Our estimates remain unchanged 
for 2014 at RO 46.42 million derived by from a full year loan growth of 13 % YoY (reflecting 
de-growth at the end of 2013) and we model an expense ratio of 47.5% for the full year 2014. 
 

 
  

National Bank of Oman 
Hold 
 
Px:  Ro 0.394 
Market Cap: Ro 480 million 
Target price: Ro 0.375 
P/E ‘14e = 10.5 x 
P/B ‘14e=1.4 x  
DY % ’14e = 6.2% 
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Summary Financials 
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Loan growth continues to remain strong; pre provision expenses erode Net income growth 
HSBC Oman’s’ 2Q’14 quarterly results continued to exhibit a return to the lending market 
with a 12% QoQ/5% YoY growth in advances to Ro 1.14 billion.  The represents a 16% 
incremental growth in advances in the 1H’14 after over a year of streamlining the bank’s 
loan book resulting in an increase in operating income to Ro 18 million (up 8 % YoY/12 % 
QoQ), however, set off by operating expenses which also grew sequentially by 16% to 
Ro 14.2 million.  The banks expense ratio continued to stay significantly above industry at 
77.6% in the 1H’14 (Q1’14 -76%, Q2’14 - 79%).   
 
Liquidity robust & deposit base strong; Capital adequacy sufficient 
The bank continues to boast strong liquidity, with over 37% of its total assets in cash and 
Investments at the end of Q2’14.  We note that HBMO carries Ro 600 million in Certificates 
of Deposits at end Q1’14.  Further, at the end of 1H’14, low cost current savings and call 
deposits amounted to over 80% of the banks reported deposit base, the highest proportion 
amongst the listed commercial banks.  We also note that the banks capital adequacy ratio 
stands at 18.43%/CET 1 at 17.39%, providing the bank with a strong capital base. 
 
Fine tuning estimates, reiterating target price. 
We fine tune our estimates, reflecting limited earnings growth for the full year ended 2014, 
as provisions written back in 2013 shall be set off by provisions made this year as the bank 
resumes lending.  We believe lower loan to deposit ratios, the availability of ample liquidity 
and a low cost deposit base at the end of 1H’14, positions the bank to lend competitively in 
the future.  Consequently, our estimates feature a 28% YoY growth in loans and advances in 
2014 (5% QoQ in Q3’14 and Q4’14 each) and 78% for our fully year 2014 expense ratio and 
70% in 2015.  We retain our target price at Ro 0.175 /share and continue to maintain a Hold 
rating on the stock.  A significant upside risk that, we believe, shall serve as a catalyst going 
forward remains the banks expense ratio – a sustainable expense ratio closer to industry 
averages, will drive near term earnings estimates higher triggering returns for shareholders.  
Other risks to our estimates include lower than expected disbursals and higher than 
expected provisioning than anticipated. 
 

 
 
  

HSBC Oman 
Hold 
 
Px:  Ro 0.165 
Market Cap: Ro 330 million 
Target price: Ro 0.175 
P/E ‘14e = 30.1 x 
P/B ‘14e=1.06 x  
DY % ’14e = 2 % 
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