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Investment Update

Investment Summary

•	 The liquidity infusing measures such as recapitalization of banks and buying of investment 
portfolio are boosting confidence in Qatar’s banking sector. Though, the banks in Qatar 
are sound in terms of meeting CAR requirements, further capital infusion by QIA by the 
end of 2009 will take care of further fund requirement.  

•	 In terms of market share, Qatar National Bank (QNB) has by far the highest market share 
of system loans and deposits. In 2008, it accounted for 45.5% share of loans & advances 
and 50.0% of deposits among listed banks.

•	 In April 2009, S&P affirmed ‘A+’ rating by Standard & Poor's for long term and A-1 for 
short term, with a stable outlook. Fitch has also assigned similar rating of A+ for long term 
and F1 for short term. 

•	 The total assets of the bank grew by 32.9% in 2008 to QR152.0bn. Among the major asset 
components, gross loans & advances grew by 51.5% to QR100.7bn. Out of the total loan 
portfolio of QR100.7bn, QR6.87bn accounted by Islamic financing activities which were 
at QR4.5bn in 2007. Funds with banks & FIs increased by 27.0% in 2008 to QR27.0bn. 
Net loans & advances accounted for 65.8% of total assets. Among the components of 
liabilities, the share of customer deposits (including unrestricted investment accounts) in 
total liabilities were at  68.6% in 2008 as compared to 69.4% in the preceding year and it 
registered a y-o-y growth of 31.4% to QR79.4bn. 

 
•	 The bank’s NPLs as a percentage of gross loans have been below 1% since last two years, 

which was despite the growing loan book and declining exposure to the government sector. 
In 2008, its NPLs grew by 62.2% to QR731.5mn in 2007 from QR451.1mn in 2007. NPLs 
as a percentage of gross loans remained at 0.7% in 2008 same as in 2007.     
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•	 During 2008, the total interest income of the bank from conventional banking activities 
grew by 33.4% to QR6,167.7mn. QNB’s income from Islamic financing and investing 
activities grew by 64.1% to QR685.3mn. QNB registered a y-o-y growth of 45.7% in its 
bottomline to QR3.7bn over QR2.5bn reported in 2007. In 2008, the bank’s provisions 
for credit losses on loans & advances was at QR247.6mn whereas there was a recovery 
of QR19.7mn on this account in 2007. As also its net impairment losses on financial 
investments grew by 110.4% in 2008 to QR130.3mn. The significant amount of these 
provisions have been made during last quarter of 2008. On quarter on quarter basis, the 
bank registered a drop of 43.3% in its profit in Q4-2008 to QR649.8mn. 

•	 At the end of Q1-2009, on a y-t-d basis, total assets declined by 7.5% to QR140.6bn, 
net loans & advances declined by 18.4% to QR81.6bn and customer deposits also went 
down by 14.8% to QR80.9bn. In Q1-2009, the bank reported a y-o-y growth of 10.2% in 
its net profit to QR1,010.6mn as compared to QR917.3mn reported in Q1-2008. During 
Q1-2009, the government of Qatar purchased certain available for sale equity securities listed 
on DSM at a sale price of about QR4.0bn. The bank has received QR1.8bn in cash and the 
remaining QR2.2bn in bonds, carrying an interest of 5.5% per annum.

•	 Our estimated value for QNB worked out to be QR142 based on DDM (80%) and 
adaptation of the Gordon Growth Model (20%). According to our fair value the scrip 
offers an upside  of 30.3% at the current price (May 12 2009) of QR109 per share. At the 
current market price (May 12, 2009), the QNB trades at 8.1x and 7.1x of its earnings and 
2.0x and 1.8x of its book value for FY2009E and FY2010E respectively. We, therefore, 
reiterate a “BUY” on QNB at the current price level. 

Table 01: Investment Indicators 
Price (as on May 12 2009) Shares in issue Market Cap. (QR bn) 52-week price range (QR)

QR109.00 301mn 32.8 206.72  / 72.2

Year

Operating Income

(QR’ 000)

Net Profit

(QR’ 000)

EPS

(QR)

Book Value

(QR)

ROAE

(%)

P/E

(x)

P/BV

(x)
2010 E 7,110,567 4,646,629 15.4 59.6 27.1% 7.1 1.8
2009 E 6,164,809 4,039,254 13.4 54.2 25.9% 8.1 2.0
2008 A 5,539,700 3,652,545 15.2 61.6 26.3% 7.2 1.8
2007 A 3,722,256 2,506,119 13.7 70.9 24.3% 7.9 1.5

* Historical P/E & P/BV multiples pertain to respective year-end prices, while those for future years are based on 
market price in the Doha Securities Market as on May 12, 2009 
Source: QNB And Global Research 

Chart 01: Share Price Performance 

Source : DSM  & Global Research 
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Qatar Banking Sector

Recent Developments

•	 In the recent past the government of Qatar has taken proactive steps to boost the economy. 
The government has issued sovereign bonds worth US$3bn. 	 The bonds have been 
rated as ‘AA-’ by Standard & Poor’s. The bonds have two tranches: a five-year US$2bn 
bond maturing on April 9, 2014, and a 10-year US$1bn bond maturing on April 9, 2019. 
The proceeds of the bonds will contribute to the general financing of the State of Qatar’s 
budget in 2009, including providing funding for entities that it owns or controls.

•	 In October 2008, the government announced to buy 10% - 20% of the capital of listed 
banks through issuance of new shares. Toward this end, the state owned sovereign wealth 
fund, Qatar Investment Authority, has already subscribed to the extent of 5% of the 
capital of some of the banks and another 5% is being planned for December 2009. The 
subscription for the shares has been done as per the closing price of the bank’s share 
on DSM as of October 12, 2008. QIA bought stakes in all the listed banks except Qatar 
National Bank, in which it already holds 50% equity stake. 

•	 In March 2009, Qatar launched a new measure to support its banking sector with a 
government plan to buy banks' investment portfolios in a bid to revive lending and support 
the economy. The government offered to buy part or all of the DSM investment portfolios 
of local banks with a provision of any dividends received on such equity portfolios for the 
year 2008 to be provided to the banks and for subsequent years to be provided to QIA. 
The investment portfolios were priced at cost less impairment booked for these securities. 
The conventional banks received about 45% in cash and 55% in bonds maturing in 5 years 
carrying a coupon of 5.5% per annum. The Islamic bank have received entire amount in 
cash. The banks  have the right to repurchase the entire portfolio, or any part of it, after a 
12-month period from the date of sale and within a maximum period of five years at the 
original sale price. The government had bought QR6.5bn worth of banks' investments as 
part of the plan.  

Peer Group Comparison

The peer group comparison is done on all the eight listed banks, namely Qatar National Bank, 
Commercial Bank of Qatar, Doha Bank, Qatar Islamic Bank, Ahli Bank, Qatar International 
Islamic Bank, Masraf Al Rayan and Al Khalij Commercial Bank. These banks together 
accounted for about 85% of the total assets of commercial banks in 2008 and 91% of total 
credit disbursed. 
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Table 02: Key Indicators of Listed Banks – 2009

in QR Mn

Qatar

National

Bank

Commercial

Bank of

Qatar

Doha

Bank

Qatar 

Islamic 

Bank

Qatar

International 

Islamic Bank

Ahli

Bank

Masraf Al 

Rayan 

Al Khalij 

Commercial 

Bank

Total Assets 151,974 61,302 39,002 33,543 12,842 17,799 16,769 12,501 

Gross Loans & Advances 100,678 34,184 24,529 21,235 8,329 11,694 13,557 7,011 

Total Deposits 104,253 32,186 23,277 16,592 9,139 12,111 10,898 4,674 

Paid-up Capital 2,409 2,062 1,722 1,969 1,261 584 4,125 3,600 

Equity Capital 14,837 8,535 4,052 5,765 2,276 1,348 5,076 4,546 

Net Profit 3,653 1,702.4 946.5 1,642.5 501.2 426 917.0 103.6 
Source: Banks’ Annual Reports and Global Research

Balance Sheet Size

In 2008, all the listed banks in Qatar have reported a significant growth in their balance sheet 
size. The aggregate balance sheet of all the listed banks grew by 73% in 2008 to QR345.7 
from QR252.4bn in 2007. Al Khalij Commercial Bank recorded the highest growth in its 
balance sheet among its peers as it grew by 142.7% in 2008. The sector’s largest bank, Qatar 
National Bank’s assets grew by 32.9% in 2008. Among others, Masraf Al Rayan’s assets 
grew by 58.9% followed by Qatar Islamic Bank 57.2%, Commercial Bank 35.0%, Doha 
Bank 29.6%, Qatar International Islamic Bank 29.1% and Ahli Bank 14.3%. 

Source: Banks’ Annual Reports and Global Research

In terms of market share of loans & advances, Qatar National Bank has by far the highest 
market share of system loans and deposits. In 2008, it accounted for 45.5% share of loans & 
advances and 50.0% of deposits among listed banks. Commercial Bank of Qatar held second 
position with a market share of 15.5% of loans and 15.1% of deposits. Doha Bank’s share 
was at 11.1% of loans and 10.9% of deposits. Three Islamic banks, namely Qatar Islamic 
Bank, Qatar International Islamic Bank and Masraf Al Rayan accounted for 9.6%, 3.8% and 
6.1%, respectively, of the market share of loans & advances and in terms of deposits, their 
respective share was at 7.8%, 4.3% and 5.1% among listed banks. Ahli Bank’s market share 
was at 5.3% of loans and 5.7% of deposits. The newly established Al Khalij Commercial 
Bank’s share was at 3.2% of loans and 2.2% of deposits at the end of 2008.

In terms of the growth in loans and advances in 2008, almost all the banks have performed 
exceptionally well. Masraf Al Rayan achieved a growth of 96.7% though on a lower base. 
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Qatar International Islamic Bank recorded a growth of 63.9% and Qatar Islamic bank 59.7%.  
The largest bank in terms of size, Qatar National Bank has achieved a growth of 51.5% in 
2008. In case of Ahli Bank the growth in loan book was lowest among its peers at 14.1% for 
the year. 

Source: Banks’ Annual Reports and Global Research

In terms of the growth in customer deposits in 2008,  Masraf Al Rayan, on a lower base,  has 
achieved significant growth of 105.3%. Qatar Islamic Bank was at second position with a 
growth of 36.0% and the largest bank, Qatar National Bank has achieved a growth of 31.4%. 
In case of Ahli Bank the growth in loan book was lowest among its peers at 5.4% for the 
year. 

Chart 06: Market Share of Deposits – 2008		 Chart 07: Growth in Deposits 

Source: Banks’ Annual Reports and Global Research

Asset Quality 

Over the last few years Qatari banks have extensively focused on improving their quality of 
assets which resulted in substantial improvement in the quality of their assets portfolio. In 
the sector, Doha Bank had the highest NPLs to gross loans ratio of 2.9% at the end of 2008, 
which was followed by Qatar International Islamic Bank at 1.5%. Two banks, namely Qatar 
National Bank and Commercial Bank have less than 1% of NPL to gross loans,  at 0.73% and 
0.85% respectively. In case of Ahli Bank and Qatar Islamic Bank this ratio was at 1.4%. 

The collective NPLs of all the listed banks have gone up by 26.9% to QR2.32bn and sectors 
NPL to gross loans ration declined marginally from 1.2% in 2007 to 1.1% in 2008. 
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Chart 08: Quality of Loan Portfolio

Source: Banks’ Annual Reports and Global Research

Capital Adequacy Ratio (CAR)

In Qatar, the minimum capital adequacy ratio is 10% as per the Qatar Central Bank 
requirements and as per the Basel Committee on banking supervision requirements it is 8%. 
Looking at this standards banks in Qatar are well capitalized. In terms of comparison, Masraf 
Al Rayan had the highest  CAR of 33.09% at the end of 2008, which was  followed by Qatar 
International Islamic Bank 20.11%, Qatar Islamic Bank 17.04%, Commercial Bank 15.66%, 
Qatar National  Bank 13.9%, Doha Bank 13.48% and Ahli Bank’s CAR was at 12.01%. 

In 2008 many Qatari banks have focused on expanding their capital base through rights 
issues and 2009. Apart from this, many banks have raised their capital in 2009 by allocating 
shares to QIA to the extent of 5% of their capital with another 5% allocation is being planned 
at the end of 2009. All these measures have helped the banks to shore-up their CAR and to 
leverage their balance sheet. 

Chart 09: Total Capital Adequacy Ratio - 2008

Source: Banks’ Annual Reports

In terms of revenue in the sector, other income or non-interest revenue are keeping  pace 
with the core earnings for almost all the banks. In many banks such as Qatar National Bank, 
Commercial Bank, Qatar Islamic Bank and Masraf Al Rayan non-interest revenue accounted 
for significant portion of the total revenue of the bank for the year 2007. In case of Qatar 
International Islamic Bank, Ahli Bank and Doha Bank core earnings have driven the growth 
in total operating revenue of the bank.     
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The combined net profit of the banks under review grew by 21.7% y-o-y in 2008, from 
QR8.1bn in 2007 to QR9.9bn in 2008. Among the banks under review, the only bank Masraf 
Al Rayan  reported a decline in net profit of 23.1%. Qatar National Bank Qatar reported 
45.7% increase in net profit, the highest among the listed banks, followed by Ahli Bank 
with a growth of 40.7%,  Al Khalij Commercial Bank 39.4%, Qatar Islamic Bank 30.8%, 
Commercial Bank 22.4%, Qatar International Islamic Bank 4.4% and Doha Bank 2.2%. 

Chart 10: Net Profit 

Source: Banks’ Annual Reports and Global Research

Q1-2009 Performance

In Q1-2009, the aggregate assets of all the listed banks registered a y-t-d fall of 0.3% to 
QR344.6bn from QR345.7bn at the end of 2008. The combined net profit of the banks under 
review grew by 10.1% y-o-y in Q1-2009, from QR2.5bn in Q1-2008 to QR2.8bn in Q1-
2009.

Table 03: Performance of Listed Banks in Q1-2009
  Assets (in bn) Net Profit (in mn)  

  2008 Q1-2009 Change Q1-2008 Q1-2009 Change 

Qatar National Bank 152.0 140.6 -7.5% 917.3 1,010.6 10.2%

Commercial Bank 61.3 63.5 3.6% 436.4 610.1 39.8%

Doha Bank 39.0 42.2 8.2% 274.0 329.7 20.3%

Qatar Islamic Bank 33.5 32.8 -2.2% 455.6 350.2 -23.1%

Qatar International Islamic Bank 12.8 14.1 9.7% 135.4 136.7 1.0%

Ahli Bank 17.8 16.9 -5.1% 85.6 86.3 0.8%

Masraf Al Rayan 16.8 19.8 18.2% 217.8 209.8 -3.7%

Al Khalij Commercial Bank 12.5 14.6 17.1% 7.1 51.7 633.4%

Total 345.7 344.6 -0.3% 2,529.1 2,785.2 10.1%
Source: Bank’s financial results and Global Research  
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Banking Sector Outlook

The factors pertaining to Qatar economy appears bright supported by increased government 
as well as private sector investments. Qatar is the least affected country in the Gulf from the 
global financial crisis. Qatar mainly because of its oil-bound economy is likely to remain 
resilient as compared to other GCC countries. The country has significant expansion plans 
to increase the production of LNG over the next 3 years. Apart from this, in its 2009-2010 
budget, Qatar has allocated 40 percent of expenditure for strategic development, which 
will ensure that the economy will remain upbeat. At the same time timely action by the 
government to improve liquidity and confidence building measures will definitely help the 
economy to remain on track.   

Qatar’s economy will continue its growth trajectory in 2009 when performances of most 
other regional oil producers are likely to slowdown. Qatar’s biggest strength is continuous 
expansion in its liquefied natural gas (LNG) capacity. Qatar is set to almost double its 
production of LNG to more than 60mn tonnes in 2009 and it is likely to reach 77mn tonnes by 
end-2011. “Qatar’s economy is still very strong despite the global financial distress…it will 
remain strong as it is a real economy which enjoys many advantages and points of strength,” 
said Abdullah bin Hamad Al Attiyah, Qatar’s Deputy Premier and Minister of Energy and 
Industry.

Qatar has launched an impressive domestic investment program aimed at diversifying its 
economic base from the hydrocarbon sector. The banking sector would be one of the major 
beneficiaries of these projects and regional diversification program. As part of further 
support to the local economy, recently the country’s prime minister reiterated the country’s 
commitment to continue its planned expenditures on major projects and infrastructure 
development in order to support the various projects over the next four years valued at 
US$150bn and stands ready to inject funds into local companies hit by the global economic 
meltdown.  

The liquidity infusing measures such as recapitalisation of banks and buying of investment 
portfolio are boosting confidence in Qatar’s banking sector. Though, the banks in Qatar are 
sound in terms of meeting CAR requirements, further capital infusion by QIA by the end of 
2009 will take care of further fund requirement.  Apart from this in the recent past, many 
banks have raised their capital through rights issues are also considered as right in time. With 
regard to quality of loan portfolio, over the last few years, banks in Qatar have extensively 
focused on improving their quality of assets which resulted into substantial improvement in 
the quality of their loan portfolio. We believe that going forward quality of the loan book are 
likely to remain sound as in the last two quarters banks have also raised their provisioning 
levels to take care of any unexpected deterioration in asset quality. 

The outlook for the sector appears bright as banks are well placed to ride out the global 
economic downturn, thanks to a combination of factors, including the sound state of the 
country’s economy, prompt intervention by the state to support local banks, adequate levels 
of liquidity and sound asset quality. 
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QNB - Recent Developments 

•	 In 2008, QNB entered the Tunisian market through the 50% acquisition of the Tunisian–
Qatari Bank.  QNB Al Islami opened a branch in Sudan and QNB’s stake in the Jordan-
based Housing Bank for Trade and Finance was increased to 33.2%.  

•	 The 23.8% acquisition of the UAE-based Commercial Bank International will further 
enhance QNB’s presence in the GCC Region given its established operations in Oman 
and Kuwait.  Similarly, the conversion of the Representative Office in Singapore into a 
Branch will allow QNB to further expand the scope of business activities in Singapore 
and the region.

•	 QNB is planning to come out with Initial Public Offering (IPO) of 32.5% of Qatar 
National Bank-Syria in May. QNB owns 49% of the new bank's capital, valued around 
US$100m, while other Syrian government organizations own 15.5% and 3% owned by 
the private sector. The Syrian cabinet agreed in January last year to establish The Qatar 
National Bank-Syria as a joint company with a capital of 5bn Syrian Pounds divided into 
10mn registered shares, with each share valued at 500 Syrian pounds. QNB   manages 
the new bank which will be headquartered in Damascus, and will expand to open more 
branches in other governorates and districts, with plans to expand outside Syria. 

•	 In 2008, the bank raised its equity through rights issue of 10% and it also issued 25% 
bonus shares for the year 2008, therefore, with the bonus issue and second rights issue the 
bank’s equity capital increased to QR3.0bn.

•	 QNB has the highest credit rating. In April 2009, S&P affirmed ‘A+’ rating by Standard 
& Poor's for long term and A-1 for short term, with a stable outlook. Fitch has also 
assigned similar rating of A+ for long term and F1 for short term. 
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QNB - Analysis of 2008 and Q1-2009 Financial Results

•	 The total assets of the bank grew by 32.9% in 2008 to QR152.0bn. Among the major asset 
components, gross loans & advances grew by 51.5% to QR100.7bn. Out of the total loan 
portfolio of QR100.7bn, QR6.87bn accounted by Islamic financing activities which were 
at QR4.5bn in 2007. Funds with banks & FIs increased by 27.0% in 2008 to QR27.0bn. 
Net loans & advances accounted for 65.8% of total assets.

•	 Among the components of liabilities, the share of customer deposits (including unrestricted 
investment accounts) in total liabilities were at  68.6% in 2008 as compared to 69.4% in 
the preceding year and it registered a y-o-y growth of 31.4% to QR79.4bn. Unrestricted 
investment accounts stood at QR9.3bn, registered a growth of 79.0%. The amount due 
to banks & other FIs increased by 98.6% to QR19.7bn. The bank also has borrowings to 
the tune of QR6.7bn which represents loan secured by the bank through a syndicated loan 
facility. The contribution of shareholders’ equity in total liabilities declined marginally to 
9.8% from 11.3% to QR14.8bn.

•	 During 2008, the bank continued its focus to diversify its loan portfolio in favor of other 
sectors and reduced its exposure to the government sector. The bank’s exposure to the 
government sector declined by 17.3% to QR5.8bn from QR7.1bn in 2007. At the same 
time, the bank’s lending to government agencies increased significantly by 89.0% to 
QR37.7bn from QR19.9bn in 2007. This segment alone accounted for almost 37% of 
the total loan portfolio of the bank. Personal loans segment was the second highest 
contributor to the total loan portfolio, however, its share declined to 20.5% in 2008 from 
24.0% in 2007. The y-o-y growth in the segment was 29.6% to QR20.9bn. Services sector 
registered a growth of 61.4% to QR13.2bn and it accounted for 13% of the total loan 
portfolio in 2008. Exposure to the Real Estate segment grew by 46.4% to QR12.3bn and 
its contribution to the total loan portfolio remained same at about 12%.

Chart 11: Sectoral Distribution of QNB’s Loan Portfolio

Source:  QNB Annual Reports and Global Research  

•	 The bank’s NPLs as a percentage of gross loans have been below 1% since last two years, 
which was despite the growing loan book and declining exposure to the government 
sector. In 2008, its NPLs grew by 62.2% to QR731.5mn in 2007 from QR451.1mn in 
2007. NPLs as a percentage of gross loans remained at 0.7% in 2008 same as in 2007. 
The bank has sufficient coverage to its NPLs at 85.4%, however, it declined from 90.5% 
in 2007.
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Chart 12: Quality of Loan Portfolio

Source:  QNB Annual Reports and Global Research  

•	 During 2008, the total interest income of the bank from conventional banking activities 
grew by 33.4% to QR6,167.7mn. Among the major components of gross interest income, 
interest from loans & advances grew by 40.4% to QR5,122.9mn and interest on funds due 
from banks & other FIs increased by 17.6% to QR696.1mn, while interest income from 
debt securities declined marginally by 7.3% to QR320.8mn. QNB’s income from Islamic 
financing and investing activities grew by 64.1% to QR685.3mn. 

•	 Among the major components of non-interest revenue, the bank registered a y-o-y growth 
of 34.4% in fees & commission income to QR975.9mn, gain from investments went up 
by 52.0% to QR569.3mn, dividend income witnessed a growth of 12.7% to QR137.5mn 
and gain from foreign currency transactions grew by 88.6% to QR330.4mn.

•	 In 2008, the QNB’s yield on interest earning assets declined from 6.4% in 2007 to 6.0% 
in 2008, however, the bank was able to maintain its net spread at 2.3% as its cost of 
funds also declined  from 4.1% in 2007 to 3.7% in 2008. The bank’s net interest margin 
improved marginally from 2.4% in 2007 to 2.5% in 2008. 

•	 Over the last few years the bank’s cost to total income ratio has been on decline, which 
improved to 20.3% in 2008 from 24.2% in 2007. Total operating expenses of the bank 
grew by 25.2% in 2008 to QR1,126.4mn from QR899.6mn in 2007. 

Chart 13: Cost to total income

Source:  QNB Annual Reports and Global Research  
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•	 QNB registered a y-o-y growth of 45.7% in its bottomline to QR3.7bn over QR2.5bn 
reported in 2007. In 2008, the bank’s provisions for credit losses on loans & advances 
was at QR247.6mn whereas there was a recovery of QR19.7mn on this account in 2007. 
As also its net impairment losses on financial investments grew by 110.4% in 2008 to 
QR130.3mn. The significant amount of these provisions have been made during last 
quarter of 2008. On quarter on quarter basis, the bank has registered a drop of 43% in its 
profit in Q4-2008 to QR649.8mn. 

•	 The bank’s Return on Average Equity (RoAE) increased to 26.3% in 2008 from 24.3% in 
2007 while its Return on Average Assets (RoAA) remain unchanged at 2.7% in 2008.  

•	 At the end of 2008, the bank reported Tier 1 capital ratio of 13.7% same as in 2007 while 
its  total capital ratio declined from 16.2% in 2007 to 13.9% in 2008. The minimum 
accepted capital adequacy ratio is 10% under Qatar Central Bank requirements and 8% 
under Basel I Committee on Banking supervision requirements. 

•	 At the end of Q1-2009, on a y-t-d basis, total assets declined by 7.5% to QR140.6bn, net 
loans & advances declined by 18.4% to QR81.6bn and customer deposits also went down 
by 14.8% to QR80.9bn.

•	 During Q1-2009, the government of Qatar purchased certain available for sale equity 
securities listed on DSM at a sale price of about QR4.0bn. The bank has received QR1.8bn 
in cash and the remaining QR2.2bn in bonds, carrying an interest of 5.5% per annum. 

•	 During Q1-2009, interest income grew by 3.5% y-o-y to QR1,465.4mn while interest 
expense registered a y-o-y decline of 20.4% to QR719.2mn. With this the net interest 
income of the bank registered a y-o-y growth of 45.5% to QR746.2mn. The bank reported 
a y-o-y growth of 10.2% in its net profit to QR1,010.6mn as compared to QR917.3mn 
reported in Q1-2008. 

•	 During Q2-2009, the bank is expected to complete the sale of one of its subsidiary’s lines 
of business, included within the wealth management segment (the Bahamas business 
within the QNB International Holdings Limited). As of March 2009, the assets under this 
business were at QR569mn and liabilities were at QR1,228mn and classified as held for 
sale. This transaction will have its impact on the income statement for Q2-2008  as one 
off item.
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Outlook 

•	 QNB plan for 2009 includes promoting an even more comprehensive range of Islamic 
products and services across the corporate and retail functions of the QNB Group, as well 
as the implementation of various global initiatives including the launch of QNB Syria 
and strengthening QNB’s presence in strategic Middle East and North African (MENA) 
markets. The bank also plans to open a new branch in Geneva during second half of 2009.

•	 QNB is considered as one of the best banks in Qatar considering its sound assets portfolio, 
which we believe that will continue to remain its  main focus area despite significant 
growth in its loan portfolio over the last few years. 

•	 At the same time the bank’s capital expansion through rights issues allowed the bank to 
leverage its balance sheet. This helped the bank to finance its regional expansion plan and 
ensure that it is adequately capitalized at all times to meet the diverse needs of its rapidly 
expanding business at home and overseas. 

Valuation & Recommendation 

For arriving at the fair value of the banks under review, we have used two valuation 
methods:
                                                                                                          

1. Cash flow approach represented by the Dividend Discount Model.

2. P/BV target multiple approach using an adaptation of the Gordon Growth Model.

Dividend Discounting Model - DDM

The DDM model constructed is based on a 4-year forecast of dividends as cash flows (2009-
12). The dividends for the forecasted period and the terminal value are then discounted back 
at the cost of equity to arrive at the total NPV of the company. In our calculations, we have 
made the following assumptions in order to arrive at the equity value of QNB: 

1. Risk free rate of 6.1%.

2. Equity risk premium of 5%

3. We have taken Beta of 1. The actual beta for the company is low, but to be more 
appropriate

in reflecting the market risk we have taken it as 1. 

4. Cost of equity for QNB works out to 11.09%.

5. Terminal growth rate of 3%.

Based on our future earnings projections and the above assumptions, the DDM value of QNB 
is QR135.6 per share.
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Table 04: DDM Valuation  

(QR’000) 2009F 2010F 2011F 2012F
Terminal 

Value

Dividends Expected 2,560,887 3,011,016 3,314,093 3,617,279 46,037,286 

PV of Dividends Expected 9,791,034 

PV of Terminal Value 31,030,202 

Estimated Fair Value of Equity 40,821,236 

No. of Shares Outstanding (‘000) 301,121 

Fair Value as per DDM (QR) 135.6        
Source:  Global Research  

DDM Sensitivity Analysis 

A sensitivity analysis for different estimated long-run future growth rates and cost of equity is 
provided. The table provides estimated fair values for QNB shares based on a range of varying 
inputs.  The shaded area at the center shows the most probable range of alternatives.  

Table 05: DDM Valuation Sensitivity Analysis
 Terminal Growth Rate 

Cost Of Capital 

1.0% 2.0% 3.0% 4.0% 5.0%

9.09% 142.1 158.5 180.4 210.9 256.2

10.09% 126.2 138.8 154.8 176.2 205.9

11.09% 113.5 123.3 135.6 151.2 172.0

12.09% 103.1 111.0 120.6 132.5 147.8

13.09% 94.5 100.9 108.5 117.8 129.5
Source: Global Research  

Gordon Growth Model (GGM)

The adaptation of the Gordon Growth Model uses the sustainable return on average equity 
(ROAE), cost of equity (COE) and expected growth in earnings (g) to calculate the target 
P/BV of the bank using the formula: 

P/BV = (ROE - g) / (COE - g)

This P/BV is then multiplied with the BVPS of the bank at the next full year, in our case 
the BVPS at December 31, 2009 to arrive at the fair value of the bank over a medium term 
investment horizon.

In our calculations, we have made the following assumptions in order to arrive at the equity
value of individual banks:

1.	 Sustainable ROE calculated as the average ROAE of the forecasted 4 years.

2.	 Cost of Equity derived using the same assumptions as in the DDM.

3.	 Terminal growth rate of 3%, similar to the DDM.

On the basis of Gordon Growth Model, the bank’s stock value comes to QR167.8 per share.
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Table 06: Gordon Growth Model
Average ROE 28.1%

COE 11.09%

g 3.0%

2009: P/BV target multiple 3.1

2009: BV/share 54.2

GGM Value per share 167.8
Source:  Global Research  

Weighted Average Share Value

To arrive at the weighted average share value, we have provided a higher 80% weightage to
the value arrived at using the DDM method and 20% weightage to the value arrived at using 
the GGM method.

Table 07: Valuation 

Valuation Methods
Fair Value/ 

Share  (QR) Weightage
Wighted Value  

(QR)

DDM 135.6 80% 108.5

GGM 167.8 20% 33.6

Estimated Fair Value     142.0
Source: Global Research  

Our estimated value for QNB worked out to be QR142 based on DDM (80%) and adaptation 
of the Gordon Growth Model (20%). According to our fair value the scrip offers an upside  
of 30.3% at the current price (May 12 2009) of QR109 per share. At the current market price 
(May 12, 2009), the QNB trades at 8.1x and 7.1x of its earnings and 2.0x and 1.8x of its book 
value for FY2009E and FY2010E respectively. We, therefore, reiterate a BUY on QNB at 
the current price level.
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FACT SHEET
Qatar National Bank

2006 2007 2008 2009 (F) 2010 (F) 2011 (F) 2012 (F)
Profitability

- Return on Average Assets 3.3% 2.7% 2.7% 2.6% 2.6% 2.7% 2.8%
- Return on Average Equity 25.6% 24.3% 26.3% 25.9% 27.1% 29.1% 30.1%
- Net interest income/ Op. Income (net of provisions) 59% 49% 44% 51% 50% 48% 48%
- Non-interest income/ Op. Income (net of provisions) 32% 40% 42% 35% 36% 37% 38%

Margins
- Interest Expense to Interest Income 54.1% 61.7% 58.3% 54.3% 57.1% 59.0% 60.5%
- Interest Income to Interest Earning Assets 6.8% 6.4% 6.0% 5.6% 5.7% 5.8% 5.9%
- Interest Expense to Interest Bearing Liabilities 3.9% 4.1% 3.7% 3.3% 3.5% 3.6% 3.7%
- Net Spread 2.9% 2.3% 2.3% 2.3% 2.2% 2.2% 2.2%
- Net Interest Margin 3.1% 2.4% 2.5% 2.6% 2.5% 2.4% 2.3%

Efficiency
- Cost to Total Income 27.0% 24.2% 20.3% 19.6% 19.2% 18.5% 17.8%
- Cost to Op Income 26.2% 24.4% 21.8% 21.0% 20.2% 19.2% 18.4%
- Staff Expense to Total Op Income 15.3% 14.7% 12.4% 11.8% 11.4% 10.9% 10.6%

Liquidity
- Loans to Interest Earning Assets 72% 71% 75% 72% 74% 76% 76%
- Loans to Customer Deposits 82.9% 83.2% 96.0% 91.2% 93.2% 93.0% 92.0%
- Customer Deposits to Equity 676% 573% 640% 623% 651% 667% 676%
- Due from Banks to Due to Banks 204% 215% 137% 137% 132% 130% 132%

Credit Quality
- Non Performing Loans (QR ‘000)  553,000  451,100  731,500  845,699  1,006,382  1,196,588  1,438,824 
- Loan Loss Reserve (QR ‘000)  475,036  408,318  624,961  973,812  1,225,407  1,400,518  1,561,327 
- NPLs to Gross Loans 1.2% 0.7% 0.7% 0.80% 0.80% 0.82% 0.85%
- NPLs to (Equity+Loan loss reserve) 8% 4% 5% 6% 6% 6% 7%
- Loan Loss Reserve to Gross Loans 1.0% 0.6% 0.6% 0.9% 1.0% 1.0% 0.9%
- NPL Coverage 85.9% 90.5% 85.4% 115.1% 121.8% 117.0% 108.5%

Capital Adequacy
- Equity to Total Assets 11% 11% 10% 10% 9% 9% 9%
- Equity to Gross Loans 16% 19% 15% 15% 14% 14% 14%

Constitution of Total Income
- Interest Income to Total Op Income 67.9% 59.9% 57.6% 65.2% 64.1% 62.7% 62.0%
- Fees & Comm. to Total Op. Income 15.2% 19.7% 18.9% 18.1% 17.9% 17.7% 17.8%
- Investment Income to Total Op Income 12.2% 15.1% 15.0% 8.5% 9.6% 11.2% 12.0%
- FX Income to Total Op. Income 4.0% 4.8% 6.4% 6.5% 6.7% 6.8% 6.8%
- Other Income to Total Op. Income 0.7% 0.4% 2.1% 1.7% 1.6% 1.5% 1.4%

Operating Performance
- Change in Interest Income 47% 9% 35% 27% 15% 16% 16%
- Change in Fees and Commission 17% 60% 34% 7% 16% 18% 18%
- Change in Investment Income 3% 18% 42% -57% 54% 55% 32%
- Change in Fx Income 82% 49% 89% 13% 22% 20% 18%
- Change in Other Income -6% -27% 565% -7% 10% 10% 10%

RATIO’S USED FOR VALUATION
- EPS  (QR) 15.4 13.7 15.2 13.4 15.4 18.4 21.6
- Book Value Per Share (QR) 59.2 70.9 61.6 54.2 59.6 67.0 76.5
- Market Price Year End (QR) 114.99 137.82 137.0 109.00 109.00 109.00 109.00
- P/E  7.5  10.0  9.0  8.1  7.1  5.9  5.0 
- P/BV 1.9 1.9 2.2 2.0 1.8 1.6 1.4

* Market price for 2008 and subsequent years are as per closing price on DSM on May 12, 2009.
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Only the relevant disclosures which apply to this particular research has been mentioned in the table 
below under the heading of disclosure.
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services from this company in the next three month.
10.   Please see special footnote below for other relevant disclosures.
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business from such issuer, and/or have a position or effect transactions in the securities or options thereof. 
Global may, to the extent permitted by applicable Kuwaiti law or other applicable laws or regulations, effect 
transactions in the securities before this material is published to recipients.
Information and opinions contained herein have been compiled or arrived by Global from sources believed 
to be reliable, but Global has not independently verified the contents of this document. Accordingly, no 
representation or warranty, express or implied, is made as to and no reliance should be placed on the 
fairness, accuracy, completeness or correctness of the information and opinions contained in this document. 
Global accepts no liability for any loss arising from the use of this document or its contents or otherwise 
arising in connection therewith. This document is not to be relied upon or used in substitution for the exercise 
of independent judgement. Global shall have no responsibility or liability whatsoever in respect of any 
inaccuracy in or ommission from this or any other document prepared by Global for, or sent by Global to 
any person and any such person shall be responsible for conducting his own investigation and analysis of the 
information contained or referred to in this document and of evaluating the merits and risks involved in the 
securities forming the subject matter of this or other such document.
Opinions and estimates constitute our judgment and are subject to change without prior notice.Past 
performance is not indicative of future results. This document does not constitute an offer or invitation to 
subscribe for or purchase any securities, and neither this document nor anything contained herein shall form 
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and may not be reproduced or redistributed to any other person.
Neither this report nor any copy hereof may be distributed in any jurisdiction outside Kuwait where its 
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adhere to any such restrictions. By accepting this report you agree to be bound by the foregoing limitations.
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