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Investment Update

Investment Summary

• Subsequent to our last report on Qatar National Bank covered under the GCC Banking 
Sector report in May 2005, where we recommended a buy on the stock with a price target of 
QR363 (pre-bonus) at the then market price of QR305.7 (pre-bonus), the stock underwent 
a sharp bull run and reached our target price with a steep rally in Doha Securities Market 
(DSM). 

• During FY2005, the bank performed more or less inline with our estimates with regard 
to assets, deposits and gross loans & advances, with a variations (actual v/s projection) 
of 1.65%, -3.9% and -4.3% respectively. Sharp increase in non-interest revenues and 
net reversal of provision for loans & advances for FY2005 substantially boosted QNB’s 
earnings and therefore beat our earning projections for the year. 

• QNB was the first commercial bank in Qatar to start Islamic Banking services. `QNB
Al Islami’, the first ever Islamic branch in Qatar operated by a commercial bank, was
launched in April 2005.

• QNB was the first Qatari bank to issue equity funds earmarked for local market called `Al
Watani Funds’ during third quarter of 2005. 

• During 2005, QNB acquired  a 30% stake in Qatar based “Investment House”, a QCB 
approved Islamic Investment Company.

• As part of QNB’s regional growth strategy, in March 2005, it took a 25% stake in Mansour 
Bank, a newly formed commercial bank in Iraq, launched by London-based merchant 
banker MerchantBridge & Company Limited, which is due to start its operations during 
the current year.
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• In terms of growth in  total assets, deposits and credit facilities granted, QNB lagged 
behind the commercial banking sector in FY2005. The sector achieved a  growth rate of 
41.6% in total assets, 40.5% in deposit base and 40.9% in credit facilities granted vis-à-
vis these QNB’s growth rate for all the respective parameters were at 27.1%, 23.9% and 
18.1%.

• NPLs as a percentage of gross loans declined to 2.2% in FY2005 from 2.5% in FY2004. 

• In FY2005, QNB’s total interest income grew by 53.7% to QR2,172.3mn while its interest 
cost grew by 75.8% to QR887.5mn. Therefore, despite the higher growth in interest 
expense as compared to interest income, the bank reported an increase of 41.3% in its net 
interest income to QR1,284.8mn.

• Non-interest revenue registered a sharp y-o-y growth of 219% in FY2005 to QR904mn. 
Gain on sale of investments and fees & commission income were the two major 
contributors to the non-interest income.   

• QNB registered a y-o-y growth of 85.7% in its bottomline to reach QR1.54bn. This 
growth in the bottomline led to an increased earnings per share of QR18.4  in FY 2005 
from QR7.9 achieved in the preceding year. The increased earnings translated into higher 
RoAE and RoAA of 22.2% (15.1% FY2004) and 3.4% (2.2% FY2004) respectively.

• We maintain our earlier Buy recommendation and value the bank’s stock at an intrinsic 
value of QR254.82 based on the Discounted Dividend Model (DDM) and peer group 
valuation method. The intrinsic value arrived by us is at 19.4% premium to the current 
market price.

Table 1: QNB at a Glance
Price

(as on March 27, 2006)

Shares in issue Market Cap (QR) 52-week price 

range (QR)
QR213.50 129.78mn 27.7bn 349.36 / 217.1

Year

 

Operating Income

(QR ‘ 000)

Net Profit

(QR ‘ 000)

EPS 

(QR)

BVPS

(QR)

ROAE

(%)

P/E* 

(x)

P/BV* 

(x)
2007 F 3,121,959 2,244,347 17.3 68.3 26.1% 12.3 3.1
2006 F 2,670,795 1,867,789 14.4 64.3 23.0% 14.8 3.3
2005 A 2,275,992 1,536,812 14.8 76.4 22.2% 20.4 3.9
2004 A 1,172,986 827,497 8.0 56.9 15.1% 25.1 3.5

* 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 March 27, 2006.  

Source: QNBK and Global Research estimates



Global Research - Qatar Global Investment House

3Qatar National Bank Investment Update

Exhibit 1: Share Price Performance Chart  
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Strategic Initiatives During 2005

Leading bank... led the move to venture into Islamic banking
QNB was the first commercial bank in Qatar to start Islamic Banking services. `QNB Al Islami’,
the first ever Islamic branch in Qatar operated by a commercial bank, was launched in April
2005. This branch offers fully compliant Islamic services approved by the Sharia Committee. 
The Islamic banking services include Current Account, Call Investment Account, Savings 
Investment Account, Fixed Investment Deposit, Domestic Murabaha Finance for vehicles 
and goods. A ladies section was also opened during 2005. In 2006, the bank will open one 
more Islamic banking branch, for which it has already submitted an application to the Qatar 
Central Bank. To further expand into Islamic segment, in April 2005, QNB acquired  a 30% 
stake in Qatar based “Investment House”, a QCB approved Islamic Investment Company. 
The company also has plans to launch an Islamic fund during 2006.

Ansbacher widening its presence in Qatar  
In September 2005, Ansbacher & Co Ltd, a wholly owned subsidiary of Qatar National Bank 
(QNB), was granted the first ever licence to conduct business in the newly established Qatar
Financial Centre in Doha. The licence enables Ansbacher to  establish a permanent presence 
in Qatar and provide advice on and access to the wide range of the Ansbacher Group’s 
products and services to individuals and organisations in Qatar. These include private and 
specialist banking services, wealth management, investment advice, yacht finance, fiduciary
and fund administration services. 

Launch of first local market fund
QNB was the first Qatari bank to issue equity funds earmarked for local market called `Al
Watani Funds’. The fund has two schemes, Al Watani Fund and Al Watani Fund II, the first
one was designed for Qatari nationals and companies, while Fund II has been tailored for 
residents, expatriates and non-resident foreign nationals. Both Al Watani Funds are managed 
by the London-based Ansbacher & Co, a subsidiary of QNB. 

Corporate Banking and Project Financing deals
In 2005, QNB participated in almost all the major corporate as well as  project financing deals
not only in Qatar but also in the region. Listed below are some of the major deals undertaken 
by QNB in Qatar. 

Table 2: Few of the major deals by QNB 
Company Name Value Role of QNB
Ras Laffan Power Company US$53mn Granted Credit facilities
Nawras Telecom US$220mn Acted as a financial adviser and facility agent
Qatar Vinyl Company US$483.5mn Mandated lead arranger for  refinancing syndicated loan
Gulf Drilling Company US$130mn Participated in loan syndication
Qasco US$483.5mn One of the mandated lead arrangers
Qasco US$75mn Stand by facility for expansion
Dolphin Energy US$3.45bn Mandated lead arranger for project financing facility
QAFAC US$212mn Loan agreement 
Qatar National Hotels 

Company
US$97mn Refinancing agreement

Qatar Real Estate 

Investment Company
US$375mn Mandated to lead arrange an Islamic financing package

Source: Zawya

QNB, first commercial
bank to venture into 

Islamic operations

QNB participated in 
almost all the major 

project financing deals in
Qatari as well as regional 

markets
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QNB also grew its business regionally by taking a lead role in project finance and syndication
deals in countries such as Oman, UAE, Kuwait, Saudi Arabia, etc.  

In Qatar, QNB was associated with all the three IPOs which tapped the primary market during 
2005. Among those were Qatar Gas Transport Company’s QR1.4bn IPO in the month of 
January, Dlala’s QR146mn IPO in May and Barwa Real Estate’s QR1.1bn IPO in December 
2005. In January 2006, QNB acted as the lead manager for GCC’s biggest IPO of QR4.1bn 
of Al Rayan Bank. This was QNB’s  tenth IPO management mandate. 

Regional Expansion Plans
As part of QNB’s regional growth program, in March 2005, it took a 25% stake in 
Mansour Bank, a newly formed commercial bank in Iraq. London-based merchant banker 
MerchantBridge & Company Limited has launched Mansour Bank, which is due to start its 
operations during the current year. The bank has been initially capitalised at US$38.5mn. 
QNB also plans to enter Syria through a new private bank Syria & Gulf Bank. In 2006, the 
bank also plans to open representative offices in Singapore, Iran, and Libya.

Future Strategies
In the domestic market, wholesale and retail banking, investment and wealth management 
comprise core elements of QNB’s future expansion strategies. In 2006, the bank will augment 
its focus on retail segment, which will be supported by a comprehensive range of products 
and services delivered via multiple delivery channels. Towards this, during 2006, the bank 
will establish 5 more branches which will take its branch network to 37. It also plans to 
expand its network of ATMs to 140 from the current 90. The bank has also tied up with Qatar 
Fuel Company (Woqod), under which QNB will have Point of Sales (PoS) wherever Woqod 
will have its petrol station. Apart from this, the bank has also tied up with Q-Post and major 
shopping centers in Qatar to have its PoS outlets. In all, the bank has plans to increase its 
total PoS network by 67% from the current 1,400. The bank is also recruiting more people 
to strengthen its manpower under retail segment. All these measures are targeted to augment 
the bank’s retail presence in Qatar, improving customer service standards and defend the 
growing competition in the sector. To increase its product offerings in investments and funds 
management, the bank is in the midst of launching a real estate fund under Ansbacher, which 
will invest in Qatar’s real estate market. 

As part of its offshore expansion plans the bank will continue to explore opportunities in 
regional as well as other countries. Towards this it has plans to open representative (rep) 
offices in Singapore and Libya. In 2006, the bank set up a new international division which is
looking after the entire international operations of the bank under one division. This include 
operations of Ansbacher, QNB’s holdings in offshore banks and its rep offices in other
countries. The new division is also  responsible for the bank’s international expansions. 

In 2005, the bank made successful diversification into Islamic banking. To further expand its
operations, the bank is planning to set up another branch offering Islamic banking products 
and services, for which it has already submitted an application to the Qatar Central Bank. 

The bank has strong presence in the institutional banking business where it will continue to 
explore overseas business opportunities apart from the domestic market. Its overall future 
strategies are aimed at strengthening its position in the retail segment as well as wholesale 
banking business which will help it to retain its leading position in the domestic market and 
also to become one of the leading financial institutions in the region.

QNB took a 25% stake in 
Iraq-based Mansour Bank
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Financial Performance – FY2005

In FY2005, QNB lagged behind the commercial banking sector in terms of growth in  total 
assets, deposits and credit facilities granted. The sector achieved a growth rate of 41.6% 
in total assets, 40.5% in deposit base and 40.9% in credit facilities granted vis-à-vis these 
QNB’s growth rate for all the respective parameters were at 27.1%, 23.9% and 18.1%. 
However, high quality of loan portfolio, substantial improvement in non-interest revenues, 
good performance of investments portfolio and net reversal of NPL provisions were some of 
the key earning drivers for FY2005. 

Operating Income
In 2005, QNB’s total interest income grew by 53.7% to QR2,172.3mn. Among the major 
components of gross interest income, interest from loans & advances grew by 68.4% to 
QR1,753.2mn and interest on funds due from banks & other FIs increased by 158.5% to 
QR152.9mn, while interest income from investments in bonds declined by 22.4% to 
QR242.4mn. The bank’s interest cost grew by 75.8% to QR887.5mn and among the major 
constituents, interest expense on customer deposits grew by 89.9% to QR750.5mn while that 
on funds due to banks & FIs increased by 42.2% to QR113.2mn. Thus, despite the higher 
increase in interest expense as compared to interest income, the bank reported an increase of 
41.3% in its net interest income to QR1,284.8mn.   

Gain on investments...gaining non-interest revenue
As part of QNB’s efforts to diversify its revenue base, non-interest revenue registered a sharp 
y-o-y growth of 219% in FY2005 to QR904mn. Gain on sale of investments and fees & 
commission income were the two major contributors to the non-interest income of the bank 
and accounted for 37.8% and 42.9% respectively of the total non-interest revenue. Among 
all the non-interest revenue components, income from investments registered the highest 
growth in FY2005 and it stood at QR340.9mn as compared to QR19.1mn in FY2004. The 
bank’s fees & commission income grew by 135.7% to QR388mn. The increase in fees and 
commission income was mainly on account of the bank’s increased focus on acting as a lead 
manager for loan syndications and also due to investment activities to customers. The bank’s 
dividend income grew by 30.5% to QR68.7mn. 

The contribution of non-interest income to total operating income increased substantially 
in 2004 to 41.3% from 23.8% during the preceding year. Total operating income (net of 
provisions) of the bank grew by 94% in FY2005 to QR2,276mn as compared to QR1,173mn 
reported during the preceding year.

Going forward, we believe that the bank’s profit from sale of investments will not grow at
the same pace as in FY2005. The Doha Securities Market witnessed an exponential growth 
of 83.4% in 2005, which is unlikely to continue in 2006. Therefore, overall growth rate of 
non-interest revenue is likely to go down in FY2006. 

High quality of assets 
and substantial growth 
in non-interest revenue 

have acted as key earning 
drivers in FY2005

Non-interest revenue 
is likely to  go down in 

FY2006
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Table 3: QNB’s Operating Income 
(QR ‘000) FY2004 FY2005 Growth (%)
Interest Income        1,413,793       2,172,318 53.7%
Interest Expense         (504,730)         (887,507) 75.8%
Net interest income         909,063     1,284,811 41.3%
Fees and commission           164,597          387,993 135.7%
Net Gains from Dealing in Foreign Currencies             38,555            64,646 67.7%
Gain from Investments             19,092          340,940 1685.8%
Gain / (Loss) from Investments in Associates                     -                3,750 -
Dividend Income              52,658            68,709 30.5%
Income from financing and investing activities                     -              14,304 -
Other Operating Income               8,461            23,698 180.1%
Total Non-Interest Income         283,363        904,040 219.0%
Less: Provisions           (27,189)            78,070 -387.1%
Investment Revaluation Gains/ (Losses)               7,749              9,071 17.1%
Operating Income (net of provisions)      1,172,986     2,275,992 94.0%

Source: QNB’s Annual Report

Spreads and Net Interest Margin
Mainly backed by the increase in the effective interest rates on loans & advances and also on 
funds due from banks, QNB’s net spread and net interest margin increased to 3.1% and 3.3% 
from 2.5% and 2.7% respectively in 2004. Going forward, we believe that interest rates on 
customer deposits are not likely to increase at the same pace at which they will increase on 
loans & advances. Therefore, margins will continue to expand. After staying on a declining 
trend for the last few years, the bank’s interest expense to interest income ratio increased to 
40.6% in FY2005 from 35.7% in FY2004. 

Operating Expenses
The year 2005 witnessed significant increase in staff and other costs, the major reason
behind that was the consolidation of accounts of Ansbacher with QNB. Among the major 
cost components, staff expenses of the bank witnessed an increase of 101.5% in FY2005 
to stand at QR384.6mn. Other operating expenses grew by 113.3% to QR250.3mn whereas 
depreciation increased by 106.5% to QR56.1mn. 

Profitability
On the back of substantial boost in both non-interest revenues and net interest income, QNB 
registered an impressive y-o-y growth of 85.7% in its bottomline to QR1.54bn. During the 
year 2005, the bank also realized some of its bad debts which led to net reversal of provisions 
for loans and advances to the extent of QR76.5mn whereas last year the provision amount 
was at QR30.3mn. 

The bank’s earnings per share stood at QR14.8 in FY2005 which was at QR8 in FY2004. 
The increased earnings translated into higher return on average equity (RoAE) and return 
on average assets (RoAA) of 22.2% and 3.4% for FY2005 which were at 15.1% and 2.2% 
respectively in FY2004. This achievement highlights the prudent asset diversification across
the sectors without compromising on the quality of the loan portfolio. 

Net profit in FY2005 grew
at a higher rate of 85.7% 
as compared to 29.1% in 
FY2004
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Table 4: Profitability Indicators
Profitability 2004 2005
EPS (QR) 8.0 14.8
ROAE (%) 15.1% 22.2%
ROAA (%) 2.2% 3.4%

Source: Global Research

Composition of Assets – diversifying asset base to non-government sectors
The total assets of the bank grew by 26.6% in FY2005 to QR50bn. Among the major asset 
components, gross loans & advances grew by 18.1% to QR32.1bn and it accounted for 64% 
of the total assets. Out of the total loan portfolio of QR32.1bn, QR418.8mn accounted by 
Islamic financing. Investments stood at QR7.59bn which were at QR7.62bn in FY2004, funds
with banks & FIs increased significantly during the year by more than 200% to QR7.5bn.

During FY2005 also the bank continued its focus to diversify its loan portfolio in favor of 
other sectors and reduced its exposure to the government sector. In FY2005, exposure to the 
government sector declined, though marginally by 2.4%, to QR9.97bn from QR10.2bn in 
FY2004. Its share in the total loan portfolio declined to 31% from 37.3% in FY2004, which 
has been happening since last few years as the bank is tilting its loan portfolio in favor of high 
yield assets in other sectors as compared to the government sector where yields are low. The 
bank’s exposure to Industrial and Services sectors grew significantly by 168.8% and 129.9%
to QR2bn and QR2.1bn respectively. In FY2005, the share of both these sectors, Industrial 
and Services, in the total loan portfolio witnessed robust jump to 6.3% and 6.5% from 2.7% 
and 3.3% respectively in FY2004. We expect that Industrial, Services and Real Estate sectors 
would turn out to be the biggest beneficiaries of the scale of projects Qatar has in the pipeline.
Therefore, QNB, being the largest bank in Qatar, will continue to achieve significant growth
in terms of exposures to these sectors. 

Personal loans segment continued to maintain its share in total loans and advances at the 
same level of 2004 of 20.8%, however, y-o-y growth rate came down to 17% from 34% in 
2004. In future this will prove to be another major growth area for the bank’s loan portfolio 
with its renewed focus on retail sector. 

Exhibit 2: Sectoral Distribution of QNB’s Loan Portfolio

Source: QNB’s Annual Report 
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QNB is extending  its 
exposure in  favour of  

Industrial and Services 
sectors 
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Non-Performing Loans 
Despite the growing loan book and declining exposure to the government sector, the bank’s 
NPLs grew marginally by 3.6% to QR690.7mn in FY2005 from QR666.6mn in FY2004. 
NPLs as a percentage of gross loans declined to 2.2% in FY2005 from 2.5% in FY2004. 
This shows that the reduced exposure to the government sector, lending to which are de 
facto performing credit, have not affected the strong quality of the bank’s loan portfolio. The 
bank has sufficient coverage to its NPLs at 92% in FY2005, which reduced from 113% in
FY2004.

Table 5: Quality of Loan Portfolio
 2004 2005
NPL’s to Gross Loans 2.5% 2.2%
NPL Coverage (%) 113% 92%

Source: Global Research

Investments – rising equity exposure
Investments of QNB remained almost at  the same level at QR7.59bn in FY2005. Out of 
this, around 52.8% was accounted for by debt securities and the rest by equities. However 
the share of debt securities came down from 68.4% in the previous year. The bank also has 
investments in Mutual Funds but that accounts for only 1.54% of total investments. Over 
the last few years, the bank’s investments saw reduced exposure to debt which came down 
to 52.8% in FY2005 from 68.4% and 79.3% in FY2004 and FY2003 respectively while the 
share of equity investments witnessed corresponding rise in its share. 

Composition of Liabilities 
Among the components of liabilities, the share of customer deposits (including unrestricted 
investment accounts) in total liabilities declined marginally in FY2005 to 73.3% from 
75.2% in the preceding year and it registered a y-o-y growth of 23.9% to QR36.7bn. Within 
conventional banking deposits, current & call accounts recorded the highest growth of 68% 
to stood at QR17.4bn, saving accounts witnessed a growth of 32.9% to QR652.9mn and time 
deposits declined by 11.7% to QR16.5bn. Islamic banking current accounts was at QR1.9bn 
and unrestricted investment accounts stood at QR249.2mn. The amount due to banks & 
other FIs increased by 20.7% to QR2.6bn. The contribution of shareholders’ equity in total 
liabilities grew marginally to 17.4% from 16.9% in FY2004. 

Capital Adequacy Ratio – declining, but well above the required level
Though the bank remained strongly capitalized its CAR has been declining since last two 
years. Its CAR has declined to 21% in FY2005 from 22% and 30% in FY2004 and FY2003 
respectively. However it is well above the 10% requirement of Qatar Central Bank and 8% 
under Basle requirements. With regard to Basel-II requirements, the bank is already meeting 
this under standardized approach.  

Pay-out Ratio
In FY2005, the bank’s pay-out ratio stood at 50.7% (cash) which was at 75.3% (cash) in 
FY2004. The bank has also issued 25% stock dividend along with the cash dividend for 
FY2005. With this the bank’s equity capital increased to QR1.30bn from QR1.04bn due to 
issuance of 25% bonus shares. The year-end 2005 stock price of the bank witnessed a sharp 
y-o-y increase of 51%,  due to which its cash dividend yield declined to 2.5% at 2005 year 
end prices which was at 3% at 2004 year end prices.  

In FY2005 customer 
deposits of the bank grew 
by 23.9% 
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Outlook
Qatari banking sector is witnessing the entry of new banks in 2006 – one each in conventional 
banking and Islamic banking segments. In the conventional banking segment, Gulf  
Commercial  Bank is coming out with an IPO in April 2006. In the Islamic Banking segment, 
Al Rayan Bank has already raised the funds from the primary market.   

To tap the growing importance of Islamic finance, especially in the GCC region, many Qatari
banks have ventured into Islamic banking as a window within the conventional bank. In 
2005, all the three major banks, namely Qatar National Bank, Doha Bank and Commercial 
Bank of Qatar entered into Islamic banking. Recently, Ahli Bank of Qatar has also got the 
approval from the Qatar Central Bank for Islamic banking and soon it will start its operations. 
So effectively all the six leading banks in Qatar are now providing Islamic banking products. 
However, we believe that old Islamic banks will continue to hold their positions in the sector 
and new conventional banks will see tough competition among themselves to have a pie 
of the Islamic banking sector. At the same time, the advent of new Islamic bank, Al Rayan 
Bank, will definitely pose stiff competition to the Islamic banks, as this is the largest Islamic
bank in the world with a capital of QR7.5bn (US$2.06bn). 

With regard to scale of big ticket projects, Qatar has several billion dollar projects in the 
pipeline, from both hydrocarbon to non-hydrocarbon sectors. At the same time GCC region also 
has multi billion dollar projects from diverse sectors which provide tremendous opportunities 
for banking sector in the region to expand. However, Qatari banks on a standalone basis do 
not have the necessary funds to finance mega projects which are being implemented in the
country and GCC region at large. Therefore, there is an utmost need on the part of Qatari 
banking system to focus on evaluating different options to raise necessary funds to expand 
the size of their balance sheets. In this regard, we believe that the conventional banks recent 
diversification into Islamic banking is in right direction as Islamic banking has large untapped
potential not only in the region but all over the world. 

With regard to providing new financial products, Qatari banks have started providing
investment funds for local markets, which was at opportune time when the DSM was doing 
extremely well and interest rates on deposits were not attractive for investors at about 2%. In 
this segment QNB led the move with Ansbacher. 

In FY2005, all the banks in Qatar had reported significant growth in their profit from sale of
investments. We believe that going forward it is unlikely to continue as DSM  has witnessed 
a significant correction since the beginning of 2006 and in the first quarter of 2006 it lost
about 21.7% over 2005 year end level. Therefore, share of profit on sale of investments in
total non-interest revenue for all the banks are likely to come down in 2006. 

To face this changing industry dynamics, all the major banks have renewed their focus on 
retail banking, especially the leading banks, with innovative products and customized services. 
Also, over the last few years, local Qatari banks are focusing on expanding their capital base 
which is expected to continue in the near future. This will help the banks to shore-up their 
capital adequacy ratio and to leverage their balance sheet and increase profitable lending
opportunities.   

Qatari banking sector 
is in the midst of change 

and becoming more 
challenging
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Considering the sector specific developments discussed above, we believe that QNB’s future
strategies are in right direction to develop non-state related businesses by diversifying its 
asset base across various sectors. We believe that the bank’s successful expansion into 
wealth management business will further help it to expand fees and commission income and 
diversify its revenue stream. The economy of Qatar offers lot of opportunities for the banking 
sector to expand further in institutional as well as retail segments and though QNB is in an 
advantageous position as compared to peer banks, it has to compete aggressively in all the 
facets of banking to stay ahead in the sector. 

We believe that QNB has 
to compete aggressively 
to stay ahead in the sector 
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VALUATION

For arriving at the fair value of QNB we have used the following methods:
(a) Dividend Discounting Method (DDM); and
(b) The Relative Valuation Method 

Dividend Discounted Method (DDM)
While valuing banks, we have consistently been using the dividend discounting method, as we 
believe it is the most suitable method to value banks owing to the nature of banking business. 
In case of DDM, the cash flows for the investor includes potential dividends. Therefore, our
valuation of QNB is based on discounting the present and future stream of dividends.   

The DDM model constructed by us is based on a  four year forecast of dividends (2006-09) 
for QNB. The dividend for the forecast period and the terminal value is then discounted back 
at the discount rate generated, to provide the total net present value (NPV) of the bank. In our 
calculations, we have made the following assumptions in order to arrive at the equity value 
of QNB. 

• Risk free rate: We have assumed a risk free rate of 5.7%. To arrive at risk free rate we have 
taken the discount rate of Kuwait, which is at 6%. As Kuwait has a lower country risk 
rating than Qatar, we have subtracted the difference of country risk premiums between 
Qatar (0.9%) and Kuwait (1.2%) from the discount rate of 6%. Thus, we arrived at a risk 
free rate of 5.7% for Qatar. Since our last coverage of QNB in May 2005, the discount 
rate of Kuwait has increased to 6% from 5%, similarly the country risk premiums of Qatar 
and Kuwait have been changed to 0.9% and 1.2% from 1.43% and 1.35% respectively. 
The difference in country risk premiums have been taken from the study done by Prof. 
Damodaran and available on his web site  www.pages.stern.nyu.edu.com.

• We have assumed the equity risk premium of 5.5%.
• A beta of 1 is taken for QNB. The actual beta for the bank is low, but to more appropriately 

reflect the market risk we have taken it as 1.
• Based on the above assumptions and CAPM model, the cost of equity for Qatar National 

Bank works out to 11.2%.
• We have further assumed a terminal growth rate of 5%, looking at the prospects of the 

economy and for the bank. 

Table 6: DDM valuation
Amount in QR’000 2006F 2007F 2008F 2009F Terminal 

Value
Dividends Expected 1,447,537 1,718,048 1,991,335 2,253,270 38,160,225 
NPV of Dividends Expected      5,612,990 
NPV of Terminal Value 24,956,965 
Estimated Fair Value of Equity 30,569,955 
No. of Shares Outstanding 129,776,000 
DDM value of QNB (QR) 235.56
Current Share Price (QR) 213.5
Upside /(Downside) Potential (%) 10.33%

    

Using the DDM model , 
we estimate the intrinsic 
value of QNB shares at 

QR235.56
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Based on the above method and assumptions, the DDM model gives a value of QR235.56 
per share of QNB, which is around 10.33% higher than the current market price of QR213.5 
per share. 

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 7: Sensitivity Analysis

 Cost Of  Equity

 Terminal Growth Rate 
3% 4% 5% 6% 7%

9.20% 248.16 289.52 350.57 449.78 639.18
10.20% 212.68 241.75 281.99 341.39 437.93
11.20% 185.89 207.27 235.56 274.73 332.54
12.20% 164.94 181.23 202.05 229.59 267.72
13.20% 148.11 160.87 176.73 197.01 223.82

At the current market price of QR213.5 per share, QNB is available at a forward multiple of 
14.8x and 12.3x of FY2006F and FY2007 earnings respectively.

Relative Valuation 
We believe that the comparative valuation for the banking sector is more appropriately 
reflected through the Price to Book Value (P/BV) multiple. Therefore, the peer group
valuation is done by comparing the P/BV multiples enjoyed by the other banks in the sector. 
The book value multiples of a stock are a reflection of various factors such as the expected
profitability, growth potential as perceived by the market, predictability and sustainability of
revenues, quality of earnings and the quality of management among others.

The P/BV of all the six banks are based on their results for the year ended 2005 and closing 
prices as on March 27, 2006. The P/BV of all the six banks are ranges from 3x to 9.9x with 
the average multiple being at 5.16x. 

Table 8: Peer Banks P/BV Multiples
 QNB Doha 

Bank

CBQ QIB QIIB ABQ Total / 

Average
Equity (QR mn) 7,930 2,401 5,303 1,930 882 1,075 18,743 
Shares (mn) 129.8 69.3 93.4 99.5 40.6 40.6  
Book Value (in QR) 61.1 34.6 56.8 19.4 21.7 26.5  
CMP (QR) as on March 27, 2006 213.5 261.9 211 192.3 215.6 80.3  
Market Capitalization (QR mn) 27,707 18,161 19,716 19,121 8,759 3,262 96,725 
P/BV (x) 3.5 7.6 3.7 9.9 9.9 3.0 5.16

Source: Bank’s Financial Statements and Global Research 

We estimate the intrinsic 
value of QNB’s shares at 
QR254.82 and .... 
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Therefore, on the basis of the average P/BV of 5.16x, QNB’s stock valuation comes to 
QR331.88 based on forecasted book value for FY2006. As the book value multiples vary 
with time and are dependent on several factors such as market sentiment and other qualitative 
factors, we have provided 20% weightage to the book value multiple and 80% to the DDM 
value calculation.  

Fair Value

Per Share (QR)

   Weightage              

         

Weighted Value

Per Share (QR)
As per DDM Method                    235.56 80% 188.44
As per Relative Valuation            331.88        20%   66.38
Estimated Fair Value     254.82

  
The combination of both the methods suggests a price of around QR254.82 per share. The 
stock currently trades at around QR213.5, which implies that the value arrived by using 
above methods is 19.4% higher than the current market price. Hence, we maintain our earlier 
rating and recommend a BUY on the stock with a medium term perspective. 

therefore, we continue to  
recommend a  BUY for 

the stock.  
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