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• OQGN is the exclusive owner, developer, and operator of Oman’s critical gas 
transportation infrastructure pipelines, spanning across 4,031km 

• Unique ‘Regulated Utility’ like characteristics despite being placed in the 
Midstream oil & gas value chain with zero dependency on oil price movement 

• Diverse client base and potential to expand company’s market reach 
• Highly experienced management with strong industry experience 
• Robust capital structure with a strong dividend policy 

We recommend “Buy” rating to the OQ Gas Networks (OQGN) with a target price of 

OMR 0.166. Our target Price implies an upside of 12.4% with P/E’24e of 10.5x and 

EV/EBITDA’24e of 10.4x. OQGN is a value/ dividend stock, offering stable returns in the 

medium term, supported by regulated asset base earnings with capped upside and 

downside potential, and a transparent dividend policy communicated for the 

forthcoming three years. 

Investment Thesis 
• Crucial cornerstone supporting Oman's gas infrastructure: OQGN holds sole 

ownership, development, and operational responsibilities for Oman's vital gas 
transportation network, encompassing 4,031km of pipelines. Operating under a 50-
year concession until 2070, this infrastructure serves as a crucial conduit between 
key Omani gas producers and consumers, making the business reliable, long-term 
demand and ensuring robust income predictability. 

• Regulatory framework implies no impact from hydrocarbon price or volume 
fluctuations: OQGN has a well-established Regulated Asset Base (RAB) model in 
place which ensures long-term predictability of cash flows with no exposure to 
hydrocarbon volume or price. The RAB model ensures that the company is 
compensated for a fixed revenue based on its existing regulated asset base at a pre-
determined ‘WACC’ valid for a period of 3-4 years (price control period, PCP).   

• Robust operating and financial performance:  OQGN maintains a regulated asset 
base valued at OMR 1,043mn, overseen by a seasoned regulatory body. This asset 
base has demonstrated a CAGR of 3% from 2020 to 2023. In FY2023, OQGN disclosed 
a regulated adjusted EBITDA margin of 72.6%, operating within the confines of a 
predetermined return rate set or ‘allowed WACC’ at 7.30% for PCP2 during the 
period spanning 2021 to 2023. For PCP3, i.e., 2024-2027, WACC is determined at 
7.79%. Also, the company is offering a dividend yield of 8.6% for FY24e, at the current 
market price of the stock. 
 

Financial Snapshot 

Source: Company Filings, U Capital Research
 

Recommendation Accumulate

Bloomberg Ticker OQGN OM

Current Market Price (SAR) 0.15

52wk High / Low (SAR) 0.16/0.14

12m Average Vol. (000)  - 

Mkt. Cap. (USD/SAR bn) 1.6/1

Shares Outstanding (mn)             4,330.6 

Free Float (%) 34%

3m Avg Daily Turnover (SAR mn)                     0.6 

6m Avg Daily Turnover (SAR mn)  - 

PE 2024e (x)                   10.5 

EV/EBITDA 2024e (x)                   10.4 

Dividend Yield '24e (%) 8.6%

Price Performance: 

1 month (%) -3%

3 month (%) -4%

12 month (%)  - 

Source: Bloomberg
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Year FY20 FY21 FY22 FY23 FY24e FY25e FY26e

Revenue (OMR m) 166 157 150 162 182 187 191

Net Profit (OMR  m) 59 43 46 47 61 63 65

Adj. EBITDA margin (%) 51.0% 42.4% 40.6% 44.5% 49.8% 50.5% 51.2%

Net margin (%) 35.7% 27.4% 30.4% 34.3% 33.5% 33.9% 34.1%

Return on Assets 5.7% 4.1% 4.1% 4.2% 5.3% 5.2% 5.1%

EPS 0.176 0.128 0.011 0.013 0.014 0.015 0.015

Dividend per share 0.010 0.013 0.013 0.014

Dividend payout ratio (%) 94.1% 90.0% 90.0% 90.0%

Dividend Yield (%) 6.9% 8.6% 8.9% 9.1%

P/E (x) 11.5 10.5 10.1 9.8

EV/ EBITDA (x) 13.2 10.4 10.1 9.5

http://www.u-capital.net/
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Valuation 

We have used DDM, residual income and relative valuation (EV/EBITDA) methodologies to derive the target price with 
40:40:20 weight, respectively.  

We attribute higher weight to DDM and residual income valuation vs. relative valuation as there are no direct midstream 
pipeline peers in the region. For DDM and Residual income, we have forecasted dividend payout and net income, 
respectively, till FY 2028. We then calculated the present value of dividends and net income using the cost of equity and 
the stable period return on equity, respectively. Additionally, we assume a 1% terminal growth rate, based on our internal 
assessment. The rationale behind using a conservative terminal growth rate is that the business is located solely in Oman, 
as technically since the growth rate extends to perpetuity – in the long-term there will be limited growth in pipeline 
infrastructure. 

For the relative valuation, we have considered the average of one year forward P/E of relevant peers as the target multiple. 
The adjusted multiples are then multiplied by the forecasted EPS.  

Fig.1: Residual Income Valuation for OQGN 

 

 Source: Company Flings, U Capital estimates 

 

 

 

 

 

 

  

FY24e FY25e FY26e FY27e FY28e

12/31/2024 12/31/2025 12/31/2026 12/31/2027 12/31/2028
0.83 1.83 2.83 3.83 4.83

OMR'000

Net Income 60,980                             63,273                       65,073                            66,502               67,463                

Less: Equity Cost 59,975                             61,864                       62,642                            63,396               64,131                

Excess Equity Return 1,005                              1,409                         2,431                              3,107                 3,331                  

Present value of Excess Equity Return 934                                   1,198                          1,892                               2,213                  2,172                   

Sum of present value of Excess Return 8,410                                

Equity Cost

Opening book value 646,980                        667,362                   675,754                        683,881           691,818            

Cost of Equity 9.3% 9.3% 9.3% 9.3% 9.3%

Equity Cost 59,975                             61,864                        62,642                             63,396                64,131                 

Terminal value projections

Book value of equity at start of year 6 699,428                        

Net income in Stable period 69,943                             

Less equity cost 64,837                             

Excess return 5,106                                

Terminal Value 62,357                             

PV of Terminal Value 40,655                           

Total Equity value , OMR'000 696,045                        

Total shares out 4,330,623,920             

Target price, OMR 0.161                              

http://www.u-capital.net/


  
 

  

4 
P.O.BOX 1137, PC 111 – CPO, Sultanate of Oman l CR No. 1279406 l Tel: +968 2494 9000 l Fax: +968 2494 9099 l Email: info@u-capital.net l Web: www.u-capital.net                   

 

Fig. 2: OQGN: DDM valuation 

 

Source: Company Filings, Bloomberg, U Capital Research 
 

Fig. 3: OQGN: Weighted Average fair value 

 

 

Risks to Valuation 

Key downside risks to our valuations include: 
• Natural disasters can impact the company’s operations. 
• Failure to abide by the laws and regulations can lead to penalties, thereby increasing the cost for the company. 
• Unplanned maintenance requirement in the pipeline network 

Key upside risks to our valuations include: 

• Higher allowed WACC than the expectations. 
• Above forecast pipeline infrastructure expansion and asset acquisition, resulting in higher capex and CWIP 

contribution to revenue. 
• Higher than expected operational efficiency. The allowed Operating Expenditure (Opex) under the RAB 

framework has been c.90% of the effective Opex incurred by the company. Any savings at this end would directly 
add to the bottom line. 

DDM Method FY24e FY25e FY26e FY27e FY28e

3/4/2024 12/31/2024 12/31/2025 12/31/2026 12/31/2027 12/31/2028

No. of days 302                              667                                   1,032                  1,397                   1,763               

Time Remaining (Years) 0.83                             1.83                                  2.83                     3.83                      4.83                  

Dividends 54,882 56,946 58,566 59,852 60,717

Discount factor 0.93                             0.85                                  0.78                     0.71                      0.65                  

PV of Dividends 51,000                       48,429                            45,581               42,631                39,568            

Sum of present values of dividends 227,209

Dividends (t+1) 61,324

Terminal value 741,520 Terminal value to Equity Value 68%

Present value of terminal value 483,235

Equity value 710,444

Target price per share (OMR) 0.164

Upside/Downside 10.8%

Current Market Price 0.148

Valuation Method
Target price per 

share (OMR)
Weightage

Weighted value 

per share (OMR)

Residual Value 0.161 40.0% 0.064

Relative Valuation - P/E 0.183 20.0% 0.037

DDM valuation 0.164 40.0% 0.066

Target Price (OMR) 0.166

Current Market Price 0.148

Upside/(Downside) 12.4%

http://www.u-capital.net/
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Peer Group Analysis 

OQGN is the first natural gas transportation pipeline company that is to be listed in the Middle East. As such, the company 
is classified as oil & gas midstream company, however, the regulated revenues by virtue of its RAB framework lends it 
Utility like characteristics.  

Our selection of peer group for valuation multiples includes an eclectic mix of companies. We include gas transportation 
companies from the region such National Shipping (Bahri) and Qatar Gas Transport (Nakilat) as two peers, however, we 
acknowledge that none of these are pipeline companies. We include Snam (Italy), Fluxys (Belgium), Italgas (Italy) and 
Kinder-Morgan (US). These are the most comparable companies as each of them operate their pipelines under a RAB 
model, however, they currently trade on developed markets. From the emerging markets, we include Gail India (India), 
Enn Energy (China/ HK) and Perusahaan Gas Negara (Indonesia). We then take a market- cap weighted average and assign 
equal weighting to each company multiple to arrive at our target valuation multiple for OQGN. 

Fig. 4: OQGN: Relative Valuation 

 

Source: Bloomberg, U Capital Research, (Valuation data as of 3 March 2024) 

Scenario analysis to include Middle East Utilities in the peer comparison 

For the sake of comparison, we have included the Middle East Utilities, viz., Abu Dhabi National Energy Co (TAQA), Qatar 
Electricity & Water (QEWS) and Acwa Power in the table above. TAQA and Acwa Power are trading at very high multiples. 
Hence, to be on the conservative side, Middle East Utilities have been excluded from target multiples based on peer group. 
If we include them in the peer comparison set, the target price goes up to OMR 0.211/ share, implying an upside 
of 45%.   

Regional Midstream peers

NATIONAL SHIPPING CO OF/THE KSA NSCSA AB Equity USD 5,443.0 12.2x 6.2x 1.2%

QATAR GAS TRANSPORT(NAKILAT) Qatar QGTS QD Equity USD 6,200.0 12.7x 12.6x 3.5%

US/ EU midstream pipeline peers

SNAM SPA Italy SRG IM Equity USD 15,909.0 14.0x 12.0x 6.5%

FLUXYS BELGIUM Belgium FLUX BB Equity USD 1,640.0 18.6x 5.9x 6.8%

ITALGAS SPA Italy IG IM Equity USD 4,480.0 10.6x 9.8x 6.3%

KINDER MORGAN USA KMI US Equity USD 38,010.0 14.1x 8.8x 6.6%

Emerging Market pipeline peers

GAIL INDIA LTD India GAIL IN Equity USD 14,320.0 12.1x 11.6x 3.1%

ENN ENERGY HOLDINGS LTD China 2688 HK Equity USD 9,380.0 9.2x 6.0x 4.5%

PERUSAHAAN GAS NEGARA TBK PT Indonesia PGAS IJ Equity USD 1,700.0 9.3x 3.8x 12.7%

Middle East Utilities

ABU DHABI NATIONAL ENERGY CO UAE TAQA UH Equity USD 93,370.0 23.0x 22.9x 1.1%

QATAR ELECTRICITY & WATER CO Qatar QEWS QD Equity USD 5,370.0 12.2x 20.0x 4.9%

ACWA POWER CO KSA ACWA AB Equity USD 49,650.0 72.0x 49.0x 0.3%

Median Market Multiples 12.2x 8.8x 6.3%

Weighted average Market Multiples (excluding Mid-East Utilities) 13.0x 9.5x 5.4%

Market Cap 
(mn)

Comparable Companies Country Bloomberg Ticker Currency 
P/E (FY1)

EV/EBITDA 
(FY1)

Dividend 
yield (%)

http://www.u-capital.net/


  
 

  

6 
P.O.BOX 1137, PC 111 – CPO, Sultanate of Oman l CR No. 1279406 l Tel: +968 2494 9000 l Fax: +968 2494 9099 l Email: info@u-capital.net l Web: www.u-capital.net                   

 

Company Overview and Regulatory Framework 

OQGN is the exclusive owner and operator of the essential gas transportation infrastructure in Oman and is the exclusive 
owner and operator of the Natural Gas Transportation Network (“NGTN”), serving critical roles in Oman as the asset 
owner, operator and maintenance and transportation provider of gas through the NGTN. The Company transports gas, 
through the NGTN on behalf of the Shipper (Integrated Gas Company or IGC), which buys gas from gas producers and sells 
it to gas consumers. The Company operates under a 50-year concession expiring in 2070 granted by the Government 
under the Amended Concession Agreement and an established RAB Framework, which has been in place since 1 January 
2018. 

Fig. 5: Overview of OQGN pipeline business 

 

Source: IPO prospectus 

 

OQGN currently owns c.4,031km of gas transportation pipelines, supported by 3 compressor stations and 25 gas supply 
stations. The company thus offers an indispensable link between core Omani gas producers and consumers.  

Pipeline companies charge regulated fees (tariffs) for moving gas. OQGN has a well-established RAB framework with a 
regulated asset base of c.$2.5bn. The fully regulated allowed RAB revenues are not affected by commodity prices or volume 
fluctuations limiting both upside and downside for pipeline companies.  

The charts below show the evolution of OQGN pipeline length (NGTN) and capacity over the year. The pipeline has 
expanded from 2,208kms in 2018 to 4,031kms in 2022, including multiple asset transfers made to OQGN over the years.  
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Fig. 6: OQGN: Gas pipeline length and capacity, 2018 - 2022 Fig. 7: OQGN: Gas transported through OQGN, 2018 - 2022 

  
Source: Bloomberg, U Capital Research                                                                    Source: MoF Oman, U Capital Research 

In 2022, the Company transported 39.4 BCM of gas, from six gas producers (shown in the chart below) to a diverse 
consumer base of approximately 130 gas consumers. The LNG sector comprised the largest consumer of gas transported 
through the NGTN in 2022, representing approximately 44%, followed by industrial and commercial sector consumers 
representing approximately 26%, power and desalination sector consumers representing approximately 19%, and oil 
and gas sector consumers representing approximately 11% of gas transported by the Company in 2022. 

Fig. 8: Gas producers/ shippers by supply volume in 2022 Fig. 9: Consumer breakdown by sector, 2022 based on volumes  

  
Source: IPO prospectus, U Capital Research                                                                   Source: IPO prospectus, U Capital Research 

Regulatory environment for OQGN 

The Ministry of Energy and Minerals (MEM) was created in 2020 to broaden the remit of the former Ministry of Oil and 
Gas. The MEM is responsible for implementing policies and regulating Oman’s energy sector. Hydrocarbons development 
falls under the auspices of the 2011 Oil and Gas Law, which stipulates government ownership of all hydrocarbon assets in 
Oman. The MEM amended the concession agreement ratified by Royal Decree in 2020 to a term of 50 years with a starting 
date of 20th October 2020 to ending date of 30th October 2070.   

OQGN has the exclusive right to own, finance, operate, maintain, repair, and augment the company’s NGTN and any further 
facilities to be constructed or acquired by OQGN from time to time.  

The regulated APSR (Authority for Public Services Regulation), administers the RAB rules and regulates the natural gas 
transportation network. OQGN pays a regulatory fee to the regulator. The commercial relationships between the sellers 
and buyers of natural gas are excluded from its scope. The Ministry of Energy and Minerals (“MEM”) was the sole Shipper 
to the NGTN until 31 December 2022. Effective 1 January 2023, IGC has formally assumed the role of the Shipper from 
MEM. IGC is a government-owned company acting on behalf of the Government in the management of, among other things, 
gas sales and purchases.  
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Regulated Asset Base (RAB) framework 

RAB: The Regulated Asset Base (RAB) represents the capital employed (in the form of entire infrastructure of pipelines, 
compressor stations, etc.) by OQGN to serve its customers. Over time, the RAB base declines as the capital base depreciates. 
Equally, the RAB grows whenever the company invests in its capital base. For this reason, capital investments in regulated 
companies are viewed as positive for earnings growth. 

The RAB Framework provides a regulated revenue system to OQGN as it charges transportation charges to the Shipper 
and connection fees to customers that require OQGN to build a new connection to the NGTN or modify an existing 
connection. The Allowed RAB Revenues (as shown in the chart below) are determined by the Regulator using a building 
block approach, comprising of the Allowed Return on Capital (driven by the Company’s WACC and the Regulated Asset 
Base), the allowed operating expenditure, pass-through expenditures, depreciation allowance and a tax Allowance. The 
RAB Framework allows lower risk (on both upside and downside) and more predictable returns. 
 
Fig. 10: Building blocks of RAB framework 

 

Source: IPO Prospectus 

Allowed WACC: The regulator (APSR) decides on an allowed rate of return or “allowed WACC” for different price control 
periods (PCP) running up to 3 or 4 years. The allowed WACC is an aggregation of costs for the different sources of funding 
(i.e., WACC based on the capital structure). As each source of funding (debt and equity) has different costs, the mix can 
have a sizeable effect on the overall weighted rate of return. Moreover, a higher share of equity usually translates into 
higher rates for consumers because of the higher cost of equity. OQGN has a fairly balanced capital structure and for the 
purpose of allowed WACC calculation, a nominal gearing of 0.5x is assumed. 

Price Control Period: OQGN adopted the RAB Framework in 2018, marking the first PCP under the RAB Framework, 
which expired in 31 December 2020 while PCP2 commenced on 1 January 2021 and expired on 31 December 2023. For 
PCP3, i.e., starting from 1 January 2024 till 31 December 2027, OQGN received confirmation from the regulator, i.e., 
Authority for Public Services Regulation (APSR) for the WACC of 7.79%. In addition, the regulator has introduced a new 
mechanism that allows for earning revenue for an additional approved capex in that same PCP of such increase rather 
than the next price control period.  
 
Capital WIP: OQGN gets remunerated on the capital being incurred each year albeit at a 2% discount to the allowed WACC. 
CWIP captures the share of the cost of construction work in progress that takes place in a given year. While the assets 
under construction cannot be used until they are completed, this approach allows OQGN to start earning a return on the 
costs for CWIP from the year the expenditure is made before the asset is commissioned. The discount incentivizes on-time 
completion of construction projects. Once a project is completed, the associated costs previously classified and recorded 
as CWIP will be reclassified as Fixed Assets. 
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Consequently, the RAB framework is not dependent on the price of gas transmitted, eliminating the Company’s exposure 
to gas price fluctuations, and reducing exposure to the volume of gas transported. Allowed OpEx provides incentives for 
cost efficiencies, thus enabling a predictable cash flow profile. OQGN is permitted to retain efficiency. 
 
Fig. 11: RAB framework parameters in different countries 

 
Source: IPO Prospectus 

 
Comparing the various RAB frameworks being implemented across the globe, the RAB calculation methodology for OQGN 
appears to be in line with the other remuneration frameworks. Although still in the nascent stage (as it was implemented since 
2018), it appears that OQGN has been able to implement it well for their asset base. 
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Financial Analysis 

Allowed RAB Revenues not affected by fluctuations in gas prices or volume of the gas transported 

The RAB Framework provide a predictable tariff-setting regime that allows a relatively stable and cost-reflective 
revenue stream. Allowed RAB revenues are not affected by changes in the price and volume of gas transported during a 
price control period. We show our estimates for RAB growth, and the RAB income in the charts below.  

Fig. 12: Regulated Asset Base to grow at a steady 3% in 
our forecast assumptions 

Fig. 13: Regulated adjusted income (Regulated Revenue) 
evolution trends – to grow under allowed WACC of 7.79%     

 

 
Source: IPO prospectus, Company filings, U Capital Research  Source: IPO prospectus, Company filings, U Capital Research 

Impressive margins performance  

The company has generated an impressive margin and is likely to maintain its momentum led by an increasing trend 
of revenue with a higher allowed WACC in the price Control Period 3.  

 Fig. 14: Margins expected to remain stable  
 
Fig. 15: Net profit expected to grow  

 
 

  
Source: IPO prospectus, Company filings, U Capital Research  Source: IPO prospectus, Company filings, U Capital Research 
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Sound financial health 

The company has been maintaining sufficient cash to meet expected operational expenses and debt servicing. It has 
maintained a robust level of funds from operations over the period despite adverse macroeconomic conditions and 
has been undertaking capex to stay competitive and expand its pipeline network. 

Fig. 16: Debt to Equity has come down in FY23 and it is 
expected to remain flat 

Fig. 17: Adjusted Net debt/ Regulated adjusted 
EBITDA  

  
Source: IPO prospectus, Company filings, U Capital Research 
 

Source: IPO prospectus, Company filings, U Capital Research 
 

Attractive dividend policy  

OQGN aims to pay high dividends in FY 2024, and FY 2025 (a minimum of 90% payout on the year’s net profit or a 5% 
increase on the dividends paid in the previous year). The company has paid OMR 44mn dividend for FY 2023. We also 
believe that OQGN would be able to maintain high dividend payouts beyond FY 2025e till at least till the end of our forecast 
period. This makes the offering attractive for income investors from a medium-term perspective. 

Fig. 18: Dividend Payout Trend  

 
Source: IPO prospectus, Company filings, U Capital Research 
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Management Overview 

OQGN is managed by an experienced and tenured management team that brings a wealth of expertise, experience, and 
strategic vision to the organization. In this section, we introduce the key individuals who run the company. 

Mansoor Al Abdali, Chief Executive Officer: Mr. Mansoor AL Abdali is a seasoned oil and gas industry leader with about 
three decades of experience in operations, maintenance and engineering of oil and gas facilities. Mr. Mansoor joined OQGN 
(previously Oman Gas Company) in 2009 where he led the PDO and Madayn asset acquisitions.  Prior to joining OQGN, he 
spent 15 years in PDO where he was in charge of managing the company assets and operational sites (gas and oil pipelines, 
terminal facilities). 

Khalid Al Qassabi - Chief Financial Officer: Mr. Khalid Al Qassabi has extensive experience in energy and financial 
sectors in Oman. He joined OQGN in 2018 where he delivered the BISAT project in Block 60 involving the construction of 
an early production facility. Mr. Al Qassabi joined OQGN as CFO in 2022. Prior to joining OQGN, held positions at PwC, 
Schlumberger Oman, Occidental Mukhazina, Falcon Oilfield Services and OQEP.  

Saif Al Hosni – VP Business Development & Commercial. Mr. Saif Al Hosni, hold extensive experience in project 
management, process control and improvement and optimisation engineering in Oman. He joined OQ in 2018 and joined 
OQGN as Head of Operations and Technical Excellence in 2021. He previously held positions at PDO & Shell. 

Mukesh Arora – Advisor, Regulatory Affairs: Mr Mukesh holds extensive experience in finance and regulatory 
management in energy sector including power and oil & gas as well as managing important stakeholders including the 
regulator, shipper and MOF. He joined Oman Gas Company in 2017 and has been instrumental in RAB implementation in 
2018 as well as asset transfers and acquisitions. Prior to joining OQGN, Mr. Mukesh worked for 10 years in the electricity 
sector in Oman (OETC). 
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SWOT Analysis  

Strengths 
1. Pipeline business is capital intensive with high 

barriers to entry. 

2. Revenue visibility is driven by a 50-year long 

concession agreement with MEM. 

3. Operating a business in Oman where entrance 

obstacles are high. 

4. Operating under the RAB framework, which 

ensures none-to-limited dependence of company 

revenues on hydrocarbon pricing and volume. 

Weakness 
1. All the company operations are in Oman, 

increasing concentration risk. 

2. Since OQGN is operating under the RAB 

framework, there is limitation to both upside and 

downside in terms of financials as the company 

can make up to an “allowed WACC” as revenue. 

3. It is present in a capital-intensive industry, so 

regular investment is needed overtime.  

Opportunities 
1. Continued expansion of the pipeline, expansion of 

business into new services as well as into new 

geographies provide a healthy outlook for topline 

growth for the company. 

2. Consolidation of entire pipeline network in Oman 

via M&A.  

3. Natural gas is being considered as a transition fuel 

as multiple countries across Europe move 

towards clean energy, hence the demand for 

natural gas is expected to remain high. 

4. Oman’s significant focus on developing hydrogen 

infrastructure could bode well for OQGN as 

pipelines would eventually be required for 

hydrogen transportation.  

Threats 
1. Multi-year contracts with fixed prices (allowed 

WACC in this case) always present a challenge for 

a company in a dynamic environment where the 

world is seeing persistent higher inflation. 

2. Failure to abide by the laws and regulations can 

lead to fines and penalties. 

3. The demand for the company's services could be 

materially adversely affected by alternative 

energy technologies that enhance the use of 

alternative energy sources while decreasing the 

need for oil and natural gas 

4. Revenue concentration from single client. 
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Outlook for Green Hydrogen 

As part of Oman’s Vision 2040 to build a hydrogen-centric economy and diversify the economy into non-hydrocarbon 
sources, Oman has set an ambitious goal to become a key green hydrogen producer and exporter globally, which 
represents a potential expansion opportunity for OQGN. 

In addition to hydrocarbons, the MEM also oversees renewable energy and industry development. Omani government 
announced its national green hydrogen strategy in October 2022. Global demand for green hydrogen is likely to increase 
as the world continues to move towards lower-carbon targets.  

The government has established Hydrogen Oman (Hydrom), a company launched in October 2022 to oversee the 
development of the green hydrogen industry. The company is fully owned by Energy Development Oman (EDO), which 
itself was established in December 2020 to pursue new sustainable growth opportunities in the energy sector. EDO’s 
budget is not linked to the Ministry of Finance, allowing it to raise corporate debt and self-fund projects.  

The transition to this greener source of energy may be relatively easy for Oman, as it can repurpose its existing 
energy infrastructure (pipelines) and trade relationships towards the exporting and industrial usage of green 
hydrogen. 

Hydrogen is used as a feedstock for industrial processes and an energy carrier or transition fuel that can be converted into 
electricity. For example, it can be used in cars that run on hydrogen-cell fuel. As such, hydrogen is expected to be a key 
industry in Oman as it works towards achieving its net-zero goal. The country is targeting the production of 1m tonnes 
per year of green hydrogen by 2030, and this figure is expected to rise to between 7.5m tonnes per year and 8m tonnes 
per year by 2050, a target that the sultanate expects would require an estimated $140bn in investment to achieve. 

Looking ahead, as processes that currently use fossil fuels begin to switch to green hydrogen, as Oman converts a large 
proportion of its natural gas into grey hydrogen in steam-methane reformers, and uses it as feedstock for electric power 
plants, other industrial processes such as mining and cement production, and oilfield services. When emissions from this 
process are captured, the result is known as blue hydrogen. 

OQGN and Hydrom signed a non-binding, non-exclusive memorandum of understanding in June 2023 to cooperate and 
share knowledge to support Hydrom’s mandate to oversee the planning and development of the hydrogen infrastructure 
associated with green hydrogen in Oman. The Company’s growth strategy contemplates expanding into the transportation 
and storage of hydrogen. While this strategy is still at a nascent stage and the regulatory framework for hydrogen 
transportation has not been introduced,  to the extent that the Company is allocated the responsibility to become a 
transporter of hydrogen by the Government  and relevant regulator in the future, the first phase of such expansion may 
entail establishment of a common hydrogen  pipeline infrastructure to connect hydrogen upstream and export facilities 
in Duqm and Salalah and a connection between the domestic industrial center in Sohar and the northern hydrogen hub. 

OQGN has provided an initial sense that potentially OMR150m would be needed for expansion/ upgrade of 
existing infrastructure to be suitable for hydrogen transportation. Hydrogen production and consumption on a 
massive scale is still in the nascent stages and it is not possible at this stage to quantify the potential upside at this 
point. 

Fluxy’s Belgium, one of the anchor investors is also likely to be a strategic partner for green hydrogen. 
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OQGN pipeline network map 

 

Source: IPO prospectus, Company filings, U Capital Research   
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Macro-economic overview 

Oman’s economy recovered after COVID-19 driven by higher oil prices and supportive fiscal 
policies 

After experiencing a sharp decline due to the pandemic, Oman's economy made a strong recovery in 2021 and 2022. The 
recovery was driven by the rise in oil prices and the implementation of supportive fiscal and monetary policies. The 
economy grew by 2.9% and 4.3% respectively during these years. However, the IMF expects Oman’s economic growth to 
slow down to 1.2% in 2023 due to the impact of OPEC+ oil production cuts and moderate growth in the non-oil economy 
given the sluggish activity in the local construction sector, weakness in the global economy, and monetary tightening.   

IMF expects the non-oil economy to grow at 2% in 2023 compared to 1.2% in 2022. The growth in the non-oil economy is 
expected to pick up further in 2024, clocking a growth of 2.5%. The increased focus on the development of new projects 
in Oman along with growth in the non-oil sector should positively impact industrial growth. 

Fig. 19: Oman GDP likely to continue its growth trajectory  

 

 

Source: IMF, U Capital Research 

Improving fiscal balance on higher oil prices to support government spending 

Oman's economy in 2022 achieved a fiscal surplus for the first time in approximately 10 years. The economy was facing 
challenges leading up to 2021, as it had been grappling with consecutive fiscal deficits for over a decade. The fiscal surplus 
was primarily driven by a strong recovery in oil prices, which rebounded from their pandemic lows to reach levels of 
approximately USD 110-120 per barrel, compared to around USD 40 per barrel previously. The recovery in oil prices was 
supported by an improvement in the global demand-supply oil balance.  

Fig. 20: Oman fiscal budget Fig. 21: General govt. gross debt as % of Oman's GDP   

  

 

Source: Ministry of Finance Oman, U Capital Research                                          Source: IMF, U Capital Research 

Crude oil prices have slightly declined from their peak but have bounced back more recently to levels around USD 95 per 
barrel and are trading at the highest level of FY23. Going forward, oil prices are expected to remain around current levels, 
or higher, on expected continued demand recovery, especially from China, OPEC+ output controls, EUs partial ban on 
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Russian Oil, and structurally weak global oil & gas capex. This is supportive of Oman government’s enhanced spending 
capacity, on important sectors like oil & gas and bodes well for companies that provide services to the hydrocarbon sector 
such as OQGN. 

Furthermore, Oman is expected to witness a decline in the general government gross debt as a percentage of GDP.  This 
decline is primarily driven by higher fiscal revenue resulting from improved oil prices. Notably, Oman’s debt-to-GDP ratio 
has declined from its peak of 70% in 2020 to its present level of around 35% in 2023.  

Solid demand outlook for Natural Gas 

Natural gas is being considered as the transition fuel in the ongoing push towards multiple net-zero economies, allowing 
Oman to step up exports of its surplus gas as liquefied natural gas (LNG). The Middle East is the world's largest oil and gas 
producer, accounting for 31% of global oil production and 18% of global gas production. The region also holds 48% of the 
world's proven oil reserves and 40% of the world's proven gas reserves. 

Fig. 22: Gas Reserves                                                                                   Fig. 23: Gas production (bcm) 

                              
Source: IPO Prospectus, U Capital Research                                                                       Source: 2023 Statistical Review of World Energy, U Capital Research 

Oman's natural gas reserves stood at 24 trillion cubic feet (Tcf) as of 2022, ranking it 28th in the world. These reserves 
are set to play a leading role in fueling the country’s industrial growth in the coming years. The country’s total gas 
production stood at 39.8 BCM with consumption standing at 39.4 BCM. Oman has intensified its focus on natural gas 
development, underlined by a December 2022 announcement that the government plans to create a national company to 
manage its natural gas assets. The chart below shows the gas network delivery evolution over the year in Oman. 

Fig. 24: Oman’s gas network delivery evolution (bn SCM per year) 

 

Source: OQGN data, IPO prospectus 

Oman’s growing demand for gas is forecasted between the range of 37.7 BCM and 54.5 BCM by 2043 with rising economic 
activity and industrialisation across Oman’s critical sectors, including LNG, power and desalination, oil and gas and 
industrial and commercial. These end-markets benefit from strong demand drivers, underpinned by population growth, 
economic development, and Oman’s development strategy.  
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The following chart illustrates Oman’s forecasted gas demand until 2043. 

Fig. 25: Gas Demand by 2043e (BCM)                                    Fig. 26: Gas Demand implied CAGR (2023-28e) 

                              
Source: Company Reports, U Capital Research                                                                          Source: Company Reports, U Capital Research 

Following from this, the demand outlook for OQGN’s pipeline looks solid to us in the medium to longer term. 
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Key financials

In OMR mn, except per share metrics and price FY20 FY21 FY22 FY23 FY24e FY25e FY26e FY27e FY28e

Income Statement

Reported revenue IFRS 166.1 157.5 149.8 161.6 182.2 186.7 191.1 195.4 199.5

Cost of sales (71.4) (74.2) (72.4) (77.9) (80.5) (81.1) (81.7) (82.3) (82.9)

Gross profit 94.7 83.3 77.4 83.8 101.7 105.6 109.3 113.0 116.6

General and administrative expenses (10.0) (16.5) (16.6) (11.9) (11.0) (11.3) (11.5) (11.8) (12.0)

Operating profit 84.7 66.8 71.9 94.3 97.8 101.3 0.0 101.3 97.8

Finance costs (16.9) (14.7) (18.3) (21.8) (19.0) (19.9) (21.2) (23.0) (25.2)

Income before tax 67.7 51.7 53.1 62.4 71.7 74.4 76.6 78.2 79.4

Income tax (8.4) (8.6) (7.5) (6.9) (10.8) (11.2) (11.5) (11.7) (11.9)

Net income/(loss) attributable to shareholders 59.3 43.1 45.6 46.7 61.0 63.3 65.1 66.5 67.5

Balance Sheet

Cash and cash equivalents 12.8 34.4 48.8 23.8 38.7 49.2 70.6 100.9 136.1

Trade and other receivables 67.2 57.3 30.5 14.8 16.7 20.3 14.8 16.1 15.9

Inventories 1.8 1.8 2.1 2.7 2.2 2.3 2.4 2.3 2.4

Concession Receivables 798.8 829.5 815.1 801.8 860.2 891.8 921.3 952.0 979.6

Advance to contractors 150.7 156.0 201.2 258.6 275.3 285.7 293.7 303.8 311.3

Total assets 1,032.2 1,090.0 1,121.5 1,101.7 1,193.1 1,249.4 1,302.7 1,375.2 1,445.3

Term loan 383.5 279.3 250.8 329.5 339.1 359.7 356.6 351.5 384.0

Deferred payment obligation 50.5 66.8 93.0 106.8 119.5 128.9 142.5 152.4 166.3

Trade accounts payable 83.0 75.3 67.9 62.1 64.2 66.9 64.3 64.5 64.5

Total liabilities 521.4 532.6 512.9 454.7 525.8 573.7 618.9 683.4 745.9

Share capital 336.8 336.8 336.8 433.1 433.1 433.1 433.1 433.1 433.1

Retained earnings/(accumulated losses) 152.9 192.0 232.8 177.7 195.6 201.4 203.0 204.3 205.2

Equity Attributable to Shareholders 510.8 557.4 608.6 647.0 667.4 675.8 683.9 691.8 699.4

Cash Flow Statement

Net cash generated from operating activities 66.3 73.4 109.7 90.7 121.6 116.7 123.8 125.5 128.4

Net cash generated from investing activities (157.3) (63.7) (65.1) (53.9) (72.5) (72.5) (72.5) (72.5) (72.5)

Net cash (used in) provided by financing activities (22.0) 11.8 (30.2) (61.8) (34.1) (33.7) (29.9) (22.7) (20.7)

Cash and cash equivalents at the end of the period 12.8 34.4 48.8 23.8 38.7 49.2 70.6 100.9 136.1

Key Ratios

Gross margin 57.0% 52.9% 51.7% 51.8% 55.8% 56.5% 57.2% 57.9% 58.4%

Adjusted EBITDA margin 51.0% 42.4% 40.6% 44.5% 49.8% 50.5% 51.2% 51.8% 52.4%

Operating margin 51.0% 42.4% 48.0% 58.3% 53.7% 54.2% 0.0% 51.8% 49.0%

Net margin 35.7% 27.4% 30.4% 34.3% 33.5% 33.9% 34.1% 34.0% 33.8%

ROA 5.7% 4.1% 4.1% 4.2% 5.3% 5.2% 5.1% 5.0% 4.8%

ROE 11.6% 8.1% 7.8% 7.4% 9.3% 9.4% 9.6% 9.7% 9.7%

Current Ratio (x) 0.6x 1.3x 1.4x 1.0x 1.2x 1.4x 1.9x 2.4x 2.9x

Capex/Sales 102.0% 38.3% 27.7% 33.2% 25.9% 44.8% 39.8% 38.8% 37.9%

Debt-Equity Ratio 0.8x 0.8x 0.7x 0.5x 0.5x 0.5x 0.5x 0.5x 0.6x

Net Debt/Equity 0.8x 0.7x 0.5x 0.5x 0.5x 0.5x 0.4x 0.4x 0.4x

Net Debt/EBITDA 3.8x 4.1x 3.3x 2.6x 2.6x 2.5x 2.3x 1.9x 1.8x

EPS 0.176           0.128           0.011           0.013           0.014           0.015             0.015             0.015             0.016             

BVPS 1.517           1.655           0.141           0.149           0.154           0.156             0.158             0.160             0.162             

DPS -              -              -              0.010           0.013           0.013             0.014             0.014             0.014             

Dividend Payout Ratio 0.0% 0.0% 0.0% 94.1% 90.0% 90.0% 90.0% 90.0% 90.0%

Dividend Yield (%) 7% 8.6% 8.9% 9.1% 9.3% 9.5%

P/E (x) 11.5x 10.5x 10.1x 9.8x 9.6x 9.5x

P/BV (x) 1.0x 1.0x 0.9x 0.9x 0.9x 0.9x

EV/EBITDA (x) 13.2x 10.4x 10.1x 9.5x 8.8x 8.5x

Price as at period end 0.148           0.148           0.148             0.148             0.148             0.148             

Source: Company Reports, U Capital Research estimates

http://www.u-capital.net/
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Ubhar Capital SAOC (U Capital) 
 

Website: www.u-capital.net 
PO Box 1137 

PC 111, Sultanate of Oman  
Tel: +968 2494 9000 
Fax: +968 2494 9099 

Email: research@u-capital.net 

 
 

Disclaimer: This report has been prepared by U Capital Research and is provided for information purposes only. Under no circumstances is 
it to be used or considered as an offer to sell or solicitation of any offer to buy. While all reasonable care has been taken to ensure that the 
information contained therein is not untrue or misleading at the time of publication, we make no representation for its accuracy or 
completeness and it should not be relied upon as such, and the company accepts no responsibility whatsoever for any direct or indirect 
consequential loss arising from any use of this report or its contents. All opinions and estimates included in this document constitute U Capital 
Research’s judgment as of the date of production of this report and are subject to change without notice. This report may not be reproduced, 
distributed or published by any recipient for any purpose. 
 

 

Recommendation  

BUY Greater than 20% 

ACCUMULATE Between +10% and +20% 

HOLD Between +10% and -10% 

REDUCE Between -10% and -20% 

SELL Lower than -20% 

http://www.u-capital.net/
https://www.linkedin.com/in/ubhar-capital-u-capital-a958b7136/
https://www.facebook.com/Ubhar-Capital-149160368913333/?hc_ref=PAGES_TIMELINE
https://twitter.com/ubharcapital
https://www.instagram.com/ubharcapitalsaoc/

