
 
 

 
 
 
 
 
 
 

 
Important Note: This report has been prepared on the basis of Publicly available information, internally developed data and other sources believed to be reliable. While utmost care has 
been taken to ensure that the facts stated herein are accurate and the estimates, opinions, and expectations contained herein are fair and reasonable. Neither united Securities LLC nor any 
of its employees shall be, in any way, responsible for the contents. This should not be constructed as an offer to buy or sell securities referred to in this report. 

 

Galfar Engineering & Contracting 
Company SAOG 

 
Research Initiation 

GECS – RO 0.600   MSM – 4870.060 29th March 2009 

Recommendation Target
Buy 0.971

Key Figures 2008A 2009E  2010E 2011E 
Net Sales 363.0     402.8     451.2     505.3     
Operating Profit 27.8       32.2       36.0       40.4       
EBITDA 46.0       53.6       61.6       70.3       
Net Income 23.1       27.1       33.1       38.4       

Key Ratios 2008A 2009E  2010E 2011E 
NPM(%) 6.4% 6.7% 7.3% 7.6%
ROE(%) 27.5% 24.4% 21.7% 18.4%
ROA 6.2% 6.5% 0.07      0.07      

Valuation 2008A 2009E  2010E 2011E 
EPS 0.092     0.107     0.131     0.152     
P/E(x) 6.6        5.6        4.6        3.9        
P/BV(x) 1.8        1.4        1.0        0.7        
 
Shares O/S ( In,000)
Market Price 0.558 52Wk high 2.42
Shares O/S ( In,000) 250.000 52Wk low 0.360
Market Cap 139.50 YTD Change 25.92%

MSM Ticker GECS Bloomberg GECS OM
Reuters GECS. OM  

 

Stock performance last 6 Months  
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Super Value stock - First time ever since 
listed in MSM 
 
During the year 2008, The turnover of the company 
increased to RO.363 million in 2008 from RO 267 million 
in 2007. All segments of business increased their turnover 
with Oil & Gas and Roads & Bridges units in particular 
being the main contributors of the growth. 
 
Cost pressures build up significantly due to unprecedented 
increases in price of Cement, Bitumen, Steel and Copper, 
rise in recruitment and manpower costs and increase in 
equipment hiring cost. These factors had an impact on the 
profitability during the second half of the year. Actual profit 
achieved is RO 22.699 million, compared to RO 21.965 
million for 2007 
 
Galfar Engineering and Contracting is attractive at RO 
0.600, down from its high of RO 2.42. This is a blue-chip 
engineering and contracting firm whose order book exceeds 
RO 750 million amid the liquidity crunch, where the 
majority of the contracts are primarily with Oman’s 
government ministries, Petroleum Development Oman 
(PDO) and Shell. 
 
The story has actually improved even as Galfar's valuation 
was grief-stricken in the past six months. The Oman 
government’s revised budget estimates for oil are at $45 and 
PDO has a strategic commitment to boost oil/gas reserves, 
so it is not a surprise that Galfar’s order book actually 
touched RO 900 million in 2008. As on today, The order 
book stands at RO 750 million which bears a potential to 
deliver to the top line for the next two years, given a very 
conservative outlook. 
 
Moreover, the fall in the contract margins will reverse as 
steel, cement, bitumen, construction equipment and copper 
prices plunge as a result of the global recession and the Wall 
Street credit crunch. Meanwhile, Galfar valuations have 
compressed below 6.6 times earnings, far below its recent 
peak. In essence, Galfar is finally a value share for the first 
time since its flotation.  
 
We suggest our investors to buy at the present level with a 
target price of RO 0.971 for the short to medium term, 
which carries a potential up-side of 62%% from the present 
stock price. 
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Galfar Engineering & Contracting 
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Financial Analysis 

 

For the financial year ended December, 2008, Galfar reported a revenue of RO 363 million in 

compared to RO 267 million for the year 2007, a growth of 36% year on year. The growth was 

achieved amid the deep liquidity crisis when majority of the construction projects across the 

region was getting cancelled.  
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Source: Galfar Website, United Securities Research 

 

 
 

 

 

 

 

 

 

 

Quarter wise the revenue declined by nearly 2% for the Q2 08 compared to Q1 of 2008.The top-

line for Q3 2008 were highly disappointing on the back of project-related costs, mainly raw 

material, driven by the surge in commodity prices, exceeding what management had priced into 

lump sum contracts. The led to a 22% drop in gross profit and a 33% drop in net income compared 
to the same  quarter of the previous year, indicating a net profit margin of 4.0% in Q3 2008.Thus 

ending the year with RO 363 million revenue, posting RO 107.4 million revenue, witnessed a 

growth of 23.8% compared to the third quarter. This figure was achieved when the market is 

facing a liquidity crunch.  

 

Quarterly Revenue and Net cinome for 2008

OMR million Q1 08 Q2 08 Q3 08 Q4 08

Revenue 85 84 86.6 107.4

Growth NA -1% 3% 24%

Net Income 7.2 5.2 3.5 7.19

Net Income Margin 8.5% 6.2% 4.0% 6.7%  
Source: Galfar Website, United Securities Research 
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Cost and Expenses 

 

During the year 2008, cost pressures build up significantly due to unprecedented increases in price 

of Cement, Bitumen, Steel and Copper, rise in recruitment and manpower costs and increase in 
equipment hiring cost. These factors had an impact on the profitability during the second half of 

the year. Actual profit achieved is RO 22.699 million, compared to RO 21.965 million for 

2007.During the peak of the commodity prices, the company had to take strategic decision like 

blocking the supply of raw materials for some time too. But later with easing of the prices towards 

the end of the year, the process was back in track. Also during the year, there was an additional 

increase of 1.7% in sub-contracting cost due to un-availability of sub-contractor capacity. 

 

Contract Cost ( RO Million) 2006 2007 2008

Materials 53.646 97.283 141.814

Salaries & wages 35.147 52.458 70.070

Sub-Contracting 23.091 43.184 64.694

Others 27.540 39.723 50.029

Total 139.424 232.648 326.607

Revenue 164.493 267.465 362.977  
Source: Galfar Website, United Securities Research 

 

Going forward, we expect the cost to be in control as the inflation is nearly 4% and going down. 

Also the company now targeting projects with higher margin of 6-10% compared to the earlier 

contracts. 
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Profitability 

 

The Net profit for the FY08 stands at RO 24.647 Million, witnessing a growth of 10.37% 

compared to RO 22.331 Million for FY07.The growth in the bottom-line was achieved primarily 
by increased contract revenue. 
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Source: Galfar Website, United Securities Research 

 

For the first three quarters, the Net Margin was affected by the trickle down effect of increasing 

contract cost and also partly because of the increased interest rate. The Net margin achieved by the 

company was 8.5%, 6.2% for the Q1 FY08 and Q2 FY08 respectively, followed by 4% for the Q3 

and then reversing back to 6.7% for the last quarter for 2008.    

 

Company overview 

 

Galfar Engineering and Contracting SAOG, is one of the largest multi disciplined engineering & 

contracting company in the Sultanate of Oman .The company works as main contractor, in 
partnerships with other companies and as a subcontractor. Galfar executes projects with its own 

workforce and equipment whilst subcontracting 19% of the work. Most of the subcontracts are in 

specialized areas, including engineering. 

 

The Company through its Business 

Support & System Units continues 

to demonstrate its commitment to 

consistently meet the contract 

requirements for the range of 

products & services offered in the 

Oil & Gas & other infrastructure 

sectors. This is achieved through 
effective application of the 

requirements of the ISO 9001:2000, 

ISO 14001:2004 & OHSAS 

18001:1999 standards for quality 

management, environmental protection and occupational health & safety respectively. 
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Galfar Engineering & Contracting 

Contract Additions & backlog  

During the year FY2008, Galfar was awarded contracts worth RO 464.9 million, increasing its 

contract backlog to RO 720 million at the end of the year 2008. Going forward, we expect the oil 

and gas projects segment to represent the lowest share of the company’s additions relative to 

infrastructure and development projects following a statement (3 November 2008) by Oman’s 

Minister of Oil, HE Mohammad bin Seif Al-Rumhy, that the global financial crisis will impact the 

country’s oil and gas related projects because of their dependency on dollar-based finance.  

 
A look at contracts awarded during FY2008 

 
FY 2008 Contract Value (RO mn) Duration (months)

23-Jan-08 Construction of Ship Repair Yard and Dry-Dock Complex at Duqm Port 170.168 30

14-Feb-08 A’Seeb Coastal Strip Vacuum Sewers Networks 86.904 42

4-Jun-08 PDO 13.152 NA

23-Jun-08 Car Museum – Bait Al Barakah 8.92 13

5-Jul-08 Wadi Bani Kharous Road Project 13.999 22

6-Jul-08 Water Reservoirs and Transmission Facilities for Barka 50.455 30

12-Jul-08 Dualization of Al Amerat-Bausher Road 25.012 20

20-Jul-08 Rehabilitation Works (Roads, Bridges, Wadis) in Quriyat 11.019 18

4-Sep-08 Wadi Al Sarin Dams 6.106 22

4-Sep-08 Rehabilitation works of Nizwa /Thumrait Road phse III 49.754 31

9-Nov-08 Construction of 33/11KV 2x20 MVA Indoor Primary Substations at Mawalleh-C, Sur Al Hadid 7.7 10

19-Nov-08 Upgradation of 33/11KV Primary Substations at Walja & Ghala Industrial Area 3.212 10

6-Dec-08 Construction of 9 MTPA Pelletising Plant at Sohar 18.522 18

Notes : Contract duration incldes the mobilization time           Total 464.923

Source : MSM,Galfar Websit e, Unit ed Securities Research  
 
New contract addition assumption: 

 

According to Middle East Economic Digest (MEED) projects database, there is projects of Ro 

3828 million to be awarded, out of which RO 1915 of projects in Oman which falls under Galfar’s 

scope of work. These projects comprise of basically oil & gas which is nearly 7%, transportation 

projects 59%, power projects 19% and 15% water projects). Assuming no project gets delayed, the 

majority of these projects should be awarded to the contractors in the 12 months.  
 

MEED Contracts & Galfar Contracts addtion

Sector Project Value (RO million) % of total

Transportation 1129 59%

Power 364 19%

Water & waste projects 293 15%

Oil & Gas 124 7%

Total projects under Galfar's scope of work 1914 50%

Total projects yet to be awarded 3828 100%

Addition to Galfar's market share 10% 191 10%

S o urce  : M EED pro je c ts , HS B C Es tim ates , Unite d S ec urities  R e s e arch  
 

To set our estimate for Galfar’s 2009 contract additions into market perspective, we assume a 

mere 10% market share(45% during 2007 and 2008), given the  if 50% of these projects get 

cancelled, the new additions come to merely RO 191 million for FY2009 
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Contracts & Backlog 2008 2009E 2010E 2011E

New Additions 464.9 191 290 350

Growth NA -59% 51% 21%

Closong Backlog 720 592 544 434

Growth NA -18% -8% -20%

Revenue 363.0 402.8 451.2 505.3

Growth 36% 11% 12% 12%

Backlog to Revenue 2.0 1.5 1.2 0.9

2008 2009E 2010E 2011E

Closong Backlog 720 592 544 434

Revenue 363.0 402.8 451.2 505.3

Revenue Growth 36% 11% 12% 12%

Source : Galfar Website, United Securities Research  
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