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1. Objective and scope of the study

In this study, the researcher shall discuss the impact of capital structure on the earning capacity
of the companies, listed in Muscat Securities Market. The aim of the study is to identify the
effects of the capital structure on the operating profit and the earnings per share (EPS) or the
banks, manufacturing companies and the service providing companies in Oman. On the other
hand, the researcher is to discuss the trade off theory in the lights of the capital structure decision
making of the Omani companies. Detail discussion on the factors that affect the capital structure
decision making are also to be made in order to analyse the profitability of the companies of the

study.

In this study, the researcher would be able to identify the capital structure of the Omani
companies. The researcher is to make discussion on the debt and the equity capital of the
companies in the Muscat Securities Market to analyse the profitability of the companies (Hussain
et al. 2015). Moreover, the study would facilitate the researcher to identify the application of

Trade off theory of capital among the Omani companies in the Muscat Securities Market.

2. Analysis of the debt and equity of the companies of the study

The analysis of the debt and equity of the companies are discussed below:

Bank Dhofar
Bank Dhofar Total debt | Total Debt equity
equity
Year RO RO
2015 31165320001 361029000 8.632359173
2014 2868809000 325318000 8.818476076
2013 26210860001 289607000 9.050492564
2012 2373363000 253896000 9.347776255
2011 21256400001 218185000 (9.74237459

From the above table, the researcher is to mention that the debt of Bank Dhofar was RO
3116532000 in 2015. The same was RO 2868809000 in 2014. On the other hand, the equity of
the company was at RO 361029000 in 2015, which was RO 325318000 in 2014. In this context,

the researcher is to mention that the debt equity ratio of the company is 8.6: 1 in 2015 and 8.8: 1
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in 2015. Moreover, the trend of the debt proportion in the capital structure is seen as negative

and therefore, the researcher could mention that the management of the company declines the

debt to enhance the profit to the shareholders.

National Bank of Oman

National Bank of | Total debt | Total Debt equity
Oman equity ratio

Year RO RO

2015 14505000 | 10893000 (1.331589094
2014 44480000 | 11444000 [3.886752884
2013 44480000 | 11995000 [3.708211755
2012 44480000 | 12546000 [3.545353101
2011 44560000 | 13097000 [3.402305872

In case of National Bank of Oman, the researcher has seen that the debt proportion of the

company has decreased significantly in 2015. The debt of the company was more than 3 times of

the equity capital in 2011 to 2014. This proportion has decreased to 1.33:1 in 2015; hence, the

debt proportion has decreased in 2015.

Al Anwar Holdings
Al Anwar Holdings Total debt | Total Debt equity
equity ratio

Year RO RO

2015 3022000 | 35089000 [0.086123856
2014 1082000 | 29779000 |[0.03633433
2013 1085600 | 24469000 (0.044366341
2012 1089200 | 19159000 [0.056850566
2011 1092800 | 13849000 (0.078908224

Al Anwar Holdings has a low debt proportion in the capital structure as the debt equity ratio of

the company was below one for the last five years. In this context, the researcher is to mention
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that the debt of the company was around 8% of the equity capital. On the other hand, the
researcher is to mention that the quantity of debt has increased to RO 3022000 in 2015 along
with the enhancement in the equity capital. Therefore, the proportion of debt has increased to

0.09:1 from 0.03:1.

Al Hasan Engineering Co.

Al Hasan Engineers | Total debt | Total Debt equity
Co. equity ratio

Year RO RO

2015 3669701 | 2167706 |[1.692896085
2014 3333892 | 5079647 |0.656323559
2013 2998083 | 7991588 [0.37515485
2012 2662274 | 7991588 [0.333134541
2011 2326465 | 8000568 [0.290787479

The debt of Al Hasan Engineering Co. was more than the equity capital of the company in 2015.
In this context, the researcher is to mention that the company had a lesser debt proportion in
2011 to 2013 as the debt equity ratio of the company for the above-said period were below 40%

of the equity capital. In 2014, the debt proportion has increased to 0.6:1 and the same has
become 1.7:1 in 2015.

Phoenix Power Co.

Phoenix Power Total debt | Total Debt equity
equity ratio

Year RO RO

2015 432839000| 137203000 | 3.154734226
2014 444151000 118125000 | 3.760008466
2013 455463000| 99047000 | 4.59845326
2012 466775000| 79969000 | 5.836949318
2011 478087000| 60891000 | 7.851521571
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The researcher has seen that the debt of Phoenix Power Co has decreased over the last five years.

In this context, the researcher is to mention that the company has raised funds by issuing equity

capital and therefore, the equity capital of the company has increased from RO 118125000 to RO
137203000 in 20105. If the discussion is to be made on the trend of debt in the capital structure,

the researcher is to mention that the debt capital of the company has decreased from RO

478087000 to RO 432839000 in 2015.

Dhofar Insurance

Dhofar Insurance Total debt | Total Debt equity
equity ratio

Year RO

2015 2096587 | 34729944 [0.06036828
2014 1975187 | 36950720 [0.053454628
2013 1853787 | 39171496 [0.047324897
2012 1732387 | 41392272 (0.041852909
2011 1610987 | 43613048 [0.036938189

Dhofar Insurance Co had a low proportion of debt in the capital structure from the research

period of 2011 to 2015. In this context, the researcher is to mention that the company has

increased the quantity of debt over last five years. Moreover, the equity capital of the company
has also decreased from RO 43613048 to RO 41392272 in 2012. This amount has decreased to
RO 34729944 in 2015. Therefore, the debt equity ratio of the company has increased to 0.06:1 in
2015 from 0.03:1 in 2011 (Gulfbase.com. 2017).

3. Discussion and analysis of EBIT, EPS, ROIL, NPAT of the companies

Bank Dhofar
Bank Dhofar Debt EBIT EPS ROI NPAT
Equity
Year (RO) (RO) (RO) (RO)
2015 8.63 115226000( 0.027 13.63% | 46765000
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2014 8.82 98851000 | 0.026 12.86% | 40453000
2013 9.05 45316000 | 2.26 20.67% | 58407000
2012 9.35 37047000 | 0.025 15.80% | 37745000
2011 9.74 15859000 | 0.025 6.13% | 13976000

From the above table, the researcher could found that the EPS of the company increases with the
decrease in the debt proportion in the capital structure. With the EPS, the operating profit of the
company has also increased to RO 115226000 in 2015 from RO 98851000. The return on
investment is also at the highest point when the debt equity ratio is the lowest. The net profit
after tax of the company has also increased in the last five years. In this context, Hussain ef al.
(2015) stated that the trend of the net profit reflects the trend of operating profit. Therefore, it is
to mention that the net profit of the company has improved due to the enhancement in the

operating profit of the company.

National Bank of Oman

National Bank of| Debt EBIT EPS ROI NPAT
Oman Equity (RO) (RO) (RO)
Year

2015 1.33 461898 |0 8.90% | 35770
2014 3.89 3964170 | 0.017 12.65% | 3309224
2013 3.71 3466442 | 0.017 13.65% | 3409524
2012 3.55 2968714 | 0.017 14.65% | 3509826
2011 3.40 2470986 | 0.019 15.65% | 3610124

National Bank of Oman has also improved its operating performance through the last five
accounting year. The debt equity ratio of the company was the lowest in 2015 at 1.33:1, whereas
the company has earned the highest rate of return in this period. Therefore, the researcher is to
mention that the EPS has also decreased from 2011 to 2014. On the other hand, the researcher is
to mention that the net profit and the EPS have decreased from 2011 to 2015.
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Al Anwar Holding

Al Anwar Holding Debt Equity | EBIT EPS ROI NPAT
Year

2015 0.086123856| 135718000( 0.043 15.90% | 60100000
2014 0.03633433 | 114230000{ 0.037 14.60% | 50300000
2013 0.044366341| 92742000 | 0.037 13.10% | 41400000
2012 0.056850566| 71254000 | 0.033 14.10% | 40700000
2011 0.078908224| 49766000 | 0.03 12.50% | 34200000

Al Anwar Holding Co has also reported an increment in EPS, EBIT, ROI and Net profit after tax.

In this context, the researcher is to mention that the company had redeemed the debt instruments

and issued equity capital and therefore, the debt equity ratio of the company has decreased

significantly in 2015. The effect of the decrease in debt proportion in the capital structure could

be seen in the profitability of the company as the EPS of the company has gone up to RO 0.043

in 2015from RO 0.037 in 2014. Moreover, the researcher is to state that the ROI of the company

has increased almost by one percent. In this context, Al-Musalli et al. (2013) stated that the

increase in operating profit results in increment in EPS of the company as operating profits

results in enhancement in the profit available for equity shareholders. In this context, it is also to

mention that the net profit of the company has also increased from RO 342,00,000 in 2011 to RO

60100000 in 2015. This could result in increase in EPS of the company.

Al Hasan Engineering Co.

Al Hasan Engineering Debt EBIT EPS ROI NPAT

Co. Equity

Year RO RO RO RO

2015 1.69 -6542795 | -0.109 | -1.60% | -
8223698

2014 0.66 -3799345 | -0.064 | -3.20% | -
4778237
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2013 0.38 -1564580 | 0.006 -0.75% | -
1332776

2012 0.33 1009308.3 | 0.059 15.00% | 2112685

2011 0.29 3498415.8 | 0.117 25.00% | 5558146

In case of Al Hasan Engineering Co., the researcher is to mention that debt proportion of the

company has increased from 0.29:1 in 2011to 1.69:1 in 2015. According to Hussain et al. 2015),

increase in debt capital in the capital structure of a company results in decrease net profit as net

profit is computed after deducting the interest expenses. On the other hand, the decrease in net

profit could result in decrease in the earnings per share as the profit attributable to equity

shareholders are computed from the net earnings. The return on investment of the company was

25% in 2011, which has become -0.011% in 2015. As debt capital of the company has increased,

the interest burden of the company has also increased and due to which, the degree of financial

leverage could have also increased (Hussain et al 2015). Therefore, the researcher could

mention that the NPAT and ROI have decreased for the excessive debt pressure in the capital

structure.

Phoenix Power

Phoenix Power Debt EBIT EPS ROI NPAT
Equity

Year RO RO RO

2015 1.33 36772000| 0.02 25.65% | 28772000

2014 3.89 2000 0.05 0.50% | 11312000

2013 3.71 -15000 -0.005 | - -6148000
15.00%

2012 3.55 -32000 -0.001 | - -6156580
30.00%

2011 3.40 -56580 0.000 - -6165160
35.00%
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Phoenix Power has made the highest operating profit in 2015 at RO 36772000. In this context, it
is also to mention that the debt to equity proportion has also decreased significantly at 1.33:1
from 3.89:1 in 2014. The operating profit or EBIT of the company was RO 2000 in 2014, and the
company has made EPS of RO 0.05. On the other hand, the net profit after tax was RO 28772000
in 2015 whereas the NPAT were negative for consecutive three years since 2011. For this reason,
the company was unable to make positive ROI in 2011 to 2013. The EPS were also negative for

these periods for negative operating profits.

Dhofar Insurance

Dhofar Insurance Debt EBIT EPS ROI NPAT
Equity

Year RO RO RO RO
2015 0.06 461898 | 0 0.60% | 35770
2014 0.05 3964170 | 0.017 12.00% | 3309224
2013 0.05 3964002 | 0.017 12.65% | 3308265
2012 0.04 3963834 | 0.017 13.30% | 3307306
2011 0.04 3963666 | 0.017 13.95% | 3306347

In case of Dhofar Insurance, the debt equity trend was positive and therefore the EBIT of the
company has fallen. Due to the decrease in the operating profit, the NPAT has also decreased to
RO 35770 in 2015. In 2015, the company was unable to make any EPS due to significant decline

in the operating profit as the interest burden of the company has increased (Gulfbase.com. 2017).

4. Testing of Trade-off theory

Trade off capital structure theory helps the financial managers to make tradeoff between the debt
capital and the equity capital (Hussain ez al. 2015). In the above analysis, the researcher has seen
that the companies with high debt capital have low profitability. In case of Al Hasan Engineering
Co, the researcher has seen that the earnings of the company were negative, when the company
had the highest debt capital. As stated by Al-Musalli ez al. (2012), the trade off theory of capital

structure considers interest as the primary reason of decline in the net profits. In case of the
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above-mentioned company, the net profit therefore has declined due to the enhancement in the

debt capital.

Trade off theory of capital structure also considers that the interest payment helps the company
to pay minimum tax and therefore, the researcher has seen that National Bank of Oman had a
debt of 3.89 times of its equity and therefore the net profit of the company was comparatively
lower at RO 50300000 in 2014. The same result has been reflected in the report of Bank Dhofar.

In this case, the interest burden has decreased the net profit of the company.
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Figure 1: Trade off theory of capital structure
(Source: Owolabi and Inyang, 2013)

In this context Morekw and Temesgen (2013), observed that the debt equity structure of the
company affects the income of a company as the capital structure determines the income of the
company. Therefore, it can be said that the companies with high debt in the capital structure,
would have lower firm value than the firms with lower debt capital. The manufacturing firms in
the Muscat Securities Market have higher debt proportions and therefore these firms have lower

profitability as measured by EPS, EBIT and NPAT.
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5. Detailed discussion on the factors influencing capital structure decisions
given in the literature

Capital structure decision making depends on internal and external factors such as interest rate,
m, internal rate of return, market size, industry type and competition level of the company

products (Al Amri and Al Ani, 2015). The detailed discussions on these factors are made below.
e Market size

Companies with large market size requires high quantity of capital and therefore these
companies could not make financing by considering the equity capital only. Therefore, the
researcher is to mention that the finance managers are to consider the size of the market to

determine the capital structure.
e Type of industry

The power-manufacturing units and the manufacturing companies require high quantity of the
debt capital at fixed interest rate. In this context, the researcher is to mention that the growth rate
of the manufacturing concerns is less therefore finance managers of these companies take loans
from government and public (Hussainey and Aljifri, 2012). Therefore, manufacturing firms in
Oman have higher debt proportion as compared to the banking companies and therefore, the
researcher is to mention that the industry type is required to be considered for selecting optimum

capital structure of a company.
e Competition

According to Al Amri and Al Ani, (2015), firms, in the competitive industry could not take much
loan as debt capital results in decrease in profit. In this context, the researcher is to mention that
the decrease in profit could result in lack in competitive advantage and therefore, the
management of a company is to consider the competition in the market in order to take capital

structure decision.
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6. Conclusions

In the initial portion of the study, the researcher has found that the debt capital affects the
profitability of a company. In the next part, the researcher has observed that the banking
companies require low amount of debt as the growth rate of these industry is higher than the
manufacturing companies. On the other hand, the researcher has seen that the service providing

companies earns higher EPS as compared to the manufacturing companies and banking

companies listed in Muscat Securities Market.
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