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FY22 Result Update Bank Muscat SAOG

BKMB reported FY22 net income of RO 200.75 mn vs our estimate of
207.75 mn. Net income for the year was +5.9% y/y and -3.4% our
estimates. FY22 operating income of RO 500.2 mn also was in line with
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our estimates of RO 502.8 mn. The 2022 total operating income was up
by 5.7%, on the back of loan book growth of 2.4%, vs our estimate of
3.6% which stands at RO 9,414mn. The Bank achieved stable NIM,
controlled its operating expenses, and has an enhanced provision
coverage ratio. It reported CAR of 21.2%, showing strong capital buffer

Free Float (%) S7% supporting future growth outlook. We believe that the bank is poised
Shares O/S (mn) 7506 14 capitalize on the increased infrastructure spends, deep relationship
YTD Return (%) 5% \ith GREs, besides increased disposable income of its retail
Beta 1.1 customers, to achieve its growth. At current levels, BKMB shares are
(mn) OMR__USD trading at FY23E P/B of 1.2x, PE of 10.8x, and offers dividend yield of
Market Cap 2,162 5,615 5.2%. We maintain our BUY recommendation on the stock with price
Nl Total assets 12,776 33,184 target of RO 0.338.
(& Price performance (%) 1M 3M  12M
E Bank Muscat SAOG 3% -2% 15% BKMB r.eported FY22 interest income of RO 468.0mn as gggin;t FY?l
P MSX 30 Index 1% 8%  16% mteres’g income of RO 444.7mn, a growth of 5.3% Yoy, yvh|ch is in line with
N Financial index 2% 8% 179 OUr estimates of ROO 467.4n_1n for the year. The interest income grov_vth was
A9l Trading liquidity (000) ™ M oM cpntrlbuted by 2.4% growth in loan book, and marginal improvement in asset
= yields. BKMB reported FY22 interest expense of RO 162.5mn as compared
X Bl dailyumover (RO,000) 413 739 654 {, p 143 0mn in FY21, and our estimates of RO 160.9mn. The deposit
P Avg Daily Volume (,000) 2,302 2,625 2,305 pook de-grew by 1.5% in FY22 vis-a-vis a growth of 4.7% in FY21.
c 52 week High Low CTL*
[ J Price (RO) _ 0320 0.146 973 Net interest income in FY22 stood at RO 305.5mn in FY22, +5.7% YoY as
E * CTL is % change in CMP to 52wk low against RO 301.6mn, interest expenses grew at a faster pace of +13.6%
S= Major shareholders YoY as compared to Interest income of +5.3% YoY. Operating income was
(/)M Royal Court Affairs 23.6% higher on account of increase in fee income +10.1% YoY, increase in income
(OB Dubai Financial Group 11.8% from Islamic financing business +16.1% YoY. Operating expenses were RO
>l Ciiil Pension Fund 7.9% 207.3mn vs our estimates of RO 205.6mn. The cost to income ratio for FY22
c Others 56.7% Was at41.2% as against 40.3% for FY21, in line with our estimates of 41.1%.
: Other details We see cost to income moderating by 70bps going forward on account of
- Exchange Msx Increase in productivity driven by investment in technology.
S Sector Banks ¢ % | | h ¢ o
E Index weight (%) 10.4% SPLs for FY22 stood at 3.72%, aggey unchanged from EYZl at 3.59/0.
Key ratios 2020 2021 2022 Frovisions however grew by +18.9% YoY, on account of hlgh_er provision
O EPS (RO) 502 0024 0020 COveragein _St:?lge 3, which at 83.1%. Contrary_ tc_) our expectations of peak
cost of credit in 2021, BKMB’s cost of credit in 2022 largely remained
BVPS (RO) 0.255 0269 0.230 unchanged at 0.63%. Going forward, we expect the cost of credit to go down
DPS (RO) 0.011 0.014 0.015 gp account of higher coverage in stage 3 exposure. Net income stood at RO
Payout ratio (%) 52% 59% 58% 200.8mn in FY22 as against net income of RO 189.6mn in FY21, a growth
r 400 of 5.9% YoY, missing estimates of 207.8mn.
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0250 1 |0 Yield of 5.2%. We remain positive on the name due to its market
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Islamic Loan Book grew at a faster rate of 6.4%: The Gross/Net Loan book as at FY22 is at RO
9,974.5/ R0 9,416.8mn, a growth of 3.3% / 2.5% over the previous year. The conventional banking net
loan book stood at RO 7,968mn in FY22 as compared to RO 7,830mn in FY21, a growth of 1.8%. The
share of loan book from conventional banking was at 85%. In terms of products, plain vanilla loans were
at 47%, followed by personal and housing loan at around 42%. The Islamic banking net loan book grew
at a faster pace at 6.4% and stood at RO 1,449mn in FY22 as compared to RO 1,362mn in FY21. In
terms of products under Islamic finance business corporate finance constituted around 62% followed
by Housing finance at 34%.

Net Loan Book (RO mn) 2019 2020 2021 Mar-22  Jun-22  Sep-22 Dec-22

Conventional Loan Book 7,712 7,707 7,830 7,635 7,576 7,779 7,967
% Share 87% 86% 85% 85% 84% 84% 85%
Islamic Loan Book 1,166 1,230 1,361 1,374 1,426 1,451 1,449
% Share 13% 14% 15% 15% 16% 16% 15%
Loan Growth % -0.68% 0.67% 2.84% -2.89%  -2.55% 0.77% 2.45%
NPL % 3.25% 3.62% 3.69% 3.71% 3.79% 3.70% 3.72%

The composition of the loan book in terms of exposure to the end customers has changed little over the
years. The mix more or less remain same in favor of corporate borrowers, followed by retail borrowers.

Gross Loan Book (RO mn) 2019 % 2020 % 2021 % 2022 %

Corporate 4,835 52.6% 4,971 53.3% 4,971 51.5% 5,334 53.5%
Sovereign 42 0.5% 115 1.2% 147 1.5% 46 0.5%
Financial Institution 456 5.0% 411 4.4% 484 5.0% 415 4.2%
Retail 3,861 42.0% 3,837 41.1% 4,058 42.0% 4,179 41.9%
Total 9,193  100.0% 9,333  100.0% 9,660  100.0% 9,975  100.0%

Within the corporate exposure, the share of exposure to transport sector was highest at 8.6%, followed
by Manufacturing sector, which was at 8.2%, the mix in corporate loan book saw a significant change
as compared to last year.

Customer Segment/Sector 2021 %

Manufacturing 996 10.3% 818 8.2%
Services 621 6.4% 778 7.8%
Transport 899 9.3% 861 8.6%
Utilities 771 8.0% 786 7.9%
Others 2,314 24.0% 2,552 25.6%
Personal/Housing 4,058 42.0% 4,179 41.9%
Total 9,660 = 100.0% 9,974  100.0%

Stage 3 Exposure up by 3.7%: The stage wise exposure since FY19 has seen changes in favor of
stage 1 from 75.9% in FY2019 to 77.5% in FY22., this augurs well for the Bank as the future provisioning
requirements will reduce. Exposure in Stage 2 bucket has reduced from 21.9% in FY19 to 18.7% in

FY?22.

Stage wise exposure 2019 2020 2021 Mar-22  Jun-22  Sep-22 Dec-22
Stage 1 75.9% 78.9% 77.9% 78.2% 77.6% 76.2% 77.5%
Stage 2 21.9% 18.5% 19.7% 19.4% 19.9% 20.1% 18.7%
Stage 3 2.2% 2.6% 2.4% 2.4% 2.5% 3.7% 3.7%

The difference between the Gross and Net loans book represented by impairment provisions grew by
18.9% to RO 557.6mn in FY22 as compared to RO 468.8mn in FY21. Stage 3 provisions were at
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covered to the extent of 83.1% of the stage 3 loan book in FY22 as compared to 80.2% in FY21. The
higher coverage negates the need to provide for more provision going forward.

Islamic Deposit Book continue to grow faster than conventional: The total customer deposits stood
at RO 8,646.0mn as on FY22 as against RO 8,774.6mn in FY21, a drop of 1.5%. The share from
conventional banking business stood at 85.7% in FY22 as compared to 86.7% in FY21. Given the wide
network of branches and long-standing relationship with Government and Government related entities,
the Bank has been able to source low-cost funds over the years

Deposits (in RO mn) 2021 % 2022 %

Conventional 7,604 86.7% 7,410 85.7%
Islamic 1,171 13.3% 1,237 14.3%
Total 8,775 100.0% 8,647  100.0%

CASA Ratio inching up over the years: The conventional Banking business has seen a relatively
stable mix in deposits, with contribution from term Deposits at 33.1% in FY22. Within CASA the share
of savings account has gone up from 36.8% in FY19 to 40.1% in FY22. However, the CASA as a
percentage of total deposits has gone up by 100 bps over a four-year period from 65.9% to 66.9%. This
helps the Bank to keep the cost of funds low.

CASA Break up (RO mn) 2019 % 2020 ) 2021 % 2022 )
Term Deposits 2,393 34.1% 2,326 31.3% 2,569 33.8% 2,450 33.1%
Savings Account 2,580 36.8% 3,014 40.6% 3,019 39.7% 2,971 40.1%
Current A/c + Others 2,038 29.1% 2,090 28.1% 2,016 26.5% 1,989 26.8%
Total 7,011 100.0% 7,429 100.0% 7,605 100.0% 7,410 100.0%
CASA 65.9% 68.7% 66.2% 66.9%

As on FY22, the deposits from Ministries and Other Government organizations represent around 30.4%
of the total customer deposits as compared to 28.1% in FY21. This bulk exposure to the Ministries is a
concentration risk, however given that the majority shares of the Bank are with Government entities,
this probability of this risk playing out is remote.

Return Metrics show improvement: The Bank has improved upon its return metrics, with the Adjusted
Return on Equity improving to 9.9% in FY22 from 9.4% in FY21, the Return on Assets have improved
by 100bps from 1.5% in FY21 to 1.6% in FY22. The Return on Risk Weighed Assets have improved by
100bps from 1.9% in FY21 to 2.0% in FY22. The share capital increased from RO 357.4mn in FY21 to
RO 750.6mn on account of capitalization of reserves. The Tier | capital too improved from RO 130mn
to RO 505mn due to the capital optimization process undertaken in Nov 2022.

Q4 results update: Q422, saw a good overall growth across all the parameters both on QoQ and YoY
basis. The operating income grew by 5.3% on QoQ basis mainly driven by increase in Income from
Islamic financing and increase in other operating income. Operating profit grew by 12.7% QoQ due to
combined effect of increase in operating income and decrease in operating expenses.

Provisions expenses grew by 39.2%, resulting in PBT increase of 6.6%. The loan book grew by 2.8%
QoQ and the deposit book was flat at RO 8,647.0mn. Equity attributable to shareholders dropped by
12.6% due to capital optimization drive, through which Tier 1 capital bonds were issued as bonus.
Including the Tier 1 Capital bond of RO 505.3mn (Q322 at RO 130.0mn), the total equity grew by 2.75%

QoQ.
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in RO mn 4Q22 3022 QoQ (%) 4Q21 YoY (%)
Operating Income 130.9 124.3 5.3% 117.2 11.7%
Operating Expenses 51.1 53.5 -4.4% 47.1 8.5%
Operating Profit 79.8 70.8 12.7% 70.1 13.8%
Provision Expenses 18.4 13.2 39.2% 13.4 36.5%
Profit before tax 61.4 57.6 6.6% 56.6 8.4%
Taxation 8.9 8.6 4.3% 7.1 25.7%
Profit after tax 52.5 49.0 7.0% 49.5 6.0%
Loan Book 9,414.0 9,158.2 2.8%| 9,191.4 2.4%
Deposits 8,647.0 8,651.1 0.0%| 8,774.6 -1.5%
Total Equity 1,724.0 1,971.8 -12.6%] 2,020.8 -14.7%
Cost to Income 39.06%  43.04% 40.21%

Cost of credit 0.78% 0.58% 0.59%

Loan to Deposit 108.87% 105.86% 104.75%

Reported ROE 12.17% 9.95% 9.80%

Valuations: The operational result have been in line with our expectations, we maintain our earlier
recommendation of BUY with a Target Price of RO 0.338 (adjusted for bonus from our earlier pre-bonus
target price of 0.677). The Bank is currently trading at FY23E P/E of 10.8, 1.2 P/B and Dividend Yield

of 5.2%.
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Income Statement (RO '000) 2019 2020 2021 2022 2023E 2024E 2025E
Interest Income 4,552,017 4,37,772  4,44,705  4,68,076  4,80,219 5,22,865  5,75,051
Interest Expense -1,61,137 -1,43,536 -1,43,020 -1,62,524 -1,66,639 -1,87,230 -2,03,929
Net Interest Income 2,90,880 2,94,236 3,01,685 3,05552 3,13,580 3,35635 3,71,122
Non Interest Income 1,81,291 1,62,303 1,73,795 1,97,258 2,06,896 2,14,523 2,28,351
Net Operating Income 4,72,171 4,556,539  4,75480 5,02,810 520,476 550,158  5,99,474
Operating Expenses -1,95931 -1,79,852 -1,91,459 -2,07,296 -2,10,793 -2,22,814 -2,45,784
Provision expense -56,127 -81,038 -60,050 -59,014 -53,613 -57,902 -62,534
Profit Before Taxation 2,20,113 195,649 2,23971 2,36,500 256,070 2,69,442  2,91,155
Tax expense -34,563 -32,291 -34,346 -35,747 -38,411 -40,416 -43,673
Profit for the year 1,85550 1,63,358 1,89,625  2,00,753 2,17,660 2,29,025  2,47,482
Interest on Perpetual Tier | capital -7,150 -7,168 -7,150 -7,150 -23,101 -23,101 -23,101

Profit attributable to shareholders 1,78,400 1,56,190 1,82,475 1,93,603 1,94,558 2,05924  2,24,381

Balance sheet (RO '000) 2019 2020 2021 2022 2023E 2024E 2025E
Cash and balances with CBO 7,81,755 6,56,891 10,47,224  8,83,060 859,831 7,31,931  7,38,453
Due from banks 8,69,804 573,886 7,65151 641,480 6,79,969  7,20,767  7,64,013
Loans, advances & financing 88,78,041 89,37,373 91,91,417 94,16,894 1,01,75,795 1,10,01,439 1,18,81,554
Investment securities 14,44,832 18,35,461 18,11,496 15,71,984 15,24,824 14,02,839 12,90,611
Fixed Assets 79,482 71,389 74,187 68,304 76,111 84,364 93,356
Cther Assets 2,36,694 3,78,765  1,83,063 1,94,260 212,807 2,33,208  2,55,649
Total Assets 1,22,90,608 1,24,53,765 1,30,72,538 1,27,75,982 1,35,29,337 1,41,74,547 1,50,23,636
Due to banks 11,73,479  9,38,007 12,18,465 10,04,106 10,54,311 11,07,027 11,62,378
Customers' deposits 80,43,666 83,77,274 87,74,606 86,46,821 92,52,098 97,41,172 1,04,23,054
Borrowings 501,795 4,89,887 4,80,979 4,36,252  4,36,252  4,36,252  4,36,252
Cther liabilities 5,69,032 6,04,949 4,47,644 456,679 4,76,728  4,97,779  5,19,882
Total Liabilities 1,02,87,972 1,04,10,117 1,09,21,694 1,05,43,858 1,12,19,389 1,17,82,230 1,25,41,567
Paid-up Capital 8,41,013 856,487 8,88,983 9,06,855 9,06,855 9,06,855  9,06,855
Other Reserves 5,05136 5,19,606 537,014 552,253 552,253  5,52,253  5,52,253
Retained earnings 526,487 537,555 594,847 2,67,696 3,45519 4,27,889  5,17,641
Shareholder's Equity 18,72,636  19,13,648 20,20,844 17,26,804 18,04,627 18,86,997 19,76,749
Tier 1 Perpetual subordinated bonds 1,30,000 1,30,000 1,30,000 5,05,320 5,05,320 5,05,320 5,05,320
Total Equity 20,02,636 20,43,648 21,50,844 22,32,124 23,09,947 23,92,317 24,82,069
Total Liabilities and Equity 1,22,90,608 1,24,53,765 1,30,72,538 1,27,75,982 1,35,29,337 1,41,74,547 1,50,23,636
Cash Flow Statement (RO '000) 2019 2020 2021 2022 2023E 2024E 2025E
Cash flow from operating activities -1,62,085 5,41,975 3,51,893 -2,75,083 95,472 -75,722 81,998
Cash flow from investing activities -2,04,771  -1,93,507 -57,950 2,21,914 21,136 94,478 82,253
Cash flow from financing activities -77,802 -1,28,575 -1,01,478 -4,89,704 -1,39,836 -1,46,656 -1,57,729
Net change in cash -4,44,658  2,19,893 1,92,465 -5,42,873 -23,229  -1,27,900 6,522
Cash at the end of period 9,82,185 12,02,078 13,94,543 851,670 8,28,441  7,00,541  7,07,063
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Key Ratios

Yield on average earning assets
Cost of funds

NIM

Cost to income ratio

Gross NPL ratio

Provision as a % of gross loans
NPL Coverage

Capital Adequacy

Interest income/operating income
Dividend yield

Net Equity to Gross Loans

Net Equity to Total Assets
Gross Loan to Deposit Ratio
Net Loan to Deposit Ratio

ROE

Adjusted ROE

ROA

RORWA

BVPS (RO)

EPS (RO)

DPS (RO)

Price

P/E (X)

P/BV (X)

Dividend Yield (%)

2019
4.0%
2.1%
2.6%
41.5%
3.3%
3.4%
105%
19.7%
95.7%
12.8%
20.4%
15.2%
114.3%
110.4%
10.3%
9.9%
1.5%
1.9%
0.605
0.055
0.035
0.434
5.0
0.5
12.8%

2020
3.9%
1.9%
2.6%
39.4%
3.6%
4.2%
117%
20.8%
95.9%
9.2%
20.5%
15.4%
111.4%
106.7%
8.8%
8.4%
1.3%
1.7%
0.589
0.048
0.025
0.394
5.7
0.5
9.2%

2021 2022 2023E 2024E 2025E
3.8% 4.0% 4.0% 4.1% 4.3%
1.8% 2.0% 2.1% 2.2% 2.3%
2.6% 2.6% 2.5% 2.6% 2.7%
40.3% 41.2% 40.5% 40.5% 41.0%
3.7% 3.7% 3.9% 3.9% 3.9%
4.9% 5.6% 5.1% 5.0% 5.0%
132% 150% 131% 128% 128%
21.3% 21.2% 21.9% 21.4% 21.0%
93.5% 93.1% 92.3% 95.0% 95.9%
11.0% 11.0% 5.7% 6.0% 6.6%
20.9% 17.3% 16.8% 16.3% 15.8%
15.5% 13.5% 13.3% 13.3% 13.2%

110.1% 115.4% 115.9% 118.9% 120.0%
104.8% 108.9% 110.0% 112.9% 114.0%

9.8% 10.3% 12.3% 12.4% 12.8%
9.4% 9.9% 11.0% 11.2% 11.6%
1.5% 1.6% 1.7% 1.7% 1.7%
1.9% 2.0% 2.1% 2.0% 2.1%
0.565 0.230 0.240 0.251 0.263
0.024 0.026 0.026 0.027 0.030
0.030 0.030 0.016 0.016 0.018
0.484 0.273 0.273 0.273 0.273
11.2 10.6 10.5 10.0 9.1
0.5 1.2 11 11 1.0
11.0% 11.0% 5.7% 6.0% 6.6%
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Rating Criteria and Definitions

Rating Rating Definitions

Strong Buy This recommendation is used for stocks whose current market price
offers a deep discount to our 12-Month target price and has an
>20% upside potential in excess of 20%
Buy This recommendation is used for stocks whose current market price
offers a discount to our 12-Month target price and has an upside
potential between 10% to 20%
I 0%-10% Hold This recommendation is used for stocks whose current market price

10-20%

offers a discount to our 12-Month target price and has an upside
potential between 0% to 10%

Strong Buy Hold Neutral Neutral This recommendation is used for stocks whose current market price

Buy offers a premium to our 12-Month target price and has a downside
0% to 0% sid_e potential betW(_een'O% to -10% _

Sell This recommendation is used for stocks whose current market price

offers a premium to our 12-Month target price and has a downside
side potential between -10% to -20%

-10to -
20%% Strong Sell  This recommendation is used for stocks whose current market price
offers a premium to our 12-Month target price and has a downside
>-20% side potential in excess of 20%
Not rated This recommendation used for stocks which does not form part of

Coverage Universe

Disclaimer

This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or
redistributed to any other person. Persons into whose possession this document may come are required to observe these restrictions.
Opinion expressed is our current opinion as of the date appearing on this material only. We do not undertake to advise you as to any
change of our views expressed in this document. While we endeavor to update on a reasonable basis the information discussed in this
material, United Securities, its subsidiaries and associated companies, their directors and employees are under no obligation to update or
keep the information current. Also, there may be regulatory, compliance, or other reasons that prevent us from doing so. Prospective
investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice.
Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations
expressed herein. The information in this document has been printed on the basis of publicly available information, internal data and other
reliable sources believed to be true and are for general guidance only. While every effort is made to ensure the accuracy and completeness
of information contained, the company takes no guarantee and assumes no liability for any errors or omissions of the information. No one
can use the information as the basis for any claim, demand or cause of action. Recipients of this material should rely on their own
investigations and take their own professional advice. Each recipient of this document should make such investigations as it deems
necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this document (including
the merits and risks involved), and should consult their own advisors to determine the merits and risks of such an investment. Price and
value of the investments referred to in this material may go up or down. Past performance is not a guide for future performance. United
Securities LLC, and affiliates, including the analyst who has issued this report, may, on the date of this report, and from time to time, have
long or short positions in, and buy or sell the securities of the companies mentioned herein or engage in any other transaction involving
such securities and earn brokerage or compensation or act as advisor or have other potential conflict of interest with respect to company/ies
mentioned herein or inconsistent with any recommendation and related information and opinions. United Securities LLC and affiliates may
seek to provide or have engaged in providing corporate finance, investment banking or other advisory services in a merger or specific
transaction to the companies referred to in this report, as on the date of this report or in the past.
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