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BIMB Holdings Bhd

BUY (TP:RM4.84)

“When 1+1 is more than 2” Current Price (RM) RM4.24
New Fair Value (RM) RM4.84
Previous Fair Value (RM) RM4.40
We attended post-result briefing organized by BIMB B
) revious Recommend. HOLD
Holdings Berhad (BIMB) yesterday where the management Upside To Fair Value 4%
shared their view on BIMB outlook in FY15 to the Dividend Yield (FY15) 1%
investment community. The briefing was chaired by Bank
Islam’s Managing Director Dato’ Sri Zukri Samat and Stock Code
accompanied by Bank Islam CFO Mr Malkit Singh and Bloomberg BIMB MK
Syarikat Takaful Malaysia’s CFO Mr Lee Hin Sze. The stock
is a BUY with a target price of RM4.84 a piece. Stock & Market Data
< Listing MAIN MARKET
e Moderating KPlI in FY2015. The management Sector Banking
acknowledged the downside risk facing the economy in Shariah Compliance Yes
2015 and this may inevitably impact their outlook. Issued Shares (mn) 1,542
Hence, the management has moderated its FY15 Market Cap (RM mn) 6,184
operational target to some extent. This includes YTD Chg In Share Price -1.47%
financing growth of 15% y-o-y from 24% in FY14 while HEE B Lelo
E : deposits growth to sustain similar FY14 growth of 10% y- S2-week Hi/Lo (RM) RM4.44 | RM3.70
o-y. In addition, its NFM compression is expected to 3M.AverageV°lume (shrs) 1,113n
persist at around 2.85% whilst asset quality is likely to Estimated Free Float 2.8
be at a stable 1.14%. All these moderation in targets will
L . X X X Major Shareholders
be within their reach to achieve given their
. . . Lembaga Tabung Haji 55.1%
aggressiveness, plenty of low hanging fruits apart from . 0.93%
solid operational metrics so far which has proven to be o
) KWAP 5.8%
their assets and strength.
Challenging financing growth. As inflation is expected
to peak due to Government Service Tax (GST)
implementation, BIMB is expecting its gross financing
growth to slow down to 15% y-o-y from 24% y-o-y in
FY14, likely to be impacted by the slowdown in
household (HH) financing, still a hugely respectable
number by all accounts. This may come about from
Banks Islam’s exposure in HH financing of around 75% of
its portfolio. Hence, the slowdown in HH financing will
cause gross financing growth to slow as a whole but not
a big issue to us as it is nonetheless a collateralized
asset.
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¢ Nurturing floating based financing. In view of current uncertainty in domestic policy rate, BIMB is
aiming to tweak its financing composition towards more floating based, in an attempt to combat
risk to profit. Currently floating financing is making up about 70% of total financing. Bank Islam is
aiming to lift this to 80% threshold gradually while at the same time take advantage of bumper
imbursement should BNM decides to raise current interest rates from 3.25%.

¢ Keen competition in deposits. Management noted that since BNM raised interest rates in July
2014 the competition in securing deposits has been intense especially for CASA deposits. This was
proven by the dropping in CASA composition in FY14 to 38.1% vs. 39.1% in FY13. Hence to
moderate the impact of net financing margin (NFM) compression, BIMB has maintained its deposits
growth of 10% y-o-y which should give some breathing space to NFM.

e To raise financing-to-deposits ratio. BIMB’s financing-to-deposit ratio (FTD) stood at 72.6% in
FY14 and this we view as a low hanging fruit that can be reaped to the maximum. Management
echoed similar sentiments, stating that to ease further compression in NFM, management has
guided higher FTD close 80% at the back of slowdown in financing growth to 15% y-o-y in FY15.
Note that Bank Islam’s FTD is still below the industry level of 81.6%.

e Slight pick-up in asset quality. Despite managed to knock down further gross impaired financing
(GIF) to 1.14% in FY14, management did not discount the possibility of weakening of GIF on the
back of an expected slump in HH financing. However, looking at asset profiling, the recovery of
financing is not a major concern as most of its customers fall under the government payroll and
higher executive position in private sector which should translate into secured financing security.
However the worrying trend of rising watch list for personal financing is a concern as the majority
of the watch list is concentrated in Kuala Lumpur and Selangor which is known to have high cost of
living.

e NFM to compress further. Moving forward, we foresee escalating NFM pressure given stiff price-
based competition for financing and deposits in the market. Additionally, the new ruling to
reclassify its Mudarabah and Wakalah based demand deposit to investment account may backfire
NFM as customers and bank are required to predetermine the profit rate for every
investment/savings and hence the margin spread may become thinner.

e Fully loaded capital position. Bank Islam’s capital position still one of the highest in the industry
with CET1 at 12.2%. We note on its completion of dividend reinvestment plan (DRP) has helped
BIMB to finance its capital intensive business e.g. personal financing business.

e Change in earnings forecast. No change to our view in FY15 and FY16. FY15 and FY16 are
projected to grow by 2% y-o-y and 7% y-o-y underpinned by i) market leader in family takaful
industry ii) securing more corporate loans underpinned by GLC affiliation iii) focusing on growing
Bank Islam’s non-financing income.
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e Outlook. Despite a slower financing growth in FY15, BIMB reiterated that they will not slow down
on their business expansion and this includes the opening of more branches in FY15 to support
business growth. The targeted number is 150 and it may pause for a while before resuming adding
more branch in due course. For takaful segment, the growth prospect is still bright despite the
industry issue with GST which may weigh on takaful industry take up rate.

e Valuation & recommendation. We value BIMB at RM4.84 based on 10% premium to average 3-year
P/BV of 1.7x. The stock has been upgraded to a BUY from a HOLD as good earnings visibility,
solid operational metrics along with pragmatic management is a key to warrant a premium call on
the stock. There are plenty to comfort about the stock and we see no reason for their penetration
drive to derail as the rising popularity of Islamic financing will certainly come in handy in time of
need.

Table 1: Peers Comparison

vear | price | EPS (RM) P/E (x) P/B (X)
Company | e ded | (RM)
FY15 FY16 FY15 | FY16 | FY15 | FY16
AFG March = 4.76 12.7 120 1.7 1.6 143 1.9 5.05 Hold
AMMB March = 6.35 0.6 0.6 110 110 14 13 141 45  7.00 Hold
BIMB Dec 401 03 0.4 117 113 18 2.0 16.0 58 484  Buy
CIMB Dec 616 05 0.6 121 104 13 15 92 35  6.10  Hold
Maybank  Dec 915 07 0.8 126 119 15 15 13.6 6.2  10.70 Buy
RHB Cap  Dec 803 08 09 97 91 11 1.1 115 13 | 7.00  Hold
E::L‘C Dec 1842 12 13 153 142 26 2.8 187 2.9 20.60 Buy
Affin Dec 291 03 03 90 85 07 07 7.8 5.1 NR NR
MBSB Dec 215 02 03 91 84 12 11 296 23 NR NR
STMB Dec 1250  NA  NA NA  NA NA NA 243 66 NR  NR
HLBank  June 1418 1.2 1.3 120 112 1.6 15 147 2.9 NR  NR
Average 06 07 115 108 15 15 158 3.9
Source: Bloomberg, M&A Securities
BIMB Share Price vs. KLCI Revenue and Net Profit
(Jan13-YTD) (FY11-FY15F)
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Table 2: Financial Forecast

Income from depositors funds 1,651 1,851 2,032 2,296 2,503
Income from shareholders

funds 351 405 393 428 458
Income distributable to

deposits (591) (773) (845) (972) (1,098)
Net income from takaful 472 553 543 540 573
Operating income 1,883 2,037 2,122 2,293 2,436
Staff costs (525) (594) (599) (653) (699)
Other operating expenses (566) (634) (652) (704) (736)
Operating expenses (1,091) (1,228) (1,251) (1,357) (1,435)
Pre-provision profit 793 808 872 936 1,001
Loan impairment allowance (66) 15 (60) (92) (105)
Other allowance (11) (4) 4 (5) (5)
Associates & JV income 2 0) 0 0 0
PBT 717 819 815 839 891
Taxation (220) (256) (228) (235) (250)
Minorities (245) (284) (55) (60) (60)
PATAMI 252 279 532 544 581

Source: M&A Securities

Research Team
research@mna.com.my
03-22821820 ext. 257,229,221,249,258



Company Update - BIMB Holdings Bhd
|

M A Securities

STOCK RECOMMENDATIONS

BUY Share price is expected to be >+10% over the next 12 months.

TRADING BUY  Share price is expected to be >+10% within 3-months due to positive newsflow.
HOLD Share price is expected to be between -10% and +10% over the next 12 months.
SELL Share price is expected to be >-10% over the next 12 months.

SECTOR RECOMMENDATIONS

OVERWEIGHT  The sector is expected to outperform the FBM KLCI over the next 12 months.
NEUTRAL The sector is expected to perform in line with the FBM KLCI over the next 12
months.

UNDERWEIGHT The sector is expected to underperform the FBM KLCI over the next 12 months.

DISCLOSURES AND DISCLAIMER

This report has been prepared by M&A SECURITIES SDN BHD. Readers should be fully aware that this
report is for informational purposes only and no representation or warranty, expressed or implied is
made as to the accuracy, completeness or reliability of the information or opinion contained herein.
The recommendation and opinion are based on information obtained or derived from sources
believed to be reliable.

This report contains financial forecast/projection based on our assumptions which may defer from
the actual financial results announced by the companies under coverage. All opinions, estimates and
assumptions are subject to change without notice. Analysts will initiate, update and cease coverage
solely at the discretion of M&A SECURITIES SDN BHD.

Investors are to be cautioned that value of any securities invested may fluctuate from time to time.
We advise investors to seek financial, legal and other advice for investing based on the
recommendation of our report as we have not taken into account each investors’ specific investment
objectives, risk tolerance and financial position.

This report is not, and should not be construed as, an offer to buy or sell any securities or other
financial instruments. M&A SECURITIES SDN BHD can accept no liability for any consequential loss or
damage whether direct or indirect. Investment should be made at investors’ own risks.

M&A SECURITIES SDN BHD and INSAS GROUP of companies, their respective directors, officers,
employees and connected parties may have interest in any of the securities mentioned and may
benefit from the information herein. M&A SECURITIES SDN BHD and INSAS GROUP of companies and
their affiliates may provide services to any company and daffiliates of such companies whose
securities are mentioned herein. This report may not be reproduced, distributed or published in any
form or for any purpose.
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