Malayan Banking Bhd

“Stabilizing Period”

Results Review

Actual vs. expectation. Malayan Banking Berhad
(Maybank) ) 1Q15 net profit of RM1.71 billion that soared
by 5% y-o-y, came in line within ours and consensus
estimates respectively, accounting 23.5% and 25% of
ours and consensus full year net profit forecast. The
better earnings performance was aided by lower
impairment of RM51 million in 1Q15 (-144% y-o-y).
Nonetheless, earnings dropped by 15% g-o0-q premised on
lower taxation in 4Q14.

Dividend. No dividend declared during the quarter.

Topline vs. Bottom line. 1Q15 net income gained
commendably to RM4.98 billion (12% y-o-y, -2% g-0-q)
mainly due to higher non-interest income to RM1.45
billion (+18% y-o0-y, -21% g-0-q) and Islamic banking
income of RM933 million (+15% y-o0-y, +16% g-0-q).
Similarly, Maybank pre-provision profit rose satisfactorily
to RM2.49 billion on the back rising expenses by 12% y-o-

y.

Review of segment. Across all segment, the
commendable net income was attributed by strong
growth in asset management segment that performed
very well that grew 49.1% y-o-y due to the new initiative
of Maybank Bosera Greater China with opportunity to
tap China and Asean Islamic equities. Similarly, income
from Investment Bank surged to RM318 million (+26.7%
y-0-y), global market rose to RM469 million (+12.1% y-o-
y), community financial services gained to RM1.96 billion
(+10% y-0-y), international banking expanded to RM1.48
billion (+6.6% y-0-y and corporate banking and insurance

banking up 3% y-o-y and 0.1% y-o-y respectively.
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e Gross loans still strong. Despite guiding slower loans growth for FY15 of 9%-10% and reducing
exposure in consumer segment, 1Q15 gross loans grew strongly by 14.3% y-o-y underpinned by
higher growth in Singapore by 11.6% y-o0-y and growth in community financial services (CFS) in
both Malaysia (+11.2 y-o0-y) and Singapore (+38.9% y-0-y). Malaysia’s loans growth still healthy at
10.2% y-o-y and ahead of industry guidance at 9.3% y-o-y. Malaysia’s loans growth was led by CFS
growth of 11.2% y-o0-y, where residential and hire purchase recorded growth of 14.1% y-o-y and
10.4% y-o-y. Moving forward, we echoed management sentiment to reduce in some selective
consumer segment in line with subdue private investment.

e Deposits still healthy. Deposit growth weaken marginally, but still healthy at 13% y-o-y with all
deposits type showed an improvement. We notice that fixed deposits growth was still at
manageable pace of 5.1% y-o-y in 1Q15 given stiff competition in securing low cost funding.

¢ NIM weakness still persists. Like most other banks, Maybank’s NIM still under pressure with latter
fell another 5bps from 2.31% in FY14 resulting from pressure from cost of funds, especially higher
cost of deposits pricing, especially in retail deposits.

e Gross impaired loans continued at low level. Despite improvement in gross impaired ratio to
1.50% vs. 1.52% in FY14, absolute impaired loans rising 0.5% qg-o-q with rising bad loans in hire
purchase loans that continued to be in the limelight. However we see that GIL level still at
alarming level with Indonesia’s GIL still at higher level of 3.49% vs. 3.24%.

e Change in earnings forecast. We maintain our FY15 and FY16 earnings as 1Q15 results were
within our expectation. Nonetheless, FY15 and FY16 earnings are projected to grow by 5.5% and
1.6% driven by i) Singapore’s unit solid growth ii) steady performance in both household and
business segment iii) cost containment as well as overhead expenses trending lower.

e Outlook. Entering FY15, we foresee that Maybank’s FY15 KPI is still within management target
given its ability to meet all revised KPI in FY14 amid challenging environment. Positively, we feel
that the earnings could be assisted by normalization of credit costs due to absence of lumpy
recoveries. Also we shared the sentiments of turning NOIl and hence, it would help to recover its
ROE. The Indonesian operation should pick up momentum in FY15F after re-profiling its business,
tightening credit underwriting, and imposing new loan limits. There is also room to improve its
cost structure

e Valuation & recommendation. We maintain our target price on Maybank at RM10.70 based on 3-
year average P/BV of 1.94x and thus, we maintain our BUY call. Re-rating catalyst for Maybank
could emanate from i) adjustment in OPR ii) further M&A activity iii) lower than expected loan
loss allowance
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Table 1: Peers Comparison

vear | price | EPS (RM) P/E (x) P/B (X)
Company | pnded | (RM)
AFG March = 4.52 0.4  12.7  12.0 1.6 143 1.9 490 Hold
AMMB March = 6.34 0.6 06 11.0 11.0 1_4 13 141 45  6.80 Hold
BIMB Dec 408 03 04 117 113 18 20 160 58 4.84 Buy
CIMB Dec 566 0.5 06 121 104 1.3 15 92 3.5  6.10 Hold
Maybank  Dec 911 0.7 0.8 126 119 15 15 136 6.2 1070 Buy
RHB Cap Dec 745 08 09 97 91 11 11 115 1.3 830 Hold
g;‘:ll(‘c Dec  18.96 1.2 1.3 153 142 2.6 2.8 187 2.9 20.60 Hold
Affin Dec 279 03 03 90 85 0.7 07 7.8 | 5.1 NR NR
MBSB Dec 1.81 0.2 03 9.1 84 12 11 296 2.3 NR NR
STMB Dec  16.20 NA  NA NA NA  NA | NA 243 6.6 NR NR
HL Bank June  13.62 1.2 1.3 12.0 11.2 1.6 1.5 147 2.9 NR NR
< Average 06 07 115  10.8 5 1.5 158 | 3.9
Source: Bloomberg, M&A Securities

Table 2: Results AnalySIS

YE: Dec (RM million) | 1Q15 | 4Q14 1Q14 | y-0-y | g-o-q | 3M15 3M14

Net Interest Income 2,605 2,442 2,393 0% 7% 2,605 2,393 9%

Non Interest Expense 1,450 1,831 1,234 18% -21% 1,450 1,234 18%
z Bl (B T 933 806 808 159% 16% 933 808 15%

Income

Total Income 4988 5,079 4435  12% 2% 4,988 @ 4435 | 12%

Overhead Expense 2,489 2,573 -2,168  15% 3% 2,489 2,168  15%

Pre-provision income 2,498 2,506 2,267 10% 0% 2,498 2,267 10%

pllowance for Loan 248 35 210 18%  -817%  -248 210 18%

\mpairment on Other 51 154 15 -144%  -67% 51 15 | -144%

Operating profit 2,200 2,386 2,171 1% 8% 2,200 2,471 1%

Share of Profit in 4 45 36 16% 5% 4 36 16%

Associates

Pre-tax Profit 2,242 2,431 2,208 2% 8% 2,242 2,208 2%

Taxation and Zakat 530 -421 573 8% 26% 530 573 8%

Net Profit 1,712 2,010 1,634 5% A5% 1,712 1,634 5%

EPS 18.3  20.8 18.1 1% 2% 183 18.1 1%

NG [TTIZERERE LTS 28% 25% 29% 28% 29%

margin

Non-l'nterest income 29% 36% 28% 29% 28%

margin

PBT margin 45% 48% 509% 45% 50%

PAT margin 34% 40% 37% 34% 37%

Source: Bursa Malaysia, M&A Securities
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Table 3: Financial Forecast

YE: Dec (RM million) K] FY14 FY15F FY16F

Net interest income 9,585 9,704 9,898 10,145
Non-Interest Income 6,143 5,556 5,945 6,123
Islamic banking income 2,810 3,271 3,467 3,675
Total income 18,538 18,531 19,310 19,944
Overhead expenses (8,928) (9,111) (9,430) (9,713)
Pre-provision income 9,611 9,420 9,880 10,231
Loan loss allowance (730) (400) (320) (453)
Operating profit 8,730 8,950 9,558 9,698
Associates 139 163 171 190
PBT 8,870 9,113 9,729 9,888
PAT 6,553 6,912 7,297 7,416
EPS (sen) 74 74 78 80
Op. profit margin 47% 48% 49% 49%
PBT Margin 48% 49% 50% 50%
PAT Margin 35% 37% 38% 37%
< PER (x) 12.9 12.8 11.9 10.8
P/BV (x) 1.89 1.74 1.64 1.54

Source: Bursa Malaysia, M&A Securities

Table 4: Financial Ratios

I N CF Y13 FYid g

ASSET QUALITY
E Gross Impairment 1.8% 1.48 1.52 1.5
Allowance Coverage 106.0% 107.5% 106.35 93.5%

PROFITABILITY

ROA 1.2% 1.1% 1.2% 1.2%
ROE 15.9% 15.1 15.9% 12.8%
Cost to income 51.0% 47.8% 50.4% 49.7%

LENDING AND DEPOSIT

Loan Growth 12.2% 14.0% 13.4% 14.3%
Deposit Growth 10.3% 14.0% 11.1% 13.0%
Loan-to-Deposit Ratio 89.8% 89.9% 91.8% 92.2%
MARGIN

Net interest margin 2.4% 2.33 2.20 2.26
CAPITAL STRENGTH

CET1 11.39% 11.15%
Total Capital 15.88% 15.35%
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Maybank Share Price vs. KLCI Revenue and Net Profit
(Jan13-YTD) (FY12-FY16F)
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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.

M & A Securities Sdn Bhd (15017-H)
(A wholly-owned subsidiary of INSAS BERHAD)
A Participating Organisation of Bursa Malaysia Securities Berhad

Principal Office:

Level 1,2,3 No.45 & 47,43-6

The Boulevard, Mid Valley City,

Lingkaran Syed Putra,

59200 Kuala Lumpur

Tel: +603 - 2282 1820 Fax: +603 - 2283 1893
Website: www.mnaonline.com.my
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