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BIMB still expected to beat its peers

Y ADELINE PAUL RA)

nrecent years, BIMB Holdings Bhd
hasconsistently outperformed the
banking industry on important
fronts like return on equity (ROE
and linancing growth. But with
the operating environment getting
increasingly tough, a key question
on investors’ minds is,will it be able
to sustain the strong growth levels?
CEO Mohd Muazzam Mohamed
acknowledges that it will be chal
lenging but he is confident the group
will keep growing over the next three
years,albeit ata more moderate pace,
“We used to do double-digit
growth innet financing in the past
but since 2017, we slowed to
single-digit growth. Last year,we did

&.5% |versus the industy ). This
year, it will moderate further, proba
bly to around 7%, but it would still be

above the industry average, I would
wih in profit before zakat and
FBZT) may be a bit slower too,
but there will srill be growth,” he
tells The Edge in an interview.

A financial holding company,
RIMB derives about 80% of its earm
ings from its wholly-owned Islamic
lender Bank Tslam Malaysia Bhd and
the rest from its 59.6%-owned Syar
kat Takaful Malaysia Keluarga Bhd.

Two weeks ago, BIMB turned in
a record net profit of RM682 mil-
lion for FY2018,a 10.1% increase year
on year, helped by solid financing
growth, cost containment and sta-
ble margins.

Tts earnings fell within analysts’
expectations and translated intoan
ROE of 14.3%, higher than the in
dustryaverage of around 10%. PBZT
grew 12.5% to RM1.07 billion while
Tevenue grew 12.9% to RM4.2 billion,

BIMB's eamings were commend
ableconsidering that the group had
made an allowance for impairment
of financial assets of RM81.4 million
— owing mainly to the kicking inof
the new MFRS 9accounting stand-
ard — compared with awrite-back of
RM15.4 million in the previous year

Three-year plan
Aceording to Muazzam, BIMB's
growth over the next three years
will be fuelled mainly by consumer
financing, However,an increased fo
cuson fee-based income and small
and medium-sized enterprises (SME)
will give the group a boost, he L
BIMB plans to grow fee-based
income by driving its bancatakaful
and wealth managemient businesses
furtherThis will be done by increas-
ing product otferings as well as im
proving staff productivity, he says.
“Asforwealth management we're
doing twothings. doubling our
sales executives to about 200 this
year We'te not hiring new people but
converting over 100 of our existing
520 personal financial executives
the people who sell cards, personal
and house financing — intowealth

ces and all that frst.The other
thing we're doing is increasing our
produc e shares

1ts fund management firm BIMB
Investment Management Bhd has
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a partnership with UK-based Ara
besque Asset Management that it
hopes to tap further, Arabe:
an environmental, social and goy
ernance (ESG}-Quant specialist th
uses robo technology and data an
lytics when investing.

Muazzam says BIMB is open to
the possibility of selling up to40%
equity interest in BIMB [nvest
mient to Arabesque as it sees value
in what its foreign partner brings
to the table. It is understood that
Arabesque has an option totakean
equity stake in BIMB Investment
bur has yet to exercise it.

BIMB's fee-based income as a
percentage of gross revenue stood at
‘below-o% last year on the consumer
side,and the target is to ino it
to 100 this year and 12% by end-20

As for SMEs, Muazzam says
BIMB'S financing to this segment
stood ar RM2.2 billion as at-end 2018,
Hewants to grow this by about 10%
this year. “We have so far been fo-
cused on the bigger SMEs and not so
much on the smaller entrepreneurs
Gaing foward, we will continue to fo-
cus onour vendor programimes with
big companies like Petronas, Tena
ga Nasional and Telekom Malaysia,
where we finance [SMEs| that have
contracts with them. But,at the sa
time, we are developing
[that will help us finance] &
the lower-revenue ranks,” he says.

For example, he says BIMB is
working with a groupof professors to
come upwith a psychometric model.

“In the past,a bank’s credit eval-
uation maodel was about assessing
the customers’ ability to pay. B
though we saywe have a behav
al card, what we look ot is past pay-
ment behaviours. But now,we want
to develop a toal for us to be able o

ue 1s
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assess the customer's willingness
.. because as we godown the
[SME] tier, the tomers would
have less of or little historical eredit
k record. That's why banks find it
difficult to give them financing. But,
as you know, there'll be a lot more
of such companies in the future,so
we mustdevelop new tools to assess
he says.

s, however,still at the devel
opmental ph Hopefully, by 2021,
we will be able to launch it sowe can
go into [financing] online retailers
and all that,” he says.

CODE21

Heme and personal financing will
remain BIMB's main growth driv
ers. Last year, these accounted for
53.4% and 39.4% respectively of its
consumer financing portfolio.

Muazzam is not overly con
cerned about the weaker property
muarket affecting the group's asset
quality. “The good thing is that we
focus on properties that are priced
at RM750,000 and below. Supply
and demand is still there,so weare
comfortableabout building in that
segment. On the corporate side, our
exposure to real estate is not that
big and we are very selective ...the
[vulnerable| areas like hotels and
retail malls, we try not to get
involved,” he explains.

Its exposure to real estate stands
atjust 3.68% of total financing,while
for construction, it is

Meanwhile, BIMB's expostire
to the oil and gas sector — an area
that analysts continue to monitor
closely given weak ol prices — has
come down to 8.4% as at end-2018
from 9% a year earlier.

*To be honest, for us, there is no
specific sector that has been show
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Muazzam:
This year,
net financing
growth will
maoderate
further,
probably to
around 7%,
but it would
still be above
the Industry
average

ing a worrying trend,” Muszzam
remarks. He points out that BIMB's
asset quality remains strong, with
s impaired financing ratio at
as at end-2018, better
ndustry’s 1.45%.

Muazam shares that Bank Islam
has embarked on a three-year trans
formation programme, CODE21, s0
named because it aspires towards
culture, pperational and digital ex-
cellence by end-2021. 1t involves the
improvement of its processes and
controls and retraining of staff,

The programme is ultimately
aimed at making BIMB the coun
try’s Jeading digital 1slamic bank
of choice by 2021, BIMB aspires to
achieve PBZT of RM1 billion by end-
2021, from RM810.3 million last year,
says Muazzam.

Additionally, it wants to be the
leading bank for social finance. Ini
tiatives on this end will be through
Sadaga House, Bank Islam’s dona-
tion platform that enables funds to
be channelled to needy communi-
ties through the bank’s partners.

Over the 2019-2021 period,
Bank Islam is expected to spend
RM300 million on digital initia
tivesand technola arting with
ar.

RM150 million this ye

m expects
o (CIR) to
lower further to 51% this year from
57.5% last year and 61.4% in 2017,
The group's CIR had been on
the high side over the years as it
added branches in a bid to reach
an optimal level. It currently has
148 branches and has no plans to
add more
ram is fairly confident the
bankwill be able to maintain its net
income margin (NIM) at around
% this year as there is less pres-
sure to chase costly deposits. Last
year, it scrambled to increase long
term deposits ina bid to raise its net
stable funding ratio to over 100%, It

Gross impaired financing (GIF) ratio
is well below the industry’s
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raised its base rate by 13 basis points
last November.

As for Syarikat Takaful Malaysia
Keluarga, the public-listed compa-
ny has had good growth in recent
years,with PRZT growing at a CAGR
{compound annual growth rate) of
14.4% over the last five years com
pared with 3.7% for Bank Islam.“Its
PBZT will continue to grow thisyear,
albeit probably not as
last year's 32

Restructuring soon
BIMB's three-year plan doesnot in
volve a merger with another bank,
says Muazam, “We don't rule it out,
but ar this point in time, there isn't
any proposal on the table. I would
say, if we've got to merge, it must
be with a |partner] that will further
strengthenus and notcause the bank
tocarmy extra weight going forward,”
he remarks.

In the meantime, though, all eyes
are on BIMB's anticipated restruc
turing exercise, which will involve
Bank Islam taking over its listed sta
tus.The move is aimed at collapsing
BIMB's financial holding structure.

According to Muszzam, there is
likely tobe an announcement on this
in the second quarter. He declines
to divulge more details, saying only
that the group first has toaddressa
shareholder debt. The Edge reported
in late January that BIMB, mnnmlni
by Lembaga Tabung Haj
riously considering undertaking a
private placement of new shares to
raise funds to repay a shareholder
debt of some RM800 million ahead
of the restructuring.

“Morevisibility on BIMBs much-
talked-about restructuring plans
could fuel investor interest in the
stock, though we think consistent
delivery of robust earnings growth
would also keep the stock ona pos-
itive trajectory,” says AllianceDBS
Research ina March 4 report,

Bloomberg data shows that eight
out of nine analysts who track the
stock have a “buy ™ call onit,with one
calling a “hold". The median target
price was RM5.02

According to RHB Rezearch, the
stock still has artractive upside, not
withstanding its 19.1% year-to-date
increase, “Underlying operations con
tinue to outpace its peers while its
balunce sheet is healthy.Asinvestors
Bet greater clurity on its wtu'_ml!i.:;l
tion plans,its price-to-book multiple
will rise to levels more reflective of
its resilient profitability and pos
5 3 proxy to the largest st
Istarnic bank in Malaysia,” it says
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