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2QFY23 results: Disappointing Asset Quality and NIM Issues

KEY INVESTMENT HIGHLIGHTS
« O6MFY23's Core NP of RM262m was Within/Within our[street
forecasts: 53%,/50% of full-year forecasts.

. Management'’s tone: Apart from loan growth, unoptimistic about
2H.

. Core themes: (@) Poor asset quality and credit cost outlook, (b)
Possible backloading of OPEX, (c)

. Forecasts revised: FY23F/24F Core NP adjusted by -9%/-4%.

. Maintain NEUTRAL | Revised TP of RM1.71 | based on a revised
FY24F P/BV of 0.32x (formerly 0.34x).

Verdict: Heavy downward bias stemming from asset quality
and credit cost outlook.

1. Loan growth should remain in the double-digit category.

Nays 1. Credit cost outlook is poor, with macroeconomic indicators
unpromising. Asset quality issues persist — Affin may be
more vulnerable to May-23 OPR hike than larger banks.

OKs 1. NOII stages recovery, but unable to determine yet whether

this is sustainable.
2. So far OPEX is well below guided — but we are wary of
possible cost backloading in 2HFY23.

6MFY23’s Core net profit (NP) of RM262m up by +3%yoy. This
was largely driven by improvements in NOII offsetting weakness in NII
and cost control. Provisions and tax remained on a similar level.

2QFY23's Core NP of RM113m down by -24%qoq. Earnings were
largely dragged by higher provisions (following net writeback in the
previous quarter) and weaker NII income offsetting NOII and cost control
improvement. Loan growth was relatively muted at +2.1%qoq (bringing
the YTD to +5.3%). In contrast, deposits rose by a whopping +8.6%qoq,
largely driven by a leap in corporate deposits (which could be LTAT-
assisted).

Downside bias: Heavy provisioning, backloaded costs in 2HFY23.
Management previously guided in one of our meetings that 3Q would be
a heavy quarter for provisioning — especially with unpromising
macroeconomic indicators. We are also wary of a possible backloading of
costs — so far OPEX growth is trailing well below <10%yoy guidance for
FY23.

Have a look at:

Worrying impairments, not only from RA programmes. GILs have
risen sharply in enterprise and retail banking segments. While working
capital GIL increase was largely attributable to one specific account, there
were other concerning increases in mortgage, hire purchase and personal
financing GILs. Enterprise banking saw pressure in property, real estate,
and manufacturing segments. More concerningly, a lot of these
impairments were not part of the former RA loan watchlist — giving a bit
more unpredictability in asset quality outlook in future.
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Maintain NEUTRAL

Revised Target Price: RM1.71
(Previously RM1.82)

RETURN STATISTICS

Price @ 25 August 2023 (RM) 1.92
Expected share price return (%) -11.2
Expected dividend yield (%) +4.1
Expected total return (%) -7.1
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Price performance (%) Absolute Relative
1 month 0.0 -0.5
3 months 3.7 -5.8
12 months 0.8 4.3
INVESTMENT STATISTICS
FYE Dec FY23F FY24F FY25F
| Core NP (RM m) 448 573 631

CNP growth (%) 12 8 8

| Div yield (%) 3.2 4.0 4.3
Gross DPS (sen) 6.1 7.6 8.3
P/BV (x) 0.4 0.4 0.3
BVPS (RM) 5.1 5.3 5.5

| ROE (%) 41 5.1 5.4
MIDF/Street CNP (%) 86 98 100
KEY STATISTICS
FBM KLCI 1,444.41
Issue shares (m) 2,273.9
Estimated free float (%) 19.2
Market Capitalisation (RM’'m) 4,575.7
52-wk price range RM1.79 - RM2.33
3-mth avg daily volume (m) 1.3
3-mth avg daily value (RM’'m) 2.4
Top Shareholders (%)

LTAT 28.8
Bank of East Asia Ltd 23.9
Boustead Holdings Bhd 19.9
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Double paying of AT1 interest charges and huge corporate deposit uptake contribute to steep NIM
compression. Quarterly NIM fell by a whopping -43bps qoq, with COF increasing by +101bps gqog. Management attributes
+25bps of the COF hike to taking on new RM500m worth of AT1 bonds before getting rid of pre-existing ones (which should
be gone by July) — something we could see repeated across the sector, given the high nhumber of recent bond issuances.
We think that the huge corporate deposit uptake may have contributed to the remainder of COF spike.

There is certainly room for NIM improvement in the following quarter, given low base effects: A lack of double interest paying
following the maturity of older AT1 bonds and an overly high LCR of >200% (especially when the Group is trying to slow
down on loan accumulation).

Forecasts revised: FY23F/24F Core NP adjusted by -9%/-4%. To reflect higher credit costs and weaker NIMs for
both years. We also increase our NOII estimates for FY23F.
Key downside risks. (1) Higher-than-expected costs, (2) Elevated provisioning, (3) NII performs weaker than expected.

Maintain NEUTRAL call: Revised GGM-TP of RM 1.71 (from RM1.82). The TP is based on a revised FY24F P/BV of
0.32x reflecting altered earnings prospects and ROE-based valuations. (GGM assumptions: FY24F ROE of 5.2%, LTG of
4.5% & COE of 6.6%).

Fig 1: QoQ P/L walk (Quarterly results) Fig 2: YoY P/L walk (Quarterly results)
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Fig 3: YoY P/L walk (Cumulative results)
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Fig 4: Quarterly results

FYE Dec (RM m)
Net interestinc.
Islamic banking inc.
Non-interestinc.
Net income
OPEX

PPOP

Loan provisions
Other provisions
JV & Associates
PBT

Tax
Discontinued ops
NCI

Reported NP
Core NP

Total NII
Total NOII

Gross DPS (sen)
Core EPS (sen)
Gross loans

Gross impaired loans
Customer deposits
CASA

Ratios (%)
ROE (Ann.)
NIM (Reported)
NOII/Netincome
Cost/Income
NCC (Ann.) (bps)
GIL ratio
Loan loss coverage
CASAr atio
L/D ratio
CET-1

Source: Affin Bank, MIDFR

2QFY23
203
145
157
505
(316)
188
(20)
(30)
11
150
(37)

113
113

348
157

5.0
62,468
1,112
71,511
16,599

2QFY23
41
1.33
31.1
62.7
14
1.78
128
232
85.4
14.7

1Q FY23
234

154

107

494
(330)
164

19
196
(47)

149
149

388
107

6.6
61,164
1,201
65,870
14,698

1Q Fv23
5.5
1.76
216
66.8
(4)
1.96
117
223
90.7
146

2Q FY22
260
164
80
504
(309)
194
(38)
0

18
174
(45)
29
(11)
147
129

424
80

6.1
55,429
1,262
64,452
13,855

2Q FY22
5.1
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15.8
61.4
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Yoy (%)
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-12
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-1.0
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-13
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2.1

-74
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Qoq (ppts)

-1.4
-0.43
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4.1
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-0.18
11
0.9
-5.4
0.1

1H FY23
436
299
264
999
(646)
353
(14)
(22)
30
346
(84)

262
262
736

264
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4.8

1.57
26.4
64.7
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1H FY22
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313
151
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348
(58)
20
30
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Yoy (%)
-11
-4
75
5

75

n.m.
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Fig 5: Retrospective performance (Income Statement)

Surprise? Surprise?

Qoqg/Yoy ks Qog/Yoy

Metric

RM mil 113 Qtr value 4.1%
Qurly EEPLUNISECNIN o
Core Y
N3 Qo Byi7el ROE 'X| 5.5%

5.1%

Yoy -12% t-4

RM mil 262 Cum value 4.8%
Within our forecast
53% of FY CNP
Within consensus

50% of FY CNP

Cum
Core
NP

Cum
ROE

Yoy 3% 5.0%
-ve surprise -ve surprise
Qtr value 1.33
Cum value 1.57
Qtr (Qoq) -10% Qtr (Qoq) -43bps
Qtr (Yoy) -18% Qtr (Yoy) -66bps
Cum (Yoy) -8% Cum (Yoy)  -42bps
As expected % NII 69%
Qtr (Qoq) 47% % NOII 31%
Qtr (Yoy) 97% % NII 74%
Cum (Yoy) 75% % NOII 26%

As expected As expected

Qtr value 62.7%

PEX el yaCum value  64.7%
Qtr (Qoq) -4% WRUIENOr (Qog)  -4.1%

Qtr (Yoy) 2% Qtr (Yoy) +1.3%

Cum (Yoy) 7% Cum (Yoy) +1.2%

Source: Affin Bank, MIDFR
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Notes (Cum = Cumulative, Qtr = Quarterly)

A decent quarter, despite NIM compression.

Decent but we are wary of a difficult 2H.
Especially from a credit cost standpoint. OPEX was also
relatively muted in 1H — this may be backloaded into 2H.

Double counting AT1 bond interest payments dragged NIMs
downwards - NIM compression was already sizeable
enough without it (likely due to huge increase in deposits
qog.

COF went up by 100bps gog — management attributes 25bps to
the double counting issue. For the record, the bank issued
RM500m AT1 bonds in June — while its preexisting financing is
set to expire in July.

Strong improvement on both fee and non-fee side.
However, we may have to wait a few more quarters to see if this
is sustainable.

Good cost control this quarter — is Affin backloading costs?
Cost was surprisingly well maintained for now, trailing well below
<10% guidance. However, there could be potential for a OPEX-
heavy 2H. After all, management has highlighted ambitious
spending plans in Sarawak.
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Fig 6: Retrospective performance (Balance Sheet, Dividends, and anything extra)

. Surprise? . Surprise? _ . _
Metric Qog/Yoy Metric Qog/Yoy Notes (Cum = Cumulative, Qtr = Quarterly)
As expected A bit lacklustre, but mgmt is confident in its 2H corporate
Qoq 2 1% pipeline.
Loans Management has been pumping on the brakes in lower-yield
Y 12.7% loan segments, but we should only see weaker growth reflected
YTD (FY) 5.3% in FY24.

Very strong quarterly growth.
This rate of growth is very drastic, driven by corporate deposits
— we believe there might be intervention from LTAT.

+ve surprise +ve surprise

Depo. &l 8.6% Ne¥ Y. WQ0q 12.9%
grwth & 11.0% EeIAUUUNY oy 19.8%
YTD (FY)  10.0% YTD (FY) 8.8%
As expected As expected

(o7 %y Value now  23.2% W/pJlValue now  85.4%
ratio (el +0.9% [MEUNO0q -5.4%
+1.7% +0.9%

Yoy Yoy

As expected As expected GIL has reduced due to the great number of write-offs — but

Value now  1.78% ENNNesValue now  128% ther(_a‘_are concerning developments. . .
) Significant improvement in corporate portfolio but enterprise and

Qoq -18bps EUIENQoq +11%  community side see sharp upticks. More specifically, a
Yoy -50bps +519 concerning rise in residential mortgages, hire purchases and
JE—— personal financing.

Yoy

As expected

Decent provision  JBFGRFEES  Decent provision  Upticks are not only flooding in from RA programmes but also
Value now  14bps NG Valuenow  5bps due to OPR hikes. Property, real estate, and manufacturing are
cc weak points.

t-1 -4bps
t-4 30bps t-4 22bps

Decent-sized provision.

No divvy Very healthy.

As expected Div As expected
Value now  14.7% [ENBPayout -
Qoq 0.1%

Healthy level

CET1

Others:
Source: Affin Bank, MIDFR
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Fig 7: Targets, Achievements, and Outlook

Targets

ROE

CIR

NIM

NOIl

Loans

Deposits

% CASA

Loan/Depo

GIL ratio

GCC (bps)

LLC

CET1

Div payout

FY23F

5.8 (PBT:
RM850m)

7.0(PBT:
RM-1b)

<60.0
<545

1.86
211
(-15bps
FY22's
2.01)

12

25

2.00
190

30

100-110

Source: Affin Bank, MIDFR

1H FY23

Notes (Red: New guidance, Strikethrough--Guidance-is-he-longerpertinent)

4.8 Unlikely to be achieved.

64.7

75% (yoy)

5.3 (YTD)

10.0 (YTD)

23.2

85.4

1.78

128

14.7

OPEX to rise by <10%.

Unlikely to be achieved. NIM should at least pick up from this quarter, given that
AT1 double counting issue should be resolved before the end of 3QFY23. LCR
could also go down in the following quarter, supplying some upside to NIMs.

The group is confident in its 2H pipeline.

Unlikely to be achieved.

Unlikely to be achieved, mgmt does not sound confident. Also, best not to expect
any major writebacks until FY24.
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FINANCIAL SUMMARY
INCOME STATEMENT

FYE Dec (RM m) Fy21
Interest income 1,670
Interest expense (776)
Net interest income 894
Islamic banking inc. 549
Other operating inc. 401
Net income 1,845
OPEX (1,139)
PPOP 706
Loan allowances (165)
Other allowances (57)
JV & Associates 45
PBT 529
Tax & zakat (95)
Discontinued ops 147
NCI (53)
Reported NP 527
Core NP 434
Total NIl 1,444
Total NOII 401
BALANCE SHEET

FYE Dec (RM m) FY21
Cash & ST funds 7,564
Investment securities 15,911
Net loans 50,528
Other IEAs 0
Non-IEAs 4,425
Total assets 78,429
Customer deposits 58,794
Other IBLs 6,868
Non-IBLs 2,833
Total liabilities 68,495
Share capital 4,969
Reserves 4,920
Shareholders' funds 9,889
NCI 45
Total equity 9,934
Total L&E 78,429
Total IEAs 74,004
Total IBLs 65,663
Gross loans 51,417
CASA 13,540

Source: Affin Bank, MIDFR

FINANCIAL RATIOS
FYE Dec (RM m)
Interest (%)

NIM

Return on [EAs
Cost of funds

Net interest spread

Profitability (%)

ROE

ROA

NOI/Net income
Effective tax rate
Cost/Income

Liquidity (%)
Loan/Deposit
CASA ratio

Asset Quality (%)
GIL ratio

LLC ratio

LLC (w. reserves)
Net CC (bps)

Capital (%)
CET 1

Tier 1 capital
Total capital

Growth (%)
Total NIl
Total NOII
Net income
OPEX
Core NP

Gross loans
Customer deposits
CASA

Valuation metrics
Core EPS (sen)
Gross DPS (sen)
Div payout (%)
BVPS (RM)

Core P/E (x)
Div yield (%)
P/BV (x)
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FY22 FY23F FY24F FY25F

1.80 1.96 2.04
2.52 2.58 2.59
1.53 141 1.32
0.99 117 1.27

4.1 51 5.4
0.5 0.6 0.6
275 249 241
22.8 22.8 22.8
65.0 62.5 62.0

89.5 89.6 89.5
21.7 23.0 23.0

2.00 1.96 1.96
105 100 100
141 145 148

28 20 18

14.2 185 12.8
{515 14.7 13.9
17.8 17.0 16.1

-9.6 11.2 7.2
71.0 =52 2.6
3.9 7.2 6.0

553 Sl 5.2
124.3 27.8 10.2

12.0 8.0 8.0
11.8 8.1 8.1
34 14.6 8.1

20.7 26.4 29.1

6.1 7.6 8.3
30 30 30
Bl 53 515

9.3 7.3 6.6
3.2 4.0 4.3
0.4 0.4 0.3
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MIDF RESEARCH is part of MIDF Amanah Investment Bank Berhad (197501002077 (23878 — X)).
(Bank Pelaburan)
(A Participating Organisation of Bursa Malaysia Securities Berhad)

DISCLOSURES AND DISCLAIMER

This report has been prepared by MIDF AMANAH INVESTMENT BANK BERHAD (197501002077 (23878 — X)) for distribution to and use by its
clients to the extent permitted by applicable law or regulation.

Readers should be fully aware that this report is for information purposes only. The opinions contained in this report are based on information
obtained or derived from sources that MIDF Investment believes are reliable at the time of publication. All information, opinions and estimates
contained in this report are subject to change at any time without notice. Any update to this report will be solely at the discretion of MIDF
Investment.

MIDF Investment makes no representation or warranty, expressed or implied, as to the accuracy, completeness or reliability of the information
contained therein and it should not be relied upon as such. MIDF Investment and its affiliates and related BNM and each of their respective
directors, officers, employees, connected parties, associates and agents (collectively, “"Representatives”) shall not be liable for any direct,
indirect or consequential loess, loss of profits and/or damages arising from the use or reliance by anyone upon this report and/or further
communications given in relation to this report.

This report is not, and should not at any time be construed as, an offer, invitation or solicitation to buy or sell any securities, investments or
financial instruments. The price or value of such securities, investments or financial instruments may rise or fall. Further, the analyses
contained herein are based on numerous assumptions. This report does not take into account the specific investment objectives, the financial
situation, risk profile and the particular needs of any person who may receive or read this report. You should therefore independently evaluate
the information contained in this report and seek financial, legal and other advice regarding the appropriateness of any transaction in securities,
investments or financial instruments mentioned or the strategies discussed or recommended in this report.

The Representatives may have interest in any of the securities, investments or financial instruments and may provide services or products to
any company and affiliates of such BNM mentioned herein and may benefit from the information herein.

This document may not be reproduced, copied, distributed or republished in whole or in part in any form or for any purpose without MIDF
Investment’s prior written consent. This report is not directed or intended for distribution to or use by any person or entity where such
distribution or use would be contrary to any applicable law or regulation in any jurisdiction concerning the person or entity.

MIDF AMANAH INVESTMENT BANK: GUIDE TO RECOMMENDATIONS

STOCK RECOMMENDATIONS

BUY Total return is expected to be >10% over the next 12 months.
TRADING BUY Stock price is expected to rise by >10% within 3-months after a Trading Buy rating has been assigned due to positive newsflow.
NEUTRAL Total return is expected to be between -10% and +10% over the next 12 months.
SELL Total return is expected to be <-10% over the next 12 months.
TRADING SELL Stock price is expected to fa//by >10% within 3-months after a Trading Sell rating has been assigned due to negative newsflow.

SECTOR RECOMMENDATIONS

POSITIVE The sector is expected to outperform the overall market over the next 12 months.
NEUTRAL The sector is to perform in line with the overall market over the next 12 months.
NEGATIVE The sector is expected to underperform the overall market over the next 12 months.

ESG RECOMMENDATIONS* - source Bursa Malaysia and FTSE Russell

18202074 Top 25% by ESG Ratings amongst PLCs in FBM EMAS that have been assessed by FTSE Russell

Yoot Top 26-50% by ESG Ratings amongst PLCs in FBM EMAS that have been assessed by FTSE Russell
o Top 51%- 75% by ESG Ratings amongst PLCs in FBM EMAS that have been assessed by FTSE Russell
* Bottom 25% by ESG Ratings amongst PLCs in FBM EMAS that have been assessed by FTSE Russell

* ESG Ratings of PLCs in FBM EMAS that have been assessed by FTSE Russell in accordance with FTSE Russell ESG Ratings Methodology



