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COMPANY UPDATE

CIMB Group (CIMB MK)
Resilient In The Face Of Challenges

Management remains fairly optimistic of the group’s overall outlook despite the
potential negative impact of inflationary pressure and normalisation in interest rates on
asset quality. This stems from the group’s large stock of pre-emptive provisions.
Meanwhile, strong loans growth momentum and potential cost optimisation could
provide potential earnings tailwinds. Maintain BUY and target price of RM6.00 (0.93x
2023F P/B, 9.8% 2023 ROE).

WHAT’S NEW

o Asset quality remains stable with possibility of improvement. CIMB Group (CIMB) is
confident about navigating the current economic challenges, including the impact of higher
interest rates on asset quality. This confidence stems from the group's proactive measures
to reduce risk in its loans in recent years, particularly in Indonesia and Thailand. These
efforts are evident in its gross impaired loan (GIL) ratio, which has only increased by 8bp
since 4Q22 to 3.35% in 2Q23. Management anticipates that the group’s GIL ratio will remain
stable and improve going forward. Furthermore, there are no specific large corporate
accounts under significant asset quality stress, according to management.

Sufficient management overlays to withstand potential asset quality headwinds.
Management is confident that CIMB has ample pre-emptive provisions to address any
potential GIL deterioration. Instead of reversing their surplus overlays, they have
redistributed most of their RM2.0b in overlays across various portfolios.

Credit cost to remain stable. With ample management overlays in place, there are no
foreseen upside risks to the credit cost guidance. Recently, management revised its 2023
net credit cost guidance down to 40-50bp from 45-55bp, taking into account the positive GIL
outlook and strategic allocation of overlays. We are maintaining our 40bp assumption for
2023 net credit costs, with a slight expected increase in the second half of 2023 to the
40-50bp range, compared to 38bp in the first half.

* More rational deposit competition. CIMB has reduced the rates for new fixed deposit
campaigns in Malaysia by 25bp since Apr 23, signaling a more rational deposit competition.

Sequential recovery in NIM in 3Q23. The easing of deposit competition and positive
impact of the 25bp overnight policy rate (OPR) hike in May 23 has resulted in a slight overall
goq improvement in group NIM, with the gain in Malaysia more than compensating for slight
NIM pressure in Indonesia. Nevertheless, we still expect a full-year 2023 NIM compression
of 18bp, compared to a 22bp compression in the first half of the year. This aligns with
management's forecast of -15bp to -20bp, implying a projected NIM recovery starting from
3Q23. In 2024, we project a flattish NIM trend.

KEY FINANCIALS

Year to 31 Dec (RMm) 2021 2022 2023F 2024F 2025F
Net interest income 10,936 11,623 11,292 11,787 12,458
Non-interest income 3,955 4,198 4,452 4,671 4,908
Net profit (rep./act.) 4,357 5,433 6,421 7,072 7,615
Net profit (adj.) 4,357 5,433 6,421 7,072 7,615
EPS (sen) 43.5 52.6 61.0 65.9 69.7
PE (x) 13.1 10.8 9.3 8.6 8.2
P/B (x) 1.0 0.9 0.9 0.8 0.8
Dividend yield (%) 4.0 4.6 54 5.8 6.1
Net int margin (%) 2.5 2.6 24 2.4 2.4
Cost/income (%) 51.1 47.2 48.2 47.8 471
Loan loss cover (%) 100.3 93.1 98.2 110.0 1141
Consensus net profit - - 6,512 6,975 7,531
UOBKH/Consensus (x) - - 0.99 1.01 1.01

Source: CIMB Group, Bloomberg, UOB Kay Hian

BUY

(Maintained)

Share Price RM5.68
Target Price RM6.00
Upside +10.6%

COMPANY DESCRIPTION

CIMB Group is Malaysia’s largest investment
bank and second-largest consumer bank and
one of Southeast Asia’s leading universal
banking groups

STOCK DATA
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Bloomberg ticker: CIMB MK
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Price Performance (%)

52-week high/low RM5.87/RM4.81
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Major Shareholders %
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FY23 NAV/Share (RM) 6.48
FY23 CAR Tier-1 (%) 16.23
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ESSENTIALS

¢ Non-interest income normalising downwards sequentially. Given the high base effect of
2Q23 non-interest income, due to the strong NPL recovery from CIMB Niaga, management
expects non-interest income to normalise downwards in 3Q23. Additionally, trading and forex
income has decreased qoq, but this has been partly offset by stronger fee income. Our
forecast incorporates the high base effect of non-interest income in 1H23, and we anticipate a
41.6% qoq contraction in non-interest income for 2H23.

Investment and trading income to face weakness in 4Q23. Tracking higher US Treasury
yields, the 10-year MGS has climbed from 3.92% at end-Aug 23 to the current rate of 4.22%.
This increase may result in a possibility of weakness in investment and trading income into
4Q23.

Loans growth momentum continues to track above guidance. With no significant
disbursements of large corporate loans, the momentum in loans growth for 3Q23 has slowed.
However, it is worth noting that despite this slowdown, it remains in line with management's
6-7% growth guidance for 2023 and above our relatively conservative forecast of 5%. To
recap, in the first half of 2023, the group achieved robust loans growth at 8.3%, driven by a
strong 11.2% growth in wholesale banking loans and commendable growth of 8.0% and 6.7%
in commercial and consumer banking respectively.

Slight uptick in opex growth. We anticipate opex growth to increase to around 6% yoy in
2H23, compared to 4% in the first half, primarily due to higher IT and marketing expenses.
This is expected to result in a full-year opex growth of approximately 5%, which is
commendable considering the current inflationary environment.

Opex to creep upwards in 2024. Looking ahead to 2024, we project opex growth of 6%,
compared to the past four-year average of 2.4% per annum. This higher growth assumption is
to account for an anticipated salary increase for unionised staff, even though negotiations
have not yet commenced. Management has indicated their intention to start accruing this cost
in 2024. Overall, we anticipate a slight improvement in the group's operating Jaws into 2024.
Notably, despite the significant pressure on net interest margin (NIM) in 1H23, the group still
managed to achieve positive operating Jaws.

Outlook. Management has far and large retained its key 2023 guidance of: a) ROE: 10.0-
11.0%, b) cost-to-income ratio of <46.5%, c) net credit cost range of 45-55bp, d) loans growth
of 5-6%, and e) 15-20bp NIM slippage. In comparison, we have assumed a slightly more
conservative ROE of 9.8% as inherent in management’s ROE target is a non-interest income
growth in excess of 10% vs our 6% growth assumption.

EARNINGS REVISION/RISK
¢ Unchanged.
VALUATIONS AND RECOMMENDATIONS

¢ Maintain BUY and target price of RM6.00 (0.93x 2023F P/B, 9.8% ROE). Our optimism for
CIMB is grounded in the potential for a positive ROE upside surprise, primarily fueled by
reduced credit costs, strong loan growth and cost optimisation. The company has
successfully elevated its ROE from the pre-pandemic range of 8-9% to its current level of
10%. To offer a glimpse of the potential for upside in our target price, if we were to extend our
valuations into 2024, our target price would elevate to RM6.45.

ENVIRONMENTAL, SOCIAL, GOVERNANCE (ESG) UPDATES

¢ Environmental

- Green loan commitment. To provide RM30b in sustainable financing by 2040.

- Zero new coal financing. Transition all stakeholders to zero carbon emission by 2050.
» Social

- Board and upper management gender diversity. Maintained 30% female directors on
the Board.

- Enhanced financial inclusion to B40. Provide greater financial inclusion for vulnerable
communities (affordable housing financing) and welfare assistance to vulnerable
communities especially the B40 consumers.

* Governance

- Non-independent board of directors composition. Composition of Independent Non-

Executive Directors (INED) — 60 %.

KEY ASSUMPTIONS
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Source: UOB Kay Hian
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PROFIT & LOSS BALANCE SHEET
Year to 31 Dec (RMm) 2022 2023F 2024F 2025F  Year to 31 Dec (RMm) 2022 2023F 2024F 2025F
Interest income 18,639 19,695 21,151 22,801 Cash with central bank 10,905 14,956 15,853 16,804
Interest expense (7,016) (8,403) (9,364)  (10,344) Govt treasury bills & securities 15,602 15,914 16,232 16,557
Net interest income 11,623 11,292 11,787 12,458 Interbank loans 3,096 3,378 3,686 4,021
Fees & commissions 2,227 2,383 2,454 2,602 Customer loans 394557 413,196 437,067 462,419
Other income 1,971 2,069 2,217 2,307 Investment securities 140,808 158,269 177,767 199,539
Non-interest income 4,198 4,452 4,671 4,908 Derivative receivables 18,072 20,241 22,670 25,390
Income from islamic banking 4,000 4,520 5,107 5771 Associates & JVs 2,467 2,590 2,720 2,856
Total income 19,820 20,263 21,566 23,137 Fixed assets (incl. prop.) 2,656 2,545 2,431 2,315
Staff costs (5,539) (5,767) (6,228) (6,728) Other assets 78,557 83,174 89,496 97,595
Other operating expense (3,806) (3,999) (4,071) (4,169) Total assets 666,721 714,263 767,922 827,497
Pre-provision profit 10,475 10,498 11,267 12,240 Interbank deposits 34,189 36,413 38,793 41,340
Loan loss provision (1,953) (1,709) (1,766) (1,824) Customer deposits 446,634 468,966 492,414 517,035
Other provisions (209) (350) (200) (398) Derivative payables 53,384 55,694 58,105 60,621
Associated companies 40 71 72 73 Debt equivalents 20,933 20,933 20,933 20,933
Other non-operating income 10 0 0 0 Other liabilities 47,797 62,843 84,177 109,606
Pre-tax profit 8,364 8,510 9,372 10,091 Total liabilities 602,937 644,849 694,422 749,536
Tax (2,778) (1,957) (2,156) (2,321) Shareholders' funds 62,691 68,190 72,132 76,438
Minorities (153) (131) (144) (155) Minority interest - accumulated 1,093 1,224 1,368 1,523
Net profit 5,433 6,421 7,072 7,615 Total equity & liabilities 666,721 714,263 767,922 827,497
Net profit (adj.) 5,433 6,421 7,072 7,615
OPERATING RATIOS KEY METRICS
Year to 31 Dec (%) 2022 2023F 2024F 2025F  Year to 31 Dec (%) 2022 2023F 2024F 2025F
Capital Adequacy Growth
Tier-1 CAR 15.1 16.2 16.9 17.5 Net interest income, yoy chg 6.3 (2.9) 4.4 5.7
Total CAR 19.5 212 218 224 Fees & commissions, yoy chg 6.4 7.0 3.0 6.0
Total assets/equity (x) 10.6 10.5 10.6 10.8 Pre-provision profit, yoy chg 16.3 0.2 7.3 8.6
Tangible assets/tangible common 12.1 11.8 11.9 12.0 Net profit, yoy chg 24.7 18.2 10.1 7.7
equity (x) Net profit (adj.), yoy chg 247 182 10.1 77
) Customer loans, yoy chg 8.2 4.7 5.8 5.8
Asset Quality }
) Customer deposits, yoy chg 3.2 5.0 5.0 5.0
NPL ratio 3.3 3.4 3.2 3.2 o
Profitability
Loan loss coverage 93.1 98.2 110.0 114.1 ) .
Net interest margin 2.6 24 24 24
Loan loss reserve/gross loans 3.0 33 35 37 i .
) Cost/income ratio 47.2 48.2 478 47.1
Increase in NPLs 0.3 7.8 0.5 7.4 )
) Adjusted ROA 0.8 0.9 1.0 1.0
Credit cost (bp) 495 40.0 39.0 38.0
Reported ROE 8.9 9.8 10.1 10.3
o Adjusted ROE 8.9 9.8 10.1 10.3
Liquidity .
o Valuation
Loan/deposit ratio 88.3 88.1 88.8 89.4
o . P/BV (x) 0.9 0.9 0.8 0.8
Liquid assets/short-term liabilities 6.1 6.7 6.7 6.7
o PINTA (x) 11 1.0 1.0 0.9
Liquid assets/total assets 44 48 4.7 45 )
Adjusted P/E (x) 10.8 9.3 8.6 8.2
Dividend Yield 4.6 54 5.8 6.1

Payout ratio 49.4 50.0 50.0 50.0
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH'’s total revenues, a portion of which are
generated from UOBKH’s business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.
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