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RCE Capital Bhd (rce mk)

Much room to grow

Initiating with a BUY, TP of MYR1.60

RCE Capital is principally involved in the provision of general financing
services, the ultimate borrowers being government civil servants. With
an estimated market share of the civil servant financing market of just
about 1% currently, there is room to grow, especially amid sustained
demand for personal loans. We find the shares attractively valued and
initiate with a BUY and TP of MYR1.60 (+32% upside), based on a CY17F
P/BV of 1.25x (ROAE: 14%).

Resuming its growth path

Having seen its loan book contract in FY11-14 due to increased
competition and regulatory controls over personal financing, RCE Capital
has spent the past few years restructuring, tightening credit controls,
and improving its capital structure. Asset quality is greatly improved, and
financially, the group is on a much sounder footing to resume its growth
path. With demand for personal financing holding up, we estimate loan
growth to average 14% over the next three years.

Healthy earnings growth, superior returns

We project a 3-year net profit CAGR of 19%, backed by robust loan
growth and higher commission income, mitigated in part by narrower
margins and higher credit cost assumptions. We project RCE Capital’s
ROE to rise to 14.5% in FY18 from 7.7% in FY16. This compares favourably
against sub-10% earnings growth and ROEs of 10% for the banking sector.

Valuations are attractive

The stock trades at a CY17 P/E of just 6.9x - an 18% discount to AEON
Credit and a 39% discount to the banks, despite a higher 3-year net profit
CAGR of 19% vs AEON Credit’s 9.5% (consensus) and the banking sector’s
5%. Undoubtedly a discount to the banks is warranted given that its
business is riskier but we expect this valuation gap to narrow as the
market slowly recognizes RCE Capital’s strengthened asset position,
improved earnings quality, stronger growth prospects and better returns.

FYE Mar (MYR m) FY15A FY16A FY17E FY18E FY19E
Operating income 107 121 140 166 186
Pre-provision profit 65 80 101 123 140
Core net profit 36 40 54 62 67
Core EPS (MYR) 0.09 0.12 0.16 0.18 0.20
Core EPS growth (%) 748.3 35.9 27.3 15.1 8.7
Net DPS (MYR) 0.06 0.46 0.04 0.05 0.05
Core P/E (x) 13.3 9.8 7.7 6.7 6.2
P/BV (x) 0.7 0.9 1.0 0.9 0.8
Net dividend yield (%) 5.0 37.6 3.3 3.7 4.1
Book value (MYR) 1.70 1.34 1.17 1.31 1.46
ROAE (%) 6.0 7.7 12.5 14.5 14.2
ROAA (%) 2.8 2.8 3.1 3.0 2.9
Consensus net profit - - na na na
MKE vs. Consensus (%) - - na na na
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RCE Capital is principally involved in the provision of

general loan financing services.
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RCE Capital Bhd

Value Proposition

= RCE Capital is principally involved in the provision of
personal financing, the ultimate borrowers being civil
servants.

= With a loan portfolio of just MYR1.4b in size, its market
share among its personal finance market peers is
estimated to be just about 1%, providing much room for
growth.

= With decent earnings growth, we forecast RCE Capital’s
ROEs will rise and surpass that of the average for the
overall banking industry.

ROAE and ROAA trends
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Financial Metrics

= Having introduced a more comprehensive credit scoring
model in 2013, the company is once again on a growth
path, with loan growth expected to average 14% YoY over
the next 3 years.

= With proper credit controls in place, asset quality is much
stronger than before, with newer loans that are smaller in
size and NPL ratios that are less than 2%.

= As it is not a deposit-taking institution, RCE Capital will
have to leverage up to support business growth, but we do
expect gearing levels to remain manageable.

= Looking forward, we project a 3-year revenue and net
profit CAGR of 19% respectively.

Revenue and profit growth trends recovering from FY13
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Price Drivers
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BNM imposed a 10-year tenure cap on personal financing
and a debt service ratio of 60%.

Proposed a special interim DPS of 10.5sen.

Proposed a capital repayment of MYR0.075 for each
ordinary share of MYR0.10 and a 4-into-1 share
consolidation.

. Strong 1QFY17 results - revenue rose 39% YoY, while net

profit jumped 86% YoY.

Swing Factors

Upside

Growth in the Government workforce and ongoing
financial support from the Government are factors that
will continue to support personal loan demand.
Competitors have eased off their lending activity, thus
providing more room for RCE Capital to gain market
share.

Lower interest rates could enhance margins if funding
costs can decrease.

Downside

Rising household debt could crimp repayment ability.

RCE Capital does not have access to CCRIS just yet, which
makes the assessment of a borrower’s total indebtedness
difficult.

MFRS9 takes effect from Jan 2018 and could result in
higher credit cost moving forward.

Asset-liability duration mismatch may be a funding
concern if there is a liquidity crunch.

Without deposit-taking capabilities, RCE Capital will have
to leverage up for growth.

desmond.chng@maybank-ib.com I
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RCE Capital Bhd Maybankua Research

Investment summary

Potential beneficiary of upcoming Budget

The size of the civil service has expanded at an annual rate of about 7% over the
past four years to about 1.6 million currently, while the Federal Government’s
emoluments to the civil service have steadily grown at a CAGR of 10% over the
past 15 years. Budget 2016 saw much financial support being provided to civil
servants. With talks of an early General Election in 2017, Budget 2017 could be
just as generous, and this could further spur civil service financing demand.

The potential to gain market share

Since the imposition in 2013 of tighter controls over personal financing by Bank
Negara Malaysia (BNM) (e.g. a 10-year cap of loan tenures and a debt service
ratio of 60%), key players in this market, such as Bank Rakyat, Bank Simpanan
Nasional, and Malaysia Building Society (MBS MK, Not Rated) have seen loan
growth taper off over the past 2-3 years. With a loan book of just MYR1.4b in size
at end-Mar 2016, RCE Capital’s market share of financing civil servants is
estimated to be just about 1%. There is scope and room for the group to grow its
market share, especially since some of its peers have shifted focus away from the
personal financing space.

Learning from the past

RCE Capital has been profitable throughout the past 10 years, but earnings took a
dive in FY13/14 when the imposition of tighter regulations forced it to make
sizeable provisions against its loan book. But it was during this period that it also
decided to strengthen asset quality with the introduction of a credit scoring
system. Today, loans extended are more manageable in size and shorter in
tenure, while asset quality has significantly improved. This clean-up has
essentially put the group on a stronger footing for growth in the coming years.

Gearing levels are still manageable

Being a non-deposit taking institution, we expect RCE Capital to leverage up to
support business growth. We project its net gearing to rise to about 2.9x as at
end-Mar 2019 from 1.9x end-Mar 2016. This is still manageable, in our view, in
contrast to AEON Credit’s net gearing ratio of 4.6x at end-Feb 2016. That the
group has started issuing long-term debt to finance its personal loans, which
currently average about 7-8 years in tenure for new loans, is positive in terms of
balancing the present asset-liability duration mismatch in its books.

Decent earnings growth, robust returns

We project a 3-year (FY16-19) revenue and net profit CAGR of 19% respectively,
backed by robust loan growth and higher commission income, mitigated in part
by higher credit cost assumptions. We project RCE Capital’s ROEs to rise to 14.2%
in FY19 from 7.7% in FY16, with average ROAs of 3%. This compares favourably
against the sub-10% earnings growth and estimated ROEs/ROAs of just 10% and
1%, respectively for the banking industry.

Several risk factors to consider

One of the key risks is that RCE Capital does not have access to CCRIS and cannot
therefore fully assess the total indebtedness level of its borrowers. The other risk
is the rise in living costs and household debt, which could crimp borrowers’
repayment capabilities and contribute to asset quality issues.

September 20, 2016



RCE Capital Bhd

Background and group structure

RCE Capital was incorporated as Leong Tian Tin Mines Ltd on 18 Dec 1953. Its
name was changed to Rediffusion Bhd on 25 Sept 1993, and to RCE Capital on 9
Oct 2003. It was listed on the Second Board of Bursa Securities on 20 Sept 1994,
and was subsequently transferred to the Main Board on 23 Aug 2006.

In early-2007, RCE Capital acquired AMDB Factoring (renamed RCE Factoring),
which provides credit factoring solutions. In Oct 2014, it acquired a 100% stake in
Strategy Interaksi for MYR20,000. Strategy Interaksi fully owns EXP Payment Sdn
Bhd, which is involved in the processing and administration of payroll collections.

As such, the group’s principal activities today are generated out of three wholly-
owned subsidiaries. These are: RCE Marketing Sdn Bhd (RCEM), which is involved
in the provision of personal financing; EXP Payment Sdn Bhd, which is involved in
the processing and administration of payroll collections; and RCE Factoring Sdn
Bhd, which provides credit factoring solutions to commercial businesses.

Through EXP Payment, RCE Capital has started venturing into the field of salary
collection, with its collection management system, which provides an alternative
payment solution to Biro Perkhidmatan ANGKASA (ANGKASA’s Service Bureau).

RCEM is the primary contributor to group earnings. EXP Payment is in its infancy
stage while RCE Factoring made a small net loss of MYR1.8m in FY16 (against a
group net profit of MYR39.6m).

Group structure
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Shareholding structure

RCE Capital’s ultimate shareholder is Tan Sri Azman Hashim, who holds an
effective 63.13% stake (as at 31 Aug 2016) in the group via Cempaka Empayar,
which in turn is 100% owned by Amcorp Group. Amcorp Group is his private
equity flagship company that was listed in 1961, but privatised in 2006. Amcorp
Group also holds a 12.97% stake in AMMB Holdings (AMM MK, HOLD) and a 70.94%
stake in Amcorp Property Bhd, a property development company.

September 20, 2016
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Group structure

Tan Sri Azman Hashim
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(a) Listed on Main Market of Bursa Malaysia

b) Net of treasury shares

c) Not inclusive of approximately 0.03% of equity interest in Amcorp Properties Berhad, directly held by Tan Sri Azman Hashim.
] Not inclusive of approximately 0.23% of equity interest in RCE Capital Berhad, directly held by Tan Sri Azman Hashim.

Source: Company

The Board of Directors

RCE Capital’s Board of Directors comprises seven members, including three Non-
Independent Non-Executive Directors (including the Chairman) and four
Independent Directors. The high proportion of Independent Directors, which
make up more than half the Board, reflects the Board’s commitment to maintain
strong representation of Independent Directors to ensure that the interests of
minority shareholders, and not only the interest of a particular fraction or group,
are taken into account.

RCE Capital’s Chairman is En Shahman Azman, aged 41,
who is also Tan Sri Azman Hashim’s son. After
graduating from Chapman University, U.S.A. with a
Bachelor of Communications, En Shahman joined
Amcorp Group in 1996 and held various positions within
the group before he was appointed to the RCE Board on
2 June 2008, and was later designated Non-
Independent, Non-Executive Chairman on 1 Apr 2015.

RCE Capital’s CEO is Mr Loh Kam Chuin, age 49, who
was appointed to the position on 1 Mar 2010. Mr Loh
holds a Bachelor of Business-Banking and Finance from
the University of South Australia. Upon graduation in
1989, he joined Southern Bank Berhad in the Personal
Banking Division. In 1995, he joined Fulcrum Capital, a
wholly-owned subsidiary of Amcorp Group, as Manager,
and was promoted to Senior Manager and later
Associate Director of FCSB prior to joining RCE. In 2001,
he was appointed Director of RCE Marketing, and since
2006, held the post of Executive Director, Corporate
Affairs prior to his current appointment.
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RCE Capital Bhd

RCE Capital’s business model

RCE Capital is principally involved in the provision of general financing services
through RCEM and its business partners, and the ultimate borrowers are
government civil servants.

Unlike typical financing arrangements, RCEM employs a unique distribution and
collection mechanism. Under non-contractual arrangements that RCE has with
various cooperatives and foundations, loans are channelled to these organizations
for the purpose of lending to their end-borrowers who are government
employees, via a personal loan scheme with direct salary deduction.

A point to note is that RCEM does not fall directly under the purview of Bank
Negara Malaysia (BNM). It holds a money lending license under the Moneylenders
Act, 1951, which is granted by the Ministry of Housing and Local Government.
Under the new Financial Services Act, however, BNM’s powers are wide-reaching
and it could regulate RCEM, if need be. As it stands, RCEM does provide quarterly
reports to BNM.

RCEM’s business partners

Prior to 2011, RCEM had non-contractual arrangements with three main
cooperatives, namely Koperasi Belia Nasional Bhd (KOBENA), Koperasi Sejati Bhd
(KSB), and Koperasi Wawasan Pekerja-Pekerja Bhd (KOWAJA) to provide financing
services to their members who are in the civil service.

In 2011, it ceased doing new business with the cooperatives and embarked on a
new relationship with two new business partners (i.e. Yayasan lhsan Rakyat (YIR)
and Yayasan Dewan Perniagaan Melayu Perlis or YYP). In fact, collections over
the past five years have mainly originated through YIR and YYP, which is still the
case today.

RCEM’s business model
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RCE Capital Bhd

Two main collection agents

Loans to the civil servants are typically repaid through non-discretionary monthly
salary deductions, and these are processed by two main collection agents (i.e.
Angkatan Koperasi Kebangsaan Malaysia (ANGKASA) and the Accountant General’s
Department or AG). Collections by ANGKASA/AG are deposited directly into trust
accounts, to which RCEM has direct assignment over the money.

About ANGKASA

ANGKASA (National Co-operative Organisation of Malaysia), is the apex
organisation for cooperatives in Malaysia. Its Board includes a representative
from the Ministry of Entrepreneur and Co-operative Development and the
Ministry of Finance.

In addition to fulfilling its specific objectives in the development of member co-
operatives, ANGKASA also provides salary deduction services for its co-operative
members, who are government employees, to pay their loans and to make other
payments (e.g. insurance premiums and monthly subscriptions to their
respective co-operatives).

The salary deduction scheme is done by: 1) liaising with employers of the
members (i.e. the various government departments and agencies); 2) making
monthly pay deductions from members’ salaries; and 3) crediting these
deductions to the co-operatives’ accounts.

Source: www.angkasa.coop

Cooperatives in Malaysia

All cooperatives are legislated under the Cooperatives Act, 1993, and fall under
the purview of Suruhanjaya Koperasi Malaysia (Cooperatives Commission
Malaysia). There are various cooperative types - finance, housing, consumer,
transport, farming, industrial, construction and services. The finance related
cooperatives provide loans, mortgages, investment and insurance services to
members, mainly salaried employees in the civil and private sectors.

As at June 2015, there were 12,493 cooperatives in Malaysia with a total
membership of 7.42m of which 598 cooperatives with a total membership of
1.35m were involved in financing activities.

Source: Suruhanjaya Koperasi Malaysia

The underwriting process

The cooperatives and foundations employ marketing representatives who are
tasked with sourcing for new borrowers among the civil servants. RCEM is
responsible for hiring these marketing representatives and receives a fee from
the cooperatives and foundations for services such as these. It was in May 2013
that RCEM introduced a more comprehensive credit assessment system. Coupled
with more stringent lending criteria, RCEM’s default experience has since
improved significantly. Preliminary assessments of loan applications are
conducted with an expected turnaround time of 48 hours.

However, one major limitation at this stage is that RCEM does not have access
to BNM’s Central Credit Reference Information System (CCRIS), a database
system that contains credit information of about nine million borrowers in
Malaysia. This system, which is made available to financial institutions, is the
most comprehensive database in the country of a borrower’s total indebtedness.
RCEM’s application for access to BNM’s CCRIS is in progress, but it does mean
that at this point in time, the company cannot assess the full extent of a
borrower’s outstanding liabilities, especially if they have borrowings from other
financial institutions in the country.

September 20, 2016
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RCE Capital Bhd

RCEM’s main competitors

RCEM’s main competitors in the personal lending to government civil servants
space would be the Non-Bank Financial Institutions (NBFls), such as Bank
Kerjasama Rakyat Malaysia Bhd (Bank Rakyat), Malaysia Building Society (MBSB;
MBS MK, Not Rated), Bank Simpanan Nasional (BSN) and Bank Islam (100%-owned
by BIMB Holdings; BIMB MK, BUY). AEON Credit (ACRS MK, Not Rated), is a
competitor too, but we estimate that civil servants make up just about 25% of its
borrowers.

Other competitors would include some of the commercial banks as well as other
cooperatives, such as Koperasi Wawasan Malaysia, Koperasi Pendidikan Usahawan
and Koperasi Pendidikan Islam Malaysia, among others.

The likes of Bank Rakyat, MBSB, BSN and the cooperatives hold either the
ANGKASA or AG code, and can therefore extend loans directly to civil servants.
Commercial banks, meanwhile, may only, as in RCEM’s case, provide financing to
the cooperatives/foundations, which would then on-lend to civil servants.

The largest players in this space would be Bank Rakyat, MBSB, BSN and Bank
Islam. As the chart below indicates, Bank Rakyat is by far the dominant player in
the industry, with a total personal loan portfolio of MYR53b as at end-Dec 2015.
Put into perspective, RCEM’s total loans outstanding of MYR1.4b as at end-Mar
2016 is but a drop in the ocean, making up just 1.4% of the total personal loans
extended by these five entities of MYR99b.

Personal loans outstanding (end-2015)
(MYR'm)

60,000 -
52,974

50,000 -
40,000 -
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20,000 -

11,115 10,330
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Bank Rakyat MBSB BSN Bank Islam RCE Capital

Source: Companies
Note: End-2014 for BSN, end-Mar 2016 for RCE Capital
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Personal debt in Malaysia

Malaysia’s household (HH) debt has been rising over time and amounted to
MYR1.03tn as at end-2015. Breaking this down into its components, residential
property loans accounted for the bulk at 48.6% of total HH debt, followed by hire
purchase financing (15.5%) and personal financing (15%). This implies that
personal financing totalled about MYR154b as at end-2015.

Household sector: Profile of borrowings and financial assets
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Source: BNM Financial Stability & Payment Systems Report 2015

In a best effort basis to break personal lending down according to the primary
lenders, the table below shows that the NBFIs account for the lion’s share, with
the banking system making up just 34.5% of total personal loans in the industry.
Bank Rakyat’s market share alone (34.3%), is almost as large as that of the entire
banking industry’s. In fact, RCEM would account for just about 0.9% of total
personal household loans.

Personal financing by lender (as estimated by Maybank KE Research)

Entity (MYR'm) % of total As at
Bkg sys ex Bk Islam 53,372 34.5% 31.12.15
Bank Rakyat 52,974 34.3% 31.12.15
MBSB 23,182 15.0% 31.12.15
BSN 11,115 7.2% 31.12.14
Bank Islam 10,330 6.7% 31.12.15
RCE 1,365 0.9% 31.3.16
AEON Credit 1,195 0.8% 28.2.16
Others 1,058 0.7%

Total 154,590 100%

Source: BNM, Companies, Maybank KE
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RCE Capital Bhd

RCE Capital’s profit track record

Up to FY11, RCE Capital’s earnings had expanded at a robust pace, with a 7-year
CAGR (FY04-FY11) of 25%. This uptrend was halted in FY12 when its largest
borrower, KOWAJA, had to temporarily cease the disbursement of loans. But the
biggest negative impact stemmed from the imposition of personal lending caps in
July 2013 by BNM. Coupled with having to set aside additional provisions against
its loan book, RCE Capital’s net profit plunged to just MYR10m in FY13 from
MYR101m in FY12. It has been clawing its way back up the profitability ladder
since then.

RCE Capital’s net profit and shareholders’ funds trend (FYE3/04 - FYE3/16)
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Source: Company

Temporary setback in 2010....

Nov 2010 saw a temporary setback when KOWAJA, RCEM’s largest borrower,
announced that it had to momentarily cease the disbursement of loans from 1
Dec 2010, pending a complete endorsement from Suruhanjaya Koperasi Malaysia
(SKM) that it was in full compliance with SKM’s guidelines.

In June 2011, KOWAJA received approval from SKM to re-obtain funding from
RCEM, subject to a limit of MYR300m. The approval, meanwhile, was subject to
stringent operational and funding requirements, among others. The funding
conditions comprised pricing caps, security/collateral restrictions and structuring
limitations.

Given the seven-month hiatus, RCE Capital’s loan portfolio contracted 10% in
FY12 and 1% in FY13.
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Tighter lending guidelines in 2013...

In 2009, MBSB burst aggressively into the personal financing space, with a 4-year
CAGR (2008-2012) of 169%, and its personal loans portfolio ballooned from just
MYR342m in 2008 to MYR17.8b by 2012. Competition among the players heated
up and soon, institutions were extending personal loans of up to 20-25 years in
tenure (as opposed to 5-7 years for loans extended by the commercial banks).

Concerned over the rise in household debt, which stood at 82.9% at end-Mar
2013, BNM announced several restrictions in July 2013 that included: 1) a
maximum tenure of 10 years for personal financing and 35 years for residential
and non-residential properties; and 2) prohibition of pre-approved personal
financing products. We understand that it also encouraged banks and NBFIs to
comply with a debt/service ratio (DSR) cap of 60% for urban borrowers with
income of <MYR5k/month and sub-urban borrowers with income of
<MYR3k/month. These curbs had the greatest impact on the businesses of the
NBFls, for with the DSR cap, a large segment of their would-be borrowers were
no longer eligible for financing.

RCEM’s loan book was marginally impacted, declining 2% in FY14, but the biggest
impact was to its bottom line. A decision was made to revalue its receivables
that were up to 25 years in duration, in light of the shorter tenure imposed by
BNM. This resulted in higher provisions and a plunge in RCE Capital’s net profit to
just MYR10m in FY13 and MYR13m in FY14, from MYR101m in FY12.

RCE resumes growth path, others have seen a tapering

Since the imposition of the DSR and personal loan tenure caps in 2013, personal
lending across the key players tapered off in the subsequent years. MBSB, for
instance, saw its lending to this segment contract 1% YoY in 2015.

Bucking the trend is RCE. Not only has its loan portfolio expanded for the second
consecutive year, after four consecutive years of contraction, but the pace has
gathered momentum too, rising at a double-digit rate of 17% YoY in FY16 after
the growth of 11% in FY15.

That RCE’s loan base had contracted between FY11 and FY14 may be attributed
in large part to (i) the aggressive refinancing of loans by borrowers, in favour of
institutions that were offering much more attractive financing packages; as well
as (ii) much lower financing activity post BNM’s caps.

The resumption of growth at a double-digit pace is therefore a function of (i)
RCEM’s readiness to resume lending post the introduction of its credit scoring
model, (ii) a lower loan base (total gross loans end-Mar 2016 of MYR1.36b was
just 13% higher than RCE’s end-Mar 2010 peak of MYR1.20b) and (iii) the shift
away from personal financing by some of its competitors towards other areas
such as home and commercial/corporate financing.

YoY personal loan growth since 2012 to 2015

Bk Rakyat BSN MBSB Bk Islam RCE
2012 15% 23% 104% 75% -1%
2013 7% 17% 32% 26% -2%
2014 8% 0% 0% 15% 1%
2015 5% NA -1% 8% 17%

Source: Companies; Data is from FYE3/09 to FYE3/16 for RCE
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Relies on debt and equity for funding

RCE Capital is not a deposit-taking institution, which is why it does not fall
directly under the ambit of BNM. It therefore relies heavily on the debt market
for its funding needs, and borrowings have typically been in the form of Cagamas
loans, term loans, and revolving credits.

Borrowings profile

1,182
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Source: Company

Issuing longer term papers

One of the issues with its funding profile is the short-term nature of debt that it
had been taking on in the past which results in an asset-liability duration
mismatch, especially since its entire personal loan portfolio averages about 17
years in duration. To remedy this in part, RCE Capital had issued asset-backed
securities (known as Tresor Assets) back in 2007. These have since been fully
redeemed and in June 2016, it launched its Sukuk Murabahah Asset-Backed
Securitization Programme via Al Dzahab Assets Bhd.

The Al Dzahab facility is MYR900m in size and the first tranche of MYR156m,
comprising a senior tranche (MYR120m) and sub-debt (MYR36m), was issued on 21
Jun 2016. The senior bonds are for a tenure of 8.5 years and have been rated
AAA (Class A)/AA3 (Class B) by RAM Rating Services Bhd, reflecting the high over-
collateralization level of the papers. The bonds are also ring-fenced against the
loan receivables of the company and there is no recourse on the default of these
loans back to RCE Capital. The profit rate of 5-7% is payable semi-annually. The
second tranche of MYR181m is targeted to be issued by Oct 2016.
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Issue of Tresor in 2007 and Al Dzahab in 2016
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Source: Company

Rebalanced its equity

As part of its capital management strategy towards achieving a more efficient
capital structure, while improving its ROEs, RCE Capital had:

e As at end-2015, proposed a capital repayment of MYR0.075 for each ordinary
share of MYR0.10 each, and a share consolidation of 4 shares of MYR0.025
each into 1 ordinary share of MYR0.10. The exercise was completed in May
2016;

e In FY16, proposed a special interim dividend of 10.5sen, alongside the final
single-tier dividend of 3.5sen.

As a result, its shareholders funds declined to MYR378m end-Jun 2016 from
MYR457m end-Mar 2016.
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Gearing levels still manageable

As at the end-Jun 2016, RCE Capital’s net gearing level was 2.6x, having risen
from a low of 0.37x as at end—Mar 2013.

Net gearing ratio
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Given that it has no access to deposits, gearing up comes as no surprise. In fact,
this applies to the likes of AEON Credit as well, whose net gearing level as at
end-Feb 2016 was 4.56x. There is, as such, room for RCE Capital to gear up

further.

Net gearing ratio for AEON Credit and RCE Capital

Net gearing
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RCE Capital’s loan profile

As mentioned earlier, RCEM’s loan book, which contracted between FY11 and
FY14, has started expanding again. The number of outstanding accounts,
meanwhile, has expanded from 49.6k in FY13 to 82.4k in FY16, largely driven by
ongoing demand for personal loans as well as the pullback by some of its
competitors from this space, in their efforts to diversify their loan base.

Loans today are smaller in size and shorter in tenure

Loans disbursed prior to the imposition of personal lending caps by BNM in July
2013 were longer in tenure (15-17 years) and larger in size, averaging about
MYR40k. Post July 2013, loan tenures now average just about 7-8 years and are
smaller in ticket size at about MYR15k.

Outstanding loans and loan growth
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Asset quality is also greatly improved...

As mentioned earlier, RCEM did not have a comprehensive credit assessment
system in place prior to 2013. It was only in May 2013 that such a system was
introduced, and coupled with more stringent lending criteria that adhere to the
maximum tenure of 10 years and a DSR cap of 60%, asset quality has improved
significantly ever since.

Although the salary deduction scheme provides much assurance of repayment,
delinquency arises when a civil servant resigns, retires, transfers between
agencies or is terminated.

A point to note is that it typically takes 2-3 months from loan disbursement for
RCEM to receive the first salary deduction, due largely to the complexities of the
Government machinery. It is thereafter that RCEM monitors the progress of such
loans and classifies them as non-performing (NPLs) when they are three months
in arrears, after taking into account the administrative delay. NPLs are assigned
to licensed external debt collectors when RCEM exhausts all avenues of recovery.

RCEM’s gross NPL ratio has improved over time and has since declined from 15.7%
end-Mar 2012 to 4.3% end-Mar 2016. The ratio is skewed upwards by the pre-
credit assessment book which carries an NPL ratio of 7-8%, but this book is
gradually being wound down. The NPL ratio on loans post-credit assessment
averages just under 2%.
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According to RAM, RCEM’s monthly collection rates in 2014 and 2015 averaged a
healthy 99.57%, while the weighted average monthly net default rate is now just
0.11% of the original principal balance, against that of the Tresor Assets of
0.12%-0.

23%.

Gross NPL ratio
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...while provision levels are comfortable

RCEM’s collective allowance (CA) ratio currently averages about 3.3% and this
compares against the minimum CA ratio of 1.2% set by BNM. Meanwhile, its loan
loss coverage of 178% is healthy and compares favourably against the banking

industry average of 89%.

FY15

Collective Allowance (CA) ratio and Loan Loss Coverage (LLC)

FY16

CA ratio LLC
9 9 B 0
14.0% e 178% ?ggz
12.0% - 0 163% e
- 160%
10.0% - - 140%
8.0% - - 120%
- 100%
6.0% T L 80%
4.0% - 3.2% 3.3% | 0%
5 0 - 40%
e - 20%

0.0% T T T T T 0%

FY11 FY12 FY13 FY14 FY15 FY16
Loan loss coveage e Collective allowance ratio
Source: Company

September 20, 2016

Maybank B Research



RCE Capital Bhd

Key risk factors
Some of the key risk factors for RCE Capital are as follows:

High household debt

Household (HH) debt in Malaysia has been on the rise in the post-GFC period and
as a percentage of GDP, the ratio has climbed from a low of 60.4% in 2008 to 89%
in 2015. Amid higher living costs, there is concern that individuals, be they in the
government or private sector, may be over-leveraged. As the younger members
of the Government civil service search for alternative employment/ opportunities
in hopes of higher salaries, the possibility of higher personal loan defaults
increases.

Household debt ratios (%)
2006 2007 2008 2009 2010

HH debt (MYR’b) 395.5 422.9 465.2 510.8 594.2

Chg in HH debt 6.9% 10.0% 9.8% 16.3%
HH fin assets (MYR’b) 978 1160 1068 1226 1,400
HH debt/GDP 68.8 65.9 60.4 72.4 74.5
HH fin assets/HH debt 247.4 274.3 229.6 240.5 235.5
HH liquid fin assets/HH debt 151.7 175.3 141.5 168.1 166.9
Impaired loans ratio 7.1 5.3 4.1 3.1 2.3

Source: BNM Financial Stability & Payment Systems Report 2015; p = preliminary

No access to CCRIS just yet

As mentioned earlier, RCE Capital does not have access to CCRIS just yet. As
such, estimates of a borrower’s total debt obligations are currently on a best
effort basis and the risk is that a borrower’s repayment ability may be lower than
initially computed. The safety net here, to some extent, is that there are
automatic monthly deductions from the salaries of the borrowers. Positively,
management is currently working with BNM to gain access to CCRIS by 2017.

MFRS9 to kick in from FY19 onwards

MFRS9 (Malaysian Financial Reporting Standards 9), which will replace the
existing MFRS139 “Financial Instruments: Recognition and Measurement”,
necessitates companies/financial institutions to access credit risk on an
“expected loss” rather than “incurred loss” basis, and kicks in from Jan 2018
onwards. The implication of this is that: a) there will be a one-time adjustment
to reserves for increased impairment provisions; and b) credit costs from 2018
onwards are expected to be higher. In the case of RCE Capital, MFRS9 takes
effect from FY19 but as it stands, we have factored in a 40bps increase in FY18
credit costs and another 20bps rise in FY19, pending guidance from management
on the potential impact.
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Asset-liability duration mismatch

Having relied principally on short-term borrowings to fund its assets (personal
loans with a maximum duration of 10 years), there is an asset-liability duration
mismatch. Management has moved to resolve this through its 10-year MYR900m
Sukuk Murabahah programme and the move towards longer term funding is the
trend ahead. What this implies is that funding costs are likely to move higher in
the future. Notwithstanding that, COF will remain manageable especially if the
Overnight Policy Rate is maintained.

Rising leverage

As we had highlighted earlier, RCE Capital’s net gearing ratio of 2.6x end-Mar
2016 still compares favourably against AEON Credit’s 4.56x end-Feb 2016. Since it
cannot take deposits, RCE Capital will have to continue leveraging up to fund its
business expansion plans and for now, there is still much room for growth, in our
view. Nevertheless, this does mean that the company’s debt/equity ratio will
continue to rise over time. A point to note, however, is that debt issuances, such
as its latest Al Dzahab Sukuk, are ring-fenced against the personal loans portfolio
and there is no recourse on the default of these loans back to RCE. There is
therefore comfort that leverage will not be an issue if this structure continues.
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Quarterly results performance

Summary results table

Year end: Mar (MYR'm)
Revenue

Other income
Interest expense
Personnel costs
Depreciation
Other expenses
Finance costs
Pretax profit
Tax

Net profit

EPS (sen)
Net DPS (sen)

Net loans & receivables

Source: Company

1Q17

51.9

3.0

(17.1)

(4.2)
(0.9)
9.3)
(0.0)
23.4
(5.9)
17.5

5.4

1,301

1Q16
37.5

1.9
(9.5)
(4.4)
(1.0)

(12.1)
(0.0)
12.4
(2.9)

9.4

3.0

1,115

% YoY
38.5

57.6
79.8
(3.7)
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(23.5)
33.3
89.2

100.3
85.7

82.4
nm

16.7

1,260
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% QoQ
17.2

12.9
31.7
26.2

(3.6)

(50.1)

111.1
41.0

153.4

154.7
Nm

3.2

RCE Capital’s latest 1QFY17 results performance was encouraging. Net loans rose
at a healthy pace of 16.7% YoY, aided in part, we think, by festive season

demand.

Interest income, as a component of revenue, correspondingly rose 17% YoY, but
total revenue surged 39% driven largely by higher commission income derived
from RCEM’s business partners and an upward repricing of its products. This was
negated in part by higher interest expense as total debt increased 54% YoY,
taking into account the drawdown on the first tranche of the Al Dzahab sukuk.

Aided by lower impairment losses of MYR4.4m during the quarter versus MYR8.1m

in 1QFY16, RCE Capital’s 1QFY17 net profit jumped 85.7% YoY.
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Looking forward

Income statement & key assumptions

YE: 31 Mar (MYR'm) 2015 2016 2017F 2018F 2019F
Revenue 131.2 162.4 201.9 242.6 273.4
Other income 11.5 11.9 14.2 19.4 21.6
Interest expense (30.4) (47.9) (70.2) (89.9) (102.1)
Personnel costs (17.4) (15.6) (16.4) (17.2) (18.1)
Depreciation (3.1) 3.9) (3.9) 3.9) (3.9)
Other expenses (46.1) (52.6) (54.2) (68.8) (81.6)
Pretax profit 45.7 54.2 71.3 82.1 89.3
Tax (9.5) (14.6) (17.8) (20.5) (22.3)
Net profit 36.2 39.6 53.5 61.6 67.0
Core net profit 36.2 39.6 53.5 61.6 67.0
Tax rate 21% 27% 25% 25% 25%

Growth rates

Revenue 1% 24% 24% 20% 13%
Pretax profit 221% 18% 32% 15% 9%
Net profit 189% 9% 35% 15% 9%
Core net profit 189% 9% 35% 15% 9%
ROAE & ROAA

ROAE 5.8% 7.7% 12.5% 14.5% 14.2%
ROAA 2.8% 2.8% 3.1% 3.0% 2.9%

Yields & COF

Gross loans (MYR'm) 1,168 1,365 1,584 1,801 2,032
Growth 11.2% 16.8% 16.1% 13.7% 12.8%
Total borrowings (MYR'm) 632 1,029 1,440 1,638 1,847
Net gearing (x) 1.02 1.89 2.80 2.86 2.91
Estd yield 11.0% 12.4% 12.3% 12.5% 12.4%
Estd COF 5.0% 5.8% 5.7% 5.8% 5.9%
Estd NIM 8.4% 8.7% 7.9% 7.7% 7.7%

Asset quality

Gross NPL ratio 5.2% 4.3% 4.1% 4.0% 3.9%
Credit cost 2.2% 2.4% 2.4% 2.8% 3.0%
Collective allwce ratio 3.2% 3.3% 3.4% 3.4% 3.4%
Loan loss coverage 163% 178% 183% 185% 187%

Per share data

Core EPS (sen) 9.1 12.3 15.7 18.1 19.6
Diluted core EPS (sen) 9.1 12.3 15.7 18.1 19.6
DPS (sen) 6.0 45.5 4.0 4.5 5.0
BVPS (MYR) 1.70 1.34 1.17 1.31 1.46
NTA per share (MYR) 1.55 1.20 1.04 1.17 1.32

Source: Maybank KE
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Demand-driven growth from civil servants

The Malaysian Government has generally looked after the welfare of its
population of over 1.6 million servants, with wages and bonuses for the civil
service being the single biggest expenditure in the federal budget. Budget 2016
was particularly generous to civil servants, with the following measures

implemented with effect from 1 July 2016.

e A salary adjustment equivalent to one annual increment according to grade,

which will benefit 1.6m civil servants, with an allocation of MYR1b.

e An upward revision in the minimum starting salary to MYR1,200 (from about

MYR900) for 60,000 civil servants;

e A minimum pension amount of MYR950 for 50,000 pensioners with at least 25

years of service; and

e Permanent posts to contract service officers who have at least 15 years of

service, which benefited 43,000 contract officers.

The Federal Government’s emoluments to the civil service has steadily grown
over the years and over the past 15 years, the compounded annual growth rate

has been about 10%.

Federal Government’s emoluments
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Growth in the civil service workforce coupled with ongoing financial support from
the Government are factors that will continue to drive demand for RCEM’s
personal loans. As such, we are projecting loan growth to remain robust at about
16% for FY17, and 13%-14% for FY18/19.

A point to note is that despite these growth rates, we project RCEM’s loan base
to expand to just MYR1.8b by end-FY18, which is still significantly smaller than
MBSB’s current MYR23b personal loans portfolio.

Loan growth (FY10 - FY19F)

(YoY chg)
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Sensitivity to higher funding costs

We estimate RCEM’s net interest margins (NIMs) to narrow to about 7.9% in FY17
from 8.7% in FY16. Loan yields have benefited from an upward revision in lending
rates towards end-2015, but this is expected to be offset by higher funding cost
of 5-7% for its Al Dzahab Sukuk. Given that its loans are fixed rate in nature,
RCEM is a beneficiary of cuts to the Overnight Policy Rate, if it can
correspondingly reduce its cost of funds.

We estimate that every 25bp increase in funding costs would negatively impact
the group’s FY17 net profit by 4%.

Ongoing improvements in asset quality

RCEM’s pre-credit scoring loan book currently accounts for about 45% of total
loans and this book is gradually being run down. As these loans are increasingly
being replaced with newer ones that are of stronger asset quality, we expect its
overall gross NPL ratio to continue trending down and project a gradual
improvement in its gross NPL ratio to 3.9% in FY19 from 4.3% in FY16.

Credit costs averaged 2.44% in FY16 and we expect this to remain stable in FY17.
While MFRS9 takes effect only from FY19 onwards for RCEM, we have
nevertheless imputed a 40bps increase in FY18 credit costs to 2.8% and a further
20bps increase to 3% for FY19, pending further guidance from management.
Correspondingly, we expect RCEM’s loan loss coverage to improve to 187% by
FY19 from 178% in FY16.
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Gearing levels to rise

In tandem with its business expansion, we expect RCE Capital’s leverage to
increase and project a rise in net gearing levels to about 2.9x in FY19 from 1.9x
in FY16. This assumes an average yearly increase of about 22% in total debt levels
to MYR1.8b end-Mar 2019 from MYR1.0b end-Mar 2016. Positively though, we
expect more stable long-term debt to account for 49% of total borrowings by
end-Mar 2019, as compared to just 11% as at end-Jun 2016.

Net gearing (FY10 - FY19F)
(x)
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Source: Maybank KE

All in, 3-year net profit CAGR of 19%

Taking the assumptions and estimates above into consideration, we project a 3-
year (FY16-FY19) revenue CAGR of 19% for RCE Capital, driven by loan growth
and rising commission income from its business partners. Correspondingly, we
estimate a 3-year net profit CAGR of 19% as well, with higher revenue growth
mitigated in part by higher credit cost assumptions in FY18 and FY19.

Revenue and net profit growth (FY10 - FY19F)

YoY chg
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No dividend policy, but constant dividends

RCE Capital does not have a dividend policy, but it has consistently paid out
dividends since 2007. FY16 was an exceptional year in that as part of its capital
management programme, the company paid out a special interim DPS of 10.5sen,
in addition to its final DPS of 3.5sen. Given that the company’s share capital base
has shrunk by one quarter since its recent capital repayment and 4-into-1 share
consolidation exercise, the adjusted FY16 DPS works out to be 45.5sen on the
reduced share capital base. We project a gradual increase in DPS from 3.5sen in
FY16 to 5.0sen in FY19, which would translate to a payout ratio of about 25% of
net profit over the next three years.

ROEs to expand

Amid increasing leverage and decent earnings growth, aided also by a reduced
equity base from the capital consolidation exercise in FY16, we expect RCE
Capital’s return on average equity (ROAE) to improve to 12.5% in FY17 from 7.7%
in FY16, rising further to 14.2% in FY19. As for its return on average assets
(ROAA), we expect this to increase to 3.1% in FY17 from 2.8% in FY16 before
tapering off slightly to 2.9% in FY19.

ROAE and ROAA (FY10 - FY19F)

YoY chg
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In contrast, banks within our coverage are expected to generate average ROEs of
just about 10.3% in 2017 and ROAs of just 1%. Undoubtedly the returns that RCE
Capital is expected to generate would be superior to that of the banking sector.

ROAE forecasts (calendarized) - excluding exceptionals

2013 2014 2015 2016F 2017F
Maybank 14.9% 13.6% 11.9% 9.6% 9.9%
CIMB 15.5% 9.3% 8.7% 8.6% 8.6%
Public Bk 21.1% 18.7% 17.1% 15.5% 14.6%
AMMB 14.1% 14.0% 10.1% 8.5% 8.5%
HL Bank 15.1% 14.8% 12.2% 10.0% 10.0%
RHB Cap 11.5% 11.5% 8.3% 9.6% 9.8%
AFG 13.8% 12.6% 11.5% 10.8% 10.4%
Average 15.1% 13.5% 11.4% 10.4% 10.3%

Source: Banks, Consensus for Maybank, Maybank KE
# After stripping out exceptionals
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ROAA forecasts (calendarized) - excluding exceptionals

2013 2014 2015 2016F 2017F
Maybank 1.2% 1.1% 1.0% 0.8% 0.8%
CIMB 1.3% 0.8% 0.7% 0.8% 0.8%
Public Bk 1.4% 1.4% 1.4% 1.4% 1.3%
AMMB 1.4% 1.4% 1.1% 1.0% 1.0%
HL Bank 1.2% 1.3% 1.1% 1.1% 1.1%
RHB Cap 1.0% 1.0% 0.7% 0.8% 0.9%
AFG 1.2% 1.1% 1.0% 0.9% 0.9%
Average 1.2% 1.2% 1.0% 1.0% 1.0%

Source: Banks, Consensus for Maybank, Maybank KE

Initiating with a BUY, TP of MYR1.60

We initiate coverage on RCE Capital with a BUY for its decent growth prospects,
improving fundamentals, and attractive ROEs.

Attaching a CT17 P/BV of 1.25x

RCE Capital currently trades at a prospective CY17 P/BV of just 0.9x, which is
unjustified, in our view, given that we expect the group to generate an ROE of
14% in CY17.

Based on consensus, MBSB trades at a CY17 P/BV of 0.7x but for ROEs of just 5%,
while AEON Credit trades at a higher CY17 P/BV of 2.0x but generates higher
ROEs of about 23.6%.

In contrast, the banking sector currently trades at a 2017 P/BV of 1.2x but is
expected to generate average ROEs of just about 10.2% in 2017.

Our target price of MYR1.60 tags on a CY17 P/BV of 1.25x to the stock, which is
derived from the Gordon Growth Model. Key assumptions are a cost of equity of
12%, average ROE of 13.7% and long-term sustainable growth of 5%.

P/Es are attractive

From a P/E perspective, the stock trades at a prospective CY17 P/E of just 6.9x,
which is an 18% discount to AEON Credit’s CY17 P/E of 8.4x (based on consensus
estimates). Moreover, we expect RCE’s net profit to expand at a faster 3-year
CAGR of 19% versus AEON Credit’s 9.5%, as per consensus.

The banking sector, meanwhile, trades at a prospective CY17 P/E of 11.4x and
for which we estimate a 3-year net profit CAGR of 5%.

We acknowledge the fact that RCE Capital’s business carries a much higher risk
profile especially since it is not subject to capital requirements nor does it fall
directly under the purview of BNM. Moreover, the fact that it does not have
access to CCRIS at this juncture adds to this risk. Nevertheless, the discount to
the banking sector is too steep, in our view, especially considering RCE Capital’s
stronger growth prospects and more attractive ROEs. At our TP of MYR1.60, RCE
Capital would trade at a prospective CY17 P/E of 9.2x, or a 19% discount to the
banking sector.
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Banking Sector - Peer Valuation Summary

Stock Rec  Shr px Mkt cap TP PER (x)
(MYR) (MYRm) (MYR) CY16E
RCE Cap BUY 1.21 416 1.60 8.2
AEON Credit * NR 14.84 2,137 NR 8.8
MBSB * NR 0.86 4,987 NR 20.5
Banking sector
AFG BUY 3.93 5,993 4.60 11.3
AMMB HOLD 4.19 12,629 4.40 9.5
CIMB HOLD 4.65 40,589 4.70 11.1
HL Bank BUY 12.90 26,473 15.00 12.3
Maybank * NR 7.80 78,069 NR 12.7
Public Bank HOLD 19.56 75,531 19.70 14.8
RHB Bank HOLD 4.68 18,767 5.30 10.1
Simple avg 258,051 11.7
MC-wtd 12.6
BIMB BUY 4.01 6,371 4.70 11.2
HLFG HOLD 15.98 18,301 17.10 11.0
* Consensus estimates  Source: Maybank KE
RCE Capital: One-year forward rolling PER (x)
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FYE 31 Mar FY15A FY16A FY17E FY18E FY19E
Key Metrics

Core P/E (x) 13.3 9.8 7.7 6.7 6.2
Core FD P/E (x) 13.3 9.8 7.7 6.7 6.2
P/BV (x) 0.7 0.9 1.0 0.9 0.8
P/NTA (x) 0.8 1.0 1.2 1.0 0.9
Net dividend yield (%) 5.0 37.6 3.3 3.7 4.1
INCOME STATEMENT (MYR m)

Interest income 128.4 158.6 197.5 237.5 267.5
Interest expense (30.4) (47.9) (70.2) (89.9) (102.1)
Net interest income 98.1 110.7 127.3 147.6 165.4
Islamic banking income na na na na na
Total non-interest income 9.4 10.2 12.7 18.0 20.4
Operating income 107.5 120.9 140.0 165.6 185.8
Staff costs (17.4) (15.6) (16.4) (17.2) (18.1)
Other operating expenses (25.3) (25.7) (22.7) (25.3) (28.0)
Operating expenses (42.7) (41.3) (39.1) (42.6) (46.1)
Pre-provision profit 64.8 79.6 100.9 123.1 139.7
Loan impairment allowances (19.0) (25.4) (29.5) (40.9) (50.4)
Pretax profit 45.7 54.2 71.3 82.1 89.3
Income tax (9.5) (14.6) (17.8) (20.5) (22.3)
Reported net profit 36.2 39.6 53.5 61.6 67.0
Core net profit 36.2 39.6 53.5 61.6 67.0
Preferred Dividends 0.0 0.0 0.0 0.0 0.0
BALANCE SHEET (MYR m)

Cash & deposits with banks 51.6 167.6 318.6 360.3 403.5
Available-for-sale securities 0.0 0.0 0.0 0.0 0.0
Loans & advances 1,069.9 1,260.4 1,465.5 1,668.1 1,883.6
Fixed assets 13.4 8.4 7.4 6.4 5.4
Intangible assets 47.7 47.3 47.3 47.3 47.3
Other assets 52.4 66.9 69.2 73.0 77.2
Total assets 1,234.9 1,550.6 1,907.9 2,155.1 2,416.9
Other liabilities 668.7 1,094.1 1,507.6 1,708.4 1,920.4
Total liabilities 668.7 1,094.1 1,507.6 1,708.4 1,920.4
Share capital 133.4 136.4 34.1 34.1 34.1
Reserves 432.8 320.2 366.3 412.5 462.5
Shareholders' funds 566.2 456.5 400.4 446.6 496.6
Preference shares 0.0 0.0 0.0 0.0 0.0
Minority interest 0.0 0.0 0.0 0.0 0.0
Total equity 566.2 456.5 400.4 446.6 496.6
Total liabilities & equity 1,234.9 1,550.6 1,907.9 2,155.1 2,416.9
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FYE 31 Mar FY15A FY16A FY17E FY18E FY19E
Key Ratios

Growth (%)

Net interest income 12.0 12.9 14.9 16.0 121
Non-interest income (42.4) 7.9 25.3 41.7 12.9
Operating expenses 50.5 (3.2) (5.4) 8.8 8.3
Pre-provision profit (14.3) 22.9 26.8 22.0 13.5
Core net profit 189.3 9.3 35.2 15.1 8.7
Gross loans 11.2 16.8 16.1 13.7 12.8
Customer deposits na na na na na
Total assets (6.2) 25.6 23.0 13.0 12.2
Profitability (%)

Non-int. income/Total income 8.8 8.4 9.1 10.9 11.0
Cost/income 39.7 34.2 27.9 25.7 24.8
Liquidity (%)

Loans/customer deposits na na na na na
Asset quality (%)

Gross NPL 5.2 4.3 4.1 4.0 3.9
Loan loss coverage 163.0 178.0 182.9 185.0 187.2
Capital adequacy (%)

CET1 na na na na na
Tier 1 capital na na na na na
Risk-weighted capital na na na na na
Returns (%)

ROAE 6.0 7.7 12.5 14.5 14.2
ROAA 2.8 2.8 3.1 3.0 2.9
Shareholders equity/assets 45.8 29.4 21.0 20.7 20.5

Source: Company; Maybank
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APPENDIX I: TERMS FOR PROVISION OF REPORT, DISCLAIMERS AND DISCLOSURES

DISCLAIMERS

This research report is prepared for general circulation and for information purposes only and under no circumstances should it be considered or intended as
an offer to sell or a solicitation of an offer to buy the securities referred to herein. Investors should note that values of such securities, if any, may fluctuate
and that each security’s price or value may rise or fall. Opinions or recommendations contained herein are in form of technical ratings and fundamental
ratings. Technical ratings may differ from fundamental ratings as technical valuations apply different methodologies and are purely based on price and
volume-related information extracted from the relevant jurisdiction’s stock exchange in the equity analysis. Accordingly, investors’ returns may be less than
the original sum invested. Past performance is not necessarily a guide to future performance. This report is not intended to provide personal investment
advice and does not take into account the specific investment objectives, the financial situation and the particular needs of persons who may receive or read
this report. Investors should therefore seek financial, legal and other advice regarding the appropriateness of investing in any securities or the investment
strategies discussed or recommended in this report.

The information contained herein has been obtained from sources believed to be reliable but such sources have not been independently verified by Maybank
Investment Bank Berhad, its subsidiary and affiliates (collectively, “MKE”) and consequently no representation is made as to the accuracy or completeness of
this report by MKE and it should not be relied upon as such. Accordingly, MKE and its officers, directors, associates, connected parties and/or employees
(collectively, “Representatives”) shall not be liable for any direct, indirect or consequential losses or damages that may arise from the use or reliance of this
report. Any information, opinions or recommendations contained herein are subject to change at any time, without prior notice.

This report may contain forward looking statements which are often but not always identified by the use of words such as “anticipate”, “believe”, “estimate”,
“intend”, “plan”, “expect”, “forecast”, “predict” and “project” and statements that an event or result “may”, “will”, “can”, “should”, “could” or “might”
occur or be achieved and other similar expressions. Such forward looking statements are based on assumptions made and information currently available to us
and are subject to certain risks and uncertainties that could cause the actual results to differ materially from those expressed in any forward looking
statements. Readers are cautioned not to place undue relevance on these forward-looking statements. MKE expressly disclaims any obligation to update or
revise any such forward looking statements to reflect new information, events or circumstances after the date of this publication or to reflect the occurrence
of unanticipated events.

MKE and its officers, directors and employees, including persons involved in the preparation or issuance of this report, may, to the extent permitted by law,
from time to time participate or invest in financing transactions with the issuer(s) of the securities mentioned in this report, perform services for or solicit
business from such issuers, and/or have a position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other
investments related thereto. In addition, it may make markets in the securities mentioned in the material presented in this report. MKE may, to the extent
permitted by law, act upon or use the information presented herein, or the research or analysis on which they are based, before the material is published.
One or more directors, officers and/or employees of MKE may be a director of the issuers of the securities mentioned in this report.

This report is prepared for the use of MKE’s clients and may not be reproduced, altered in any way, transmitted to, copied or distributed to any other party in
whole or in part in any form or manner without the prior express written consent of MKE and MKE and its Representatives accepts no liability whatsoever for
the actions of third parties in this respect.

This report is not directed to or intended for distribution to or use by any person or entity who is a citizen or resident of or located in any locality, state,
country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. This report is for distribution only
under such circumstances as may be permitted by applicable law. The securities described herein may not be eligible for sale in all jurisdictions or to certain
categories of investors. Without prejudice to the foregoing, the reader is to note that additional disclaimers, warnings or qualifications may apply based on
geographical location of the person or entity receiving this report.

Malaysia

Opinions or recommendations contained herein are in the form of technical ratings and fundamental ratings. Technical ratings may differ from fundamental
ratings as technical valuations apply different methodologies and are purely based on price and volume-related information extracted from Bursa Malaysia
Securities Berhad in the equity analysis.

Singapore

This report has been produced as of the date hereof and the information herein may be subject to change. Maybank Kim Eng Research Pte. Ltd. (“Maybank
KERPL”) in Singapore has no obligation to update such information for any recipient. For distribution in Singapore, recipients of this report are to contact
Maybank KERPL in Singapore in respect of any matters arising from, or in connection with, this report. If the recipient of this report is not an accredited
investor, expert investor or institutional investor (as defined under Section 4A of the Singapore Securities and Futures Act), Maybank KERPL shall be legally
liable for the contents of this report, with such liability being limited to the extent (if any) as permitted by law.

Thailand

The disclosure of the survey result of the Thai Institute of Directors Association (“IOD”) regarding corporate governance is made pursuant to the policy of the
Office of the Securities and Exchange Commission. The survey of the IOD is based on the information of a company listed on the Stock Exchange of Thailand
and the market for Alternative Investment disclosed to the public and able to be accessed by a general public investor. The result, therefore, is from the
perspective of a third party. It is not an evaluation of operation and is not based on inside information. The survey result is as of the date appearing in the
Corporate Governance Report of Thai Listed Companies. As a result, the survey may be changed after that date. Maybank Kim Eng Securities (Thailand) Public
Company Limited (“MBKET”) does not confirm nor certify the accuracy of such survey result.

Except as specifically permitted, no part of this presentation may be reproduced or distributed in any manner without the prior written permission of MBKET.
MBKET accepts no liability whatsoever for the actions of third parties in this respect.

us

This third-party research report is distributed in the United States (“US”) to Major US Institutional Investors (as defined in Rule 15a-6 under the Securities
Exchange Act of 1934, as amended) only by Maybank Kim Eng Securities USA Inc (“Maybank KESUSA”), a broker-dealer registered in the US (registered under
Section 15 of the Securities Exchange Act of 1934, as amended). All responsibility for the distribution of this report by Maybank KESUSA in the US shall be borne
by Maybank KESUSA. All resulting transactions by a US person or entity should be effected through Maybank Kim Eng Securities USA Inc. This report is not
directed at you if it is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself
before reading it that Maybank KESUSA is permitted to provide research material concerning investments to you under relevant legislation and regulations.

UK

This document is being distributed by Maybank Kim Eng Securities (London) Ltd (“Maybank KESL”) which is authorized and regulated, by the Financial Services
Authority and is for Informational Purposes only. This document is not intended for distribution to anyone defined as a Retail Client under the Financial
Services and Markets Act 2000 within the UK. Any inclusion of a third party link is for the recipients convenience only, and that the firm does not take any
responsibility for its comments or accuracy, and that access to such links is at the individuals own risk. Nothing in this report should be considered as
constituting legal, accounting or tax advice, and that for accurate guidance recipients should consult with their own independent tax advisers.
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DISCLOSURES

Legal Entities Disclosures

Malaysia: This report is issued and distributed in Malaysia by Maybank Investment Bank Berhad (15938-H) which is a Participating Organization of Bursa
Malaysia Berhad and a holder of Capital Markets and Services License issued by the Securities Commission in Malaysia. Singapore: This material is issued and
distributed in Singapore by Maybank KERPL (Co. Reg No 197201256N) which is regulated by the Monetary Authority of Singapore. Indonesia: PT Kim Eng
Securities (“PTKES”) (Reg. No. KEP-251/PM/1992) is a member of the Indonesia Stock Exchange and is regulated by the BAPEPAM LK. Thailand: MBKET (Reg.
No0.0107545000314) is a member of the Stock Exchange of Thailand and is regulated by the Ministry of Finance and the Securities and Exchange Commission.
Philippines: Maybank ATRKES (Reg. No.01-2004-00019) is a member of the Philippines Stock Exchange and is regulated by the Securities and Exchange
Commission. Vietnam: Maybank Kim Eng Securities JSC (License Number: 71/UBCK-GP) is licensed under the State Securities Commission of Vietham.Hong
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Disclosure of Interest

Malaysia: MKE and its Representatives may from time to time have positions or be materially interested in the securities referred to herein and may further
act as market maker or may have assumed an underwriting commitment or deal with such securities and may also perform or seek to perform investment
banking services, advisory and other services for or relating to those companies.

Singapore: As of 20 September 2016, Maybank KERPL and the covering analyst do not have any interest in any companies recommended in this research
report.

Thailand: MBKET may have a business relationship with or may possibly be an issuer of derivative warrants on the securities /companies mentioned in the
research report. Therefore, Investors should exercise their own judgment before making any investment decisions. MBKET, its associates, directors, connected
parties and/or employees may from time to time have interests and/or underwriting commitments in the securities mentioned in this report.

Hong Kong: KESHK may have financial interests in relation to an issuer or a new listing applicant referred to as defined by the requirements under Paragraph
16.5(a) of the Hong Kong Code of Conduct for Persons Licensed by or Registered with the Securities and Futures Commission.

As of 20 September 2016, KESHK and the authoring analyst do not have any interest in any companies recommended in this research report.
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OTHERS
Analyst Certification of Independence

The views expressed in this research report accurately reflect the analyst’s personal views about any and all of the subject securities or issuers; and no part of
the research analyst’s compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in the report.

Reminder

Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are capable
of understanding and assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial and political
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No part of this material may be copied, photocopied or duplicated in any form by any means or redistributed without the prior consent of MKE.

Definition of Ratings

Maybank Kim Eng Research uses the following rating system

BUY Return is expected to be above 10% in the next 12 months (excluding dividends)
HOLD Return is expected to be between - 10% to +10% in the next 12 months (excluding dividends)
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Applicability of Ratings

The respective analyst maintains a coverage universe of stocks, the list of which may be adjusted according to needs. Investment ratings are only
applicable to the stocks which form part of the coverage universe. Reports on companies which are not part of the coverage do not carry investment
ratings as we do not actively follow developments in these companies.

September 20, 2016 32



RCE Capital Bhd

Maybank Investment Bank Berhad
(A Participating Organisation of
Bursa Malaysia Securities Berhad)
33rd Floor, Menara Maybank,

100 Jalan Tun Perak,

50050 Kuala Lumpur

Tel: (603) 2059 1888;

Fax: (603) 2078 4194

Stockbroking Business:

Level 8, Tower C, Dataran Maybank,
No.1, Jalan Maarof

59000 Kuala Lumpur

Tel: (603) 2297 8888

Fax: (603) 2282 5136

Maybank ATR Kim Eng Securities Inc.

17/F, Tower One & Exchange Plaza
Ayala Triangle, Ayala Avenue
Makati City, Philippines 1200

Tel: (63) 2 849 8388
Fax: (63) 2 848 5738

Kevin Foy

Regional Head Sales Trading
kevinfoy@maybank-ke.com.sg
Tel: (65) 6336-5157

US Toll Free: 1-866-406-7447

Malaysia

Joann Lim
joann.lim@maybank-ib.com
Tel: (603) 2717 5166

Indonesia

Harianto Liong
harianto.liong@maybank-ke.co.id
Tel: (62) 21 2557 1177

New York

Andrew Dacey
adacey@maybank-keusa.com
Tel: (212) 688 2956

Vietnam
Patrick Mitchell
patrick.mitchell@maybank-kimeng.com.vn

Tel: (84)-8-44-555-888 x8080

September 20, 2016

Maybank Kim Eng Securities Pte Ltd
Maybank Kim Eng Research Pte Ltd
50 North Canal Road

Singapore 059304

Tel: (65) 6336 9090

Kim Eng Securities (HK) Ltd
Level 30,

Three Pacific Place,

1 Queen’s Road East,

Hong Kong

Tel: (852) 2268 0800
Fax: (852) 2877 0104

Maybank Kim Eng Securities
(Thailand) Public Company Limited
999/9 The Offices at Central World,
20" - 21% Floor,

Rama 1 Road Pathumwan,

Bangkok 10330, Thailand

Tel: (66) 2 658 6817 (sales)
Tel: (66) 2 658 6801 (research)

Andrew Lee
andrewlee@kimeng.com.hk
Tel: (852) 2268 0283

US Toll Free: 1 877 837 7635

Thailand

Tanasak Krishnasreni
Tanasak.K@maybank-ke.co.th
Tel: (66)2 658 6820

London

Scott Kinnear-Nock
SKinnear-nock@maybank-ke.co.uk
Tel: (44) 207-332-0221

India

Manish Modi
manish@maybank-ke.co.in
Tel: (91)-22-6623-2601

Philippines

Keith Roy
keith_roy@maybank-atrke.com
Tel: (63) 2 848-5288

Maybank Kim Eng Securities
(London) Ltd

PNB House

77 Queen Victoria Street
London EC4V 4AY, UK

Tel: (44) 20 7332 0221
Fax: (44) 20 7332 0302

PT Maybank Kim Eng Securities
Sentral Senayan ll, 22™ Floor
JL. Asia Afrika No. 8

Gelora Bung Karno, Senayan
Jakarta 10270, Indonesia

Tel: (62) 21 2557 1188
Fax: (62) 21 2557 1189

Maybank Kim Eng Securities Limited
4A-15+16 Floor Vincom Center Dong
Khoi, 72 Le Thanh Ton St. District 1
Ho Chi Minh City, Vietnam

Tel : (84) 844 555 888
Fax : (84) 8 38 271 030

www.maybank-ke.com | www.maybank-keresearch.com

Maybank B Research

Maybank Kim Eng Securities USA
Inc

777 Third Avenue, 21st Floor
New York, NY 10017, U.S.A.

Tel: (212) 688 8886
Fax: (212) 688 3500

Kim Eng Securities India Pvt Ltd
2nd Floor, The International,

16, Maharishi Karve Road,
Churchgate Station,

Mumbai City - 400 020, India

Tel: (91) 22 6623 2600
Fax: (91) 22 6623 2604

In association with
Anfaal Capital

Villa 47, Tujjar Jeddah

Prince Mohammed bin Abdulaziz
Street P.O. Box 126575

Jeddah 21352

Tel: (966) 2 6068686
Fax: (966) 26068787

33



	CompanyName
	FrontPage
	ExDisclaimer
	Ticker
	Title
	TopBanner
	ToBeSaved02
	ToBeSaved03
	ToBeSaved06
	ToBeSaved07
	ToBeSaved08
	ToBeSaved09
	ToBeSaved04
	ToBeSaved05
	KeyData
	PricePerfTitle
	PriceChart
	PricePerf
	SummaryEarnings
	AName
	AEmail
	APhone
	A2Name
	A2Email
	A2Phone
	AnalystList
	RANGE!AG36:AS50
	BackPageFinancials_1
	BackPageFinancials_2
	BackPageFinancials_3
	BackPageFinancials_4
	BackPageFinancials_5
	BackPageFinancials_6
	BackPageFinancials_7
	BackPageFinancials_8
	BackPageFinancials_9
	BackPageFinancials_10
	BackPageFinancials_11
	BackPageFinancials_12
	OLE_LINK2
	OLE_LINK3
	DisclaimerPage
	DISC3__Disclosures
	OLE_LINK1
	OLE_LINK7

