
  

Thursday ,  05  May 2022

4 Refer to last page for important disclosures. 

R e g i o n a l  M o r n i n g  N o t e s  

 

STRATEGY – MALAYSIA 

Digital Banking Licence Awardees  
BNM has awarded five digital banking licences. We reckon that this could give rise to 
a short-term share price uptrend for the awardees especially, the smaller listed 
companies. However, for potential equity value accretion of the stocks under our 
coverage, RHB Bank and Axiata are only expected to see 0.8% and 1.5% of their 
respective market caps. Maintain BUY on RHB Bank and HOLD on Axiata. 

WHAT’S NEW 
• Digital banking awardees. Bank Negara Malaysia (BNM) has awarded the digital banking 

licences to the following consortiums: a) Boost Holdings-RHB Bank, b) Grab Singtel-Kuok 
Brothers, c) Sea-YTL Digital Capital, d) Aeon Financial Services Co-AEON Credit, and d) 
consortium led by KAF Investment Bank.  

• Marginal near-term value accretion. As shown in the table on RHS, we estimate a 
marginal potential equity value accretion of between 0.80-1.30% and 1.5% to RHB Bank’s 
and Axiata’s current market capitalisations respectively, based on their respective stakes in 
the consortium. This assumes an ascribed price to sales multiple of 3.0x-5.0x, in line with 
regional peers. In terms of revenue assumption metrics, we assumed that the digital banks 
will derive 80% of their income from net interest income with an estimated NIM of 5%, which 
is slightly over 2x that of conventional banks in Malaysia coupled with a total asset cap of 
RM3.0b and loans to deposit ratio of 75%.  

• No major threats to conventional banks. We believe the five digital bank licence winners 
are unlikely to pose a major threat and will be able to co-exist harmoniously with the 
conventional banks. Firstly, the primary role of the digital banks is to address market gaps in 
the underserved and unserved segments, which to begin with are not the key focus of the 
traditional banks. Secondly, the assets of the five combined digital banking licensees 
(RM15b) may shave away only <1% share of system loans, which is insignificant; we 
estimate every 1% slowdown in loans growth could reduce sector earnings by 0.3%. Thirdly, 
conventional banks have already equipped themselves digitally by embarking in digital 
transformation projects. Considering traditional banks’ bigger balance sheet, they have more 
budget capacity on an absolute monetary basis to spend and innovate vs digital banks. 

ACTION 
• Short-term share price boost could be short-lived. We reckon that there could be a short-

term share price uptrend of the awardees in view of the potential additional income sources 
for the companies. Having said that, we do not expect an immediate earnings impact to the 
companies given an expected 2-3 years gestation period for the digital banks to turn 
profitable. Given the marginal near- to medium-term value accretion coupled with an 
expected 2-3 years gestation period (average period for digital banks in South Korea and 
China to be profitable was 2-3 years), we think that any near-term spike in share prices could 
be short-lived. 

• RHB Bank: Maintain BUY and target price of RM6.90 (10.1% ROE FY22/23, 0.90x 
2022/23F P/B). We estimate that RHB’s 40% stake in the Axiata-RHB digital banking 
consortium translates to only a maximum asset accretion of RM1.2b or 0.35% of its total 
group asset. This translates to a potential revenue enhancement of only 0.7% and equity 
value enhancement of 0.8-1.3% assuming a price/sales valuation peg of 3.0x-5.0x. We 
continue to like RHBBANK for its: a) highest CET of 16.8%, which could provide scope for 
upside surprise in dividends, b) attractive valuations, and c) above industry loans growth. 

 
 

 
ESTIMATED VALUE ACCRETION FOR THE 
AWARDERS  
Company   Potential value accretion Comments  
RHB 
Bank 

+0.7% Revenue 
+0.8%-1.3% market 
capitalisation 

Negligible. RHB’s 40% 
stake in the Axiata-RHB 
digital banking 
consortium translates to 
only a maximum asset 
size of RM1.2b or 0.35% 
of its total group asset. 

Axiata add RM500m to market cap 
(or 1.5%) 

Marginal 1.5% value 
accretion to Axiata.  

Source: UOB Kay Hian 
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STOCK PICKS  
Company Ticker Rec Mkt Cap Price 5 Apr 22 Target Price ---------- PE (x) ---------- ---------- P/B (x) ---------- ----- Div Yield (%) ----- 

   (US$m) (RM) (RM) 2022F 2023F 2022F 2023F 2022F 2023F 
Axiata  AXIATA MK  HOLD 32,210.6 3.51 4.00 32.4 26.2 1.8 1.8 2.7 2.0.
RHB Bank RHBBANK MK  BUY 25,893.2 6.25 6.90 8.4 8.7 0.9 0.8 6.4 6.0

Source: Bloomberg, UOB Kay Hian  
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• Axiata: Maintain HOLD and target price of RM4.00. Our back-of-the-envelope calculations 
suggest that winning the DBL can potentially add RM500m to market cap (or 1.5%) based 
on 5x price/sales of Axiata’s 60% stake in the Axiata-RHB consortium. Boost wallet will 
remain the distribution platform and investments will be required for development of back-
end infrastructure.  Maintain HOLD with a target price of RM4.00. The stock offers a 2.6% to 
5.0% dividend yield for 2022-24. 

ESSENTIALS 
• Business model should focus on serving underserved market. The combined assets of 

the five digital banks will be capped at RM15b (RM3b each) for the first 3-5 years of 
commencement of operations (known as the foundation phase), and applicants must 
maintain a minimum total capital ratio of 8% and minimum paid-up capital of RM100m, and 
they will also be subjected to the same level of stringent requirements of full-fledged banks 
after the foundation phase.  

• What happens after the foundation phase? A licensed digital bank may after three years 
from the commencement of its operations submit an application to the Bank for the 
foundational phase to end and for the business limitation to be uplifted. The digital bank 
would also need to achieve a minimum amount of capital funds of RM300m unimpaired by 
losses and shown satisfactory progress in achieving the committed value propositions as 
described in its business plan. By the end of the fifth year from the commencement of its 
operations, a licensed digital bank shall comply with all regulatory requirements applicable to 
an existing licensed bank or licensed Islamic bank.  

• BNM has the right to revoke the digital banking licences. A licensed digital bank that 
fails to fulfil the requirements of: a) achieving a minimum amount of capital funds of 
RM300m unimpaired by losses, and b) shown satisfactory progress in achieving the 
committed value propositions as described in its business plan by the end of the fifth year 
from the commencement of its operation shall implement its exit plan. BNM can take 
enforcement actions against the digital bank including the revocation of the digital bank’s 
licence. Even after the end of the foundation phase, the licensed digital bank shall still serve 
the underserved or unserved segments as part of its business operations.  

TIMELINE OF THE OPERATIONAL PROGRESSION OF LICENSED DIGITAL BANK  

Source: BNM 

 

 KEY REGULATORY REQUIREMENTS FOR DIGITAL 
BANKS 

 

Foundational 
Phase 

(3-5 years) 

Post Foundational 
period: 

Operations without 
Asset Limit 

Minimum Paid-
up capital 

RM 100m RM300m 

Total Asset size 
caps 

RM3.0b n.a. 

Capital & 
liquidity rule 

Total Capital Ratio (TRC) : 8% 
Same capital requirements as full fledge banks 

Business 
Activities & 
Presence 

- Focus on the underserved market 
 

- Permitted to establish physical offices for 
administrative purposes 

 

- Not allowed to establish a branch ie a fixed 
place of business to facilitate customer 
transactions 

 

- A licensed digital bank may participate in the 
Shared ATM Network and any other cash-
out services of the traditional banks 

Source: BNM, UOB Kay Hian 
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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  
(ii) 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 
Kingdom 

This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning 
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 
States of 
America 
(‘U.S.’) 

This report cannot be distributed into the U.S. or to any U.S. person  or entity except in compliance with applicable U.S. 
laws and regulations. It is being distributed in the U.S.  by UOB Kay Hian (US) Inc, which accepts responsibility for its 
contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in 
the report should contact UOB Kay Hian (US) Inc. directly. 
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