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KFH Malaysia getting back onits feet

BY AGELINE FAUL &l

uwait Finance House Malaysia Bhd’s
{KFHM) 11-0dd years in Malaysia has
been bumpy, to say the least. It has
been in and out of losses over the
years, plagued mainty by its legacy fi-
L nancing portfolio,and despite several
turnaround efforts, the road to sustained profit-
ability has so far been elusive for the country’s
first foreign Islamic lender.
But that is about to change, says its CEO
David Power.
Tn his first face-to-face interview since tak-

ing the hielm last September, he tells The Edge |

that the outlook for KFHM is finally looking
brighter now that some fundamental changes
have been made at the company.

For one, he says there isnow stronger lead-
ership — six new senior executives were ap-
pointed as part of a management shake-up
two months ago, and for the first time, several

inkey positions are from the parent company

Kuwait Finance House KSC (KFH) itself,reflect-
ing XFH's corzmitment to turn around and
grow its wholly-owned Malaysian subsidiary.

For another, KFHM has rebuilt its entire risk
mar fr k,enabling it to monitor
its fimancing portfolio closely to avoid making
the sarme mistakes of the past.Industry observ-
ers say a lack of strong leadership in its early
days and lax risk management practices were
what brought on its problems with bad loans.

“When I took over, there were 18 vacancies
in the top structure, This bank had been run-
ning on acting positions for quite some time,
so obviously, one of the key things for me to
do was to resource the top structure, to make
sure that we had the right people on board,
and at the same time, Jook at where the pay-
ing points are in this organisation, where the
problems are and then look at how to fix thase
problems with short-, mediwm- and long-term
views,” he says.

According to Power, 2017 will be the year

for KEHM's resurgence in the banking market,

Power ig confident that with its origoing
one-year business tactical plan for 2017, KEHM
will be able to return to profit this year, after
bleeding red ink in the last two years, And,
fram as eatly as next year, it may start looking
at mergers and acquisitions (W8:A} to rampup
its growth in Malaysia.

He and his team ave also bugy finalising a
longer-term, three-year road map for the group
that will kick off next year.

“I've been here just over eight months now
and a lot has happened since then. I firmly
believe we've now got the right team in place
running the bank. Most of the new key exec-
utives are global bankers in their own right,
with significant relevant experience. Now,
it’s just a matter of using this experience in
driving new business,” Power says.

Resurgence

While the plan to turn around the bank sustain-
ably is still very much a work in progress, Pow-
eris heartened by the fact that improvements
are taking place much faster than anticipated.

The group has started paying more attention
to retail banking in a bid to ease its strong re-
Iiance on corporate banking for earnings. The
group's other key business is in treasury and
capital markets.

“The retail [banking business] has turned
the corner, corporate {banking] is in the process
of turning the corner, treasury is fine — there
are no issues there. And then, at the end of the
day, there’s the back-end processing, which
we've built up to help make [otr propositions
1o stakeholders] ‘simpler, bettor, faster’ — that's
akey strategyfor us now.So,it’s all coming to-
gether right now and it's a really positive story
from where I sit,” he says.

Hut KFEM's FY2016 financial results, re-
leased about two weeks ago, still reflect a loss,

The group’s net loss narrowed to RM28.28

million compared with RM37.18million in the
previous year. The narrower loss was because
its impairment allowance on financing, ad-
vances and recelvables, while still substantial
at RMy8.4 million, was lower than the previous
year’s RM09.74 million.

Operating revenue grew marginally to
RM490.62 million from RM483.64 million. Its
gross non-performing financing (NPF) ratio im-
proved t0 6.9% from 7.4%, but was still a strong
deviation from the Islamic banking industry
average of 1.3% last year.

Gross financing contracted 7.4% to RM6.86
billion, while total assets nudged up slightly
to RM10.79 billion from RM10.67 billion. It re-
mained in a sirong capital position, with its
Comanon Equity Tier-1 ratio at 20.27%.

“We could have reflected a profitin 2016, but
my view was that it was a good opportunity for
me, as the new mai on the block, to come in
and look at the areas that we may face some
problems.And so,we took soxne precautionary
provisions to cover that ... to ensure that we
now have a stable balance sheet and a stable
earnings base, going forward,” he explains.

He adds that “98% of the current provisions
are from our legacy portfolio that has been in
our books for many yeurs now — almost all of
itis pre-2013.There was no specific sector that
prevailed, it was a fairly generic mix of ship-
ping, property, and oil and gas.”

According to Power, 2017 will still be a chal-
lenging year but the group should be able to
return to profit as the bulk of the provisions
has already been made.

“Yes, there'll probably continue tobe provi-

sions — in banking there is always the risk of
further provisions as we are in the business of
managing risk but obviously, the view would
be to start bringing the provisioning numbers
down quite significantly over the next couple
of years, as well as the NPF ratios, and then
start building up a solid foundation of new
businesses, moving forward,” he says.

Power declines to reveal its key targeis over
the next few years, saying only that the group
plans to double its assets and liabilities over
the next four years. It alse wants to take its
NPF ratio down to a more normal “1% to 2%”
over the next few years.,

Buliging refall

He says the focus this year is to build its balance
sheet and stabilise its structure to compete in
the market. It is also placing greater focus on
building its retail banking business as part of
a portfolio rebalancing.

“We haven’t been that focused on retail
banking. Sc, we've brought in a retail flavour
this year, which is something new to the or-
ganisation, There’s been asignificant reliance
on corporate revenue strearns and when things
start to go bad, as they had done [in the past],
it really impacts our revenue. 8o, one of the
things we've done is bring in a really strong
retail banking tears,” he says.

Interestingly, Power, a South African who
has over three decades of banking experience,
‘was formerly the group chief retail and private
‘banking officer at KFH in Kuwait.The role also
saw him oversesing theretail and private bank-
ing franchise in Malaysia, Turkey and Bahrain.
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“You'll see,as the year goes, there're anum-
ber of new things that we've got coming through
— new products and services,new ways of deal-
ing with our customers, We're trying desperate-
lyto think ‘simpler, better, faster’...it hasto be
acornerstone of what we do.And part of thatas
well is the customer Interaction. For too long,
most banks —we’re not the only ones — don’t
take accountability for customer complaints,
or customer engagement.

“Now,nio matter who you are in the organ-
isation here, if a customer engages with you,
you see that engagement through to the end,
Youdon’t fust pass it on or hand it to somebody
else to get it sorted put. So, that’s been quite a
cultural change,” he says,

“Hfwe're going to become credible, if we're
going to become effective in the market here,
we have to change the way we do business.So,
[the change] is around our customer engage-
ment, our process, how we engage our staff as
well, and our leadership. I think that's funda-
mental in the values we have as a bank.”

The moves to fix the retail franchise are
starting to show results,

“The retail franchise, to a large degres, is
now stable and starting to grow. Every month,
we're seeing incremental growth in finaneing,
we're starting to see better spreads on our
margins, and we're starting to see new cus-
tomers opening accounts with us.So, from my
perspective, retail is now starting to turn the
corner in terms of the business,”

‘With that, the group is now looking to im-
prove the corporate banking side.

“Corporate banking has been through a
tough time and I think everyone out there
knows that. We've maybe made some bad mis-
takes in terms of some decisions we have taken.,
Our risk strategy has not necessarily been as
robust ag it should have been. S0, key focus
of mine in the Jast three months has been to
rebuild that whole risk strategy.

“We recently appointed a new CRO (chief
rigk officer), who has assisted us in building a
new risk function and framework ... the key
role is to ensure that we place the right agsets
onto the book and at the same time, effective-
ly manage the existing assets of the bank. We
now have a new head of market risk, a head
of retail credit risk, a head of corporate credit
risk, as well as a new chief of risk architecture.
So,we've now built a really robust credit team,
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whereas in the past we didii't have tlréée}ey‘

positions,” Power says. Ui

Unlike before, the group's corporate bank-
ing team now works closely with the credit
risk team. .

“Now,credit risk and corporate and, to some
degree, the shariah team, go out and visit cus-
tomess as a unit. We find that our customers
are absolutely loving this because they get ad-
vice on all three aspects at once ...and there’s
no other bank that does this. I think there're
some really good opportunities for usin doing
this,” he says.

On the corporate side, the group has nar-
rowed its financing focus to a few key sectors,
namely property, education, infrastructure
and healthcare. Power says, unlike before, the
group no longer targets big-name companies
with sizeable assets.

- “I think for toolong,we had been a name-fi-
naricier here, where we financed companies
against their assets, and as a result, we got
caught [in a bad situation]. Now, we are no
longer an asset financier; we finance based on
customers’ cash flow. Their business needs to
show us that it has the ability to pay us through
their cash flow;” he says,adding that thisis one
of the key changes recently implemented in
the risk profile of the bank.

“We're going for the second-tier and mid-sec-
tor (companies) in the business banking are-
na. In any case, if you start playing at the top
level, your margins are so fine, you're probably
doing it at breakeven or a loss, and we can’t
afford to do that.”

On retail banking, he says the group will
be actively pursuing the personal finane-
ing business, and will continue to play in

the areas of its parerit company’s strength,

namely mortgages and car financing. Person-
al financing accounted for a tenth of its gross.

RMS.86 billion portfolio last year.

“a strong competence of KFH is mortgage

lending, car financing. We have innovative car
finance products globally, but that isn’t avail-
able locally yet, so there're opportunities for
us to really expand. We're talking to large car
dealexships at the moment to partner them,”
he says.

Dightal niche
KFHM is investing heavily on a digital strategy
to carry it into the future. It is developing its
digital banking transformation that will focus
on three main areas — internet banking, mo-
bile banking and its website.

“Look, we're in a unique situation —we're

a small bank and we have the ability to dis-
Tupt the market because we can be far more
agile. We don’t have the Maybank scale, but
we have the ability to disrupt the Maybank
scale in terms of the strategies and the ser-
vices we provide. So, you don’t need to be a
rocket scientist to understand we're focusing
heavily on the digital [sector] at the moment,”
Power says.

From a capital expenditure perspective, the
group has set aside RM38 million this year on
advancing core initiatives, which will include
a core banking upgrade.

“Phase 1,which is in motion, is about re-en-
gineering our entire electronic and mobile
banking platform. Phase 2, which will kick
off fairly soon, is to build a very robust digital
platform,” he says.

It expects to have an edge over rivals by

ing a financial technology (fintech) firm.

“At present, fintechs are looking for Islamic
partners,and they don’t have any in Malaysia
vet. If you look at the fintech guys from Sin-
gapore and India, they’re looking to partner

. with a pure Islamic business. We have already

identified who we want to play with. Initially,
[the partnership] will relate to retail banking
and then we'll expand as we go,” he says, de-
clining to reveal more.

Part of the three-year road map that Pow-
er and his team are working on is to explore
inorganic growth opportunities.

“we have to see a doubling of the balance
sheet over the next four years. So, we have to
grow;and part of that is the whole digital road
map that we're embarking on.We have to drive

down. our cost-to-income ratio to the upper

40% or lower 50% level in the next three years
{from about 72% last year), and digital plays a
key role here,” he says.

Having branches remains important for
the group and it plans to open three or four
more over the next three years, to add to the
14 it has now.

“If we want to see KFHM getting some sort
of scale, we can't do it organically. We have to
look at some form of acquisition. But my key
focus right now is to get the bank stable, prof-
itable and to a situation where the back-end
is strong enough to handle any form of acqui-
sition,” he says.

So,1is the worst over for KFHM? “I sincerely
hope it is.I think we can’t take anymore shocks
to the system.” o




