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Stock Bloomberg Mkt Cap Rating Price TP Upside P/E (X) P/B (x) ROE (%

code  (USDm) (LC) (LC) (%) 19E  20E 21E 19E 20E 21E 19E 20E 21E
Vietcombank VCBVN 14,358 BUY 90,200 107,300 19.0% 19.2 155 135 4.1 3.3 2.7 235 23.3 22.3
VP Bank VPB VN 2,092 BUY 20,000 31,100 555% 6.6 5.6 5.0 1.2 1.0 0.8 19.4 18.8 18.0
MB Bank MBB VN 2,076 BUY 20,800 26,000 25.0% 6.2 4.9 4.1 13 1.0 0.8 221 231 22.7
Asia Commercial Bank ACB VN 1,621 BUY 22,800 25,700 12.7% 5.4 5.3 5.3 13 11 0.9 24.8 22.3 18.2

THI' S REHRSRBEEN PREANEAKNBRMINGECURILTIMES ED
SEEAGESFOR | MPORTBGSGITOSURES AND ANALY



Vietnam Banks

1. Key f oarutss c h

Fawomabl e macro backd
range.

10%

9%

B%

7%

rop

to suppelrdt% s 1

20%
1B%
16%
14%

@ Maybank kimEng

We maintain our vi ew
economysewioblust growth
24monsg, h which i s tcheaaduk
secGgmrowt h.

Fawvwoabl e macr oanhi@awesdrro
credit/ GDP ratio (i.e.

6% 12% 130% dauxtwpgwaraevion GDB b
5% . 10% wi || essentially supp
4% 8% maintain a steady 14%
3% 6% the next two years.
2% e On the demand side,
1% 23" demand from manufactu
0% 0% mort galmeysehol d busume
2011 2012 2013 2014 2015 2016 2017 2018 2019F 2020F 2021F finance s(feaoorc aiffn®t al € o
mmmm GDF growth (LHS) Credit growth [RHS) remain key drivers.
Source: Vietnam GSO, MBKE esti mates
Average NI Mcasd ofediNt | i sted banks § abeNIM andngerasdbs twi |

4.0% -

3.5%

3.0%

2.5%

2.0%

1.5%

1.0%

0.5%

2012 2013 2014 2015 2016

2017

2018

B NIM = Credit-cost rates

Source: Company, MBKE esti mates

2019E

2020E

continue to drive VN
growth and pnoRkDeabili

Stable asset quality v
NPL ri sk in si ght-goswa
stabilize for mo §tos b m
banks |ike VPB and MBB
In view of balanced po
centr al bank (i . e. cut
LDR cap from 80% tsecé8
bank&sst abl e macro (i. e
outl ook) , we believe \
managing and esatsiaofy f
partly neutralize t h
reduction in Il ending
to their ability sto pe
customers, we expect n
mai ntain good NI Ms in

Improving Fee/Total Assets ratio  will be a key driver

% Fees/TA m2017
1.2 ===y
10 |
T G (.
I
0.6 |
e,
04 , 1
I
0.2 : 1
I
0.0 |
1 © o @ @
: T1 2 5 s £
g ! - 0] U
Exidl = 2 ®
| fA _9 w
Source: Company Bl oomberg

2018

Philippines

India

Thailand

of higher ROA

Indonesia

Compared to the Fees/Total Assets ratio of
Thai and Indon banks, we see significant room
for Viet banks to improve this ratio and
ultimately their ROAs.

Bancassurance( 0 b a n wilaki )a key driver

for fee income growth. Most big Viet banks
have ramped up banca business over the last
three years by entering exclusive partnership s
with global & regional insurers. Banks with the
strongest banca capacity include: VCB, TCB,
BIDV, MBB, HDB and STB.

A conservativ@éiffRor éea
penet rraatieon( % Pr emi um/
rises to 2.5% and banc
from 14% cG8fr éypt)RPP Adbw a
banca pr2e00m28 mCAGR 36 Wh
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Selective financial metrics of VN | isted banks

1

Ticker Average|  VCB BID TCB CTG,  VPB,| MBB, ACB HDB STB TPB EIB
Price (VND, as of 31 Dec 2019) 1 90,200 | 46,150 23,550 20,900 | 20,000 ! 20,800 ! 22,800 27,550 10,050 21,050 17,800
# shares 0/5 (m) | 3,7091 4,022 3,570 3,723 | 2,438 11 2,326 | 1,657 981 1,804 827 1,229
MKkt Cap (VND bn) | 334,541 | 185,616 84,083 77,819 | 48,755, 48,374 | 37,760 27,027 18,127 17,399 21,884

(USD m) | 14,358 7,966 3,609 3,340 2,092'' 2,076 ' 1,621 1,160 778 747 939
FoL I 30.0%  30.0%5  22.5%  30.0%1 23.2% 20.0%! 30.0%  30.0%  23.6%  30.0%  30.0%
Current foreign ownership | 20.8% 3% 22.5%  29.3%,  23.2%, 20.0%, 30.0%  27.0%  16.0%  29.9%  29.6%
2020 Forward P/BV 137 ] 332, 222 114 093, 097, 103, 106 131 070 109 134
FY20E ROE 17.461 23.3%  14.1%  l6.4%  13.4% ) 18.8% 23.1% | 22.3%  19.5%  10.3%  22.4%  8.0%
FY19E ROE 16.8%,  23.5%  12.9%  16.8%  10.8%,  19.4%, 22.1% 24.8%  18.7%  8.6%  21.8%  5.1%
FY18 ROE 16.9%)  22.5%  11.5%  21.5%  8.3%) 22.8% ] 20.1%, 26.9%  19.4%  7.5%  20.8%  4.5%
FY20E ROA 1.5% 7% 0.8%  27%  0.8%!  22%!  23%]  1.8%  1.5%  07%  2.0%  0.5%
FY19E ROA 1.4% 1.5%  0.6%  2.7%  0.7%1  2.4%1  2.0%1  1.7%  1.4%  0.6%  1.8%  0.5%
FY18 ROA 13%)  12%  0.6%  2.9%  0.5%  2.4%, 1.8%,  1.6%  1.4%  0.5%  1.4%  0.4%
Earning strength score | 46, 26 3.3 28, 30, 43, 42 2.8 23 3.1 16

Source: Company, MBKE estimates for VCB, VPB, MBB and ACB. For other banks not yet under our coverage, we use Bloomberg consensus statistics &s of 31 Dec 2019)

Pleaserefer to Section 6 for our discussion and computation of Earning -strength score.

VCB, VPB and MBB are our top picks, taking into consideration a combination of their operational competitiveness, earnings st rength, ROE, valuation and potential re -
rating cat alysts over the next 12months.

January 3, 2020 3



Vietnam Banks

2. Bal

Vi et

anced regulations con
banksd robust ROE

Banking, in any country, is a heavily regulated sector. Globally, bank
regulations have become tighter, especially in terms of provisioning and
capital adequacy requirements. Stricter provisioning requirements (i.e.

I FRS 9) weigh down banksdé profits,
stricter capital adequacy requirements (i.e. Basel 3 and now moving to
Basel 4) force banks to maintain a higher capital base, resulting in a lower
bal ance sheet gearing ratio (i.c¢e.
(as ROE = ROA * TA/TE). In fact, tightened regulations have caused bank
ROEs in many markets applying the most advanced regulations to decline
to a merely 9-15%

TA/ TE)

In Vietnam, the banking sector is very young with a less -than-30-year
history. Banking regulations are still evolving to adopt the international
standards. After a mini -banking crisis in 2008-2012 (when the system-wide
NPL ratio reached 17.2%), the State Bank of Vietnam, i.e. the central bank,
gradually introduced new regulations and policies with an aim to fix

resul ti
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nue 1O

ng

ch in

Maybank kimEng

in | ower

turn,

legacy issues (i.e. cross ownership, reckless lending to related
shareholders and risky sectors) and to strengthen the
(i.e. stricter NPL classification and provisioning, more prudent regulations
on liquidity, asset -liability management, and stricter capital adequacy
requirements).
Figure 1: Vi et namds key banking regul ations
2014: Cir.36 regulating 2020 2021 2022 2023 2024
operational safety ratios . . .
i Cir.41 - bank
(including CAR) and credit Cir. 41/201§, or adjust Cir.41 — banks Ir. anks
limits Basel 2 version — 12-15 apply ICAAP apply FIRB
banks applying standard norms norms
ﬁgﬁ:’fﬂg&iﬁ'ﬁ;ﬁ 2009 norms Cir.18/2019: Cir. 18: cash- Cir.18: cash- Cir.18: cash-
reasonable timeline) Cir.22{2019 limits Short- cash-loan limit at loan limit loan limit loan limit
term funding used for Mid- 70% lowered to lowered to lowered to
2015: Cir.09 [introduced in long-term loans (SML) ratio ] 60% 50% 30%
2014 in lieu of Cir.02/2013] at 40%, limits LDR at 85% (Cir.18 replaced
took effect with stricter for all banks. Cir.43/2016)
regulations on NPL Cir.22 limits Cir.22 limits
classification and (Cir.41 & Cir.22 together Cir.22 limits SML SML ratio at SML ratio at
provisioning. replaced Cir.36/2014) ratio at 37% 34% 30%
I
2016: Cir.06 replaced Cir.36 with more relaxed limits and timeline. After 2025
Cir.41, an adjusted version of Basel 2 standards, was introduced, IFRS 9 will be
aiming to have 10 banks (selected by the central bank) to adopt first implemented,
from 1/1/2020 according to
*) Before that, in 2014, VN central bank had alerted local banks about MoF’s proposal
Basel 2, and aimed to have some banks adopted Basel 2 in 2016.
Source: SBV
We observed that Vietnamds central bank has been adopting
approach to strengthening the banking sector without disrupting its
growth, margin and profitability. In our view, the central bank is aware of
the fact that the banking system remains the key funding source for
Vi et namds e c on o mydevélopad\capital market), reidethat,
due to state -budget constraints and 30% FOLs on banks, local banks
basically have to rely on their internal capital generation to build up their
capital base to support asset/credit growth. Hence, we believe the
regulator should and needs to adopt a balanced approach that allows local
banks to grow and maintain good profitability while gradually
strengthening their operational metrics.
January 3, 2020 4
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After careful analysis of s afety requirements/limits, adjustment and

implementation timeline of all the regulations introduced from 2014 to

date, particularly those introduced during late November and early

December 2019 (Please refer to Figure 3 below) , we maintain our belief

that Vi et namés banking regulations are becoming tighter in a
bal anced manner that wildl continue to support |l ocal banks?o
growth and profitability (i.e. ROE of 18 -22% for leading banks) over the

next three to four years.

1 Accordingtot he Ministry of Financeds proposal, Vietnam wil/ c
adopting IFRS 9 only after 2025. This, along with drivers of steady
credit growth & NIM and strong fee income (please refer to discussion
in following sections) , wi | | essential IBOAsatpp ort Viet banksd
1.5%, and 1.8%2% for the banks who have strong fee income profiles.

1 On the other hand, we believe Vietnam will likely stay on current
Basel2 CAR standards, i.e. Circular 41, over the next five years
(before considering a move to higher Basel standards), because the
central bank understands that it will take time for Viet banks to build
up their capital base while looking for solutions to the FOL matter.
Under the adjusted Basel 2 standards, we estimate that Viet banks
can still maintain abou t 10-12x balance sheet gearing ratio (vs. 15x
previously, on average).

1  Altogether, we believe robust ROEs (= ROA * BS gearing ratio) of 18
22% wi || be achi ev akperfermifigobanks\oveethen a mds hi gh
next four -year cycle.

Figure 2: Vietnamese banks still enjoy robust profitability , driven by improving ROA and reasonable BS gearing level.
ROE ROA TAITE ROE ROA TAITE ROE ROA TAITE
(3Q19) (3Q19) (x) (2018) (2018) (x) (2017) (2017) (x)
Average 18.7% 1.6% 13.5 17.3% 1.44% 14.0 14.3% 1.06% 15.0

High performers

VCB 26.2% 1.8% 14.2 22.3% 1.33% 16.8 15.1% 0.83% 18.2
VIB 26.1% 1.9% 14.1 22.5% 1.73% 13.0 12.8% 0.99% 13.0
ACB 25.0% 1.8% 14.1 27.7% 1.76% 15.7 14.1% 0.82% 17.2
MBB 23.2% 2.1% 11.1 20.1% 1.81% 11.1 12.9% 1.21% 10.7
TPB 22.7% 1.8% 12.9 20.8% 1.63% 12.8 15.6% 0.84% 18.6
VPB 20.4% 2.3% 8.8 22.8% 2.45% 9.3 27.5% 2.54% 10.8
HDB 19.6% 1.6% 12.0 19.1% 1.38% 13.8 14.9% 1.03% 145
TCB 17.0% 2.7% 6.3 21.5% 3.47% 6.2 27.7% 2.60% 10.7

Laggards (under restructuring, leadership transition)

BID 13.6% 0.5% 25.3 11.7% 0.46% 25.4 11.6% 0.46% 25.2
CTG 12.8% 0.8% 16.2 6.5% 0.38% 17.3 9.3% 0.56% 16.6
STB 10.1% 0.6% 17.2 7.5% 0.45% 16.5 4.4% 0.29% 15.2
EIB 7.7% 0.8% 10.0 4.5% 0.44% 10.3 5.9% 0.59% 10.1

Source: Company
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Figure 3: Banking regulations introduced in a fairly gradual and balanced manner that would support VN banks to maintain

good profitability

Legal documents /
Regulations

Background/ Key focus

Impacts / Remarks

Circular 41/2016
(i.e. Basel-2 with
adjustments)

Cir.41 was officially launched in 2016, two years
after Vietnamds centr al
application for the local banking system.

Before that, VN banks had never applied any
Basel standards. The local CAR standards were
close to only Basel 1.

Essentially, applying Basel-2 CAR standards makes

banks more risk-sensitive when allocating their
assets, because riskier assets/customers will be
charged higher risk-weights. In addition, the risk
is also tied to the bo
service capacity, instead of basing it mostly on
the loan purpose, sector and collateral assets.

According to Cir.41, local banks must apply Basel
2 standards from Jan 2020, meaning that VN
banks had almost 4 years to prepare. Local banks
will start with the s tandard approach of Basel 2,
then move up to the more sophisticated approach
in 2021 (ICCAP) and 2023 (FIRB).

Cir.41 actually charges stricter r
to real estate (i.e. 200% vs. u po
corporates with hi g3hOebrp sl ehviegrhaegre i(n
wei ghtage ratios) . Meanwhi | e, t he
exposure undene@Galii4ilari sto that of

ButCi r. 41 requires | essragt misctt or
government/ central banks (i 0 %
rating) or VAMC bonds (20% vs. up
These adjustmenamodersatléd edndmease
wei ghted asset ( BWAY, (vis..e60@ %Yets.¢cr 8D
rff ul |l Basel w2ret appadrn ¢gd
Therefore, many | ocal banks manage
expected. By Dec 2019, 18 banks (
announced to apply Basel 2, as bel
"W
V I B Vietcombank
“-MB W VPBank N\ MSB

ACB
ocB

£ recHcomBaNK

BIDV¥

23 SeABank NAM A BANK

o)
V TPBank 0@: LaoatietPoatBank
1OBank W VIETRANK
T
N o S8
Circular 22/2019 Cir. 22repls®c 86/ 2014 (andl. The reduction of SiMh patiod v
revision), which coverslknown/expected by banks and t heem:
for the bankRimg@0s@cwblllprepared for t his. Accor dironwgnetdo &k
effectiveél onK¥gnchanges|already had SMw B8t o whiislece lpr i voa
ratio stood at 3.0.9% as of Sep 201
1. Redud¢thieom adfi o eofm $ha
f omedi um abhérmohending ((This regulation is part of the re
from the current 40% tol|l oans maldeer otporerty sector. I'n fact,
timeline as foll ows: devel oper s havee.2e¥eY ar 2104 @1, .(4%m Y n
9M19) . Shar emadteat drvee lisomeors a l bank
1 Jand2®2%ep 2020 malstabl e at around 6.3% YTD (Sep 2
1 Oct 02M2%ep 2021: malreduced from the peak of c.13.3%
1 Oct 62®M2%ep 2022 malover heated, -gaabki hyg tehdeaméks ntgo sect
1 Oct 2022 on wards:
2. The hiwehegrhapipigk ed etsd atedaalt ed ¢
2. El evati on of t he ri sl oans aims to prevente dtamtkes If dc@ms
related consumer |l oans, |l oans. I n f acatn,k sf carp ptl hyd nlg7 Basel 2
a maxi mum ceilBwtg toHi st hem in terms of CAR, because unde
applicable to banks whi|to reesatlate retail |l oahe/ai sebgsed)
CAR standards under Cir.Service Capacity (DSC) metrics, -
wei ght{inge. general l-y0%bet weeoar db
3. l-todRBeposit rabhi br adR|jesti mation) .
which including adjustm
and Deposits) is c alpaprek] 3. The LDR regulation has become stricter for state owned banks (which
effective fromhas el alba Kk currently enjoy an LDR limit of 90%), but it is more relaxed for private -
candt comply with t hi s [sector banks (which are currently subject to an 80% LDR limit). In fact,
maxi mum of two years t gdamong state owned banks, Vietcombank (VCB VN, HOLD, TP:
beeme compliant from Jan|VND92400) already has an LDR kelow 85%.
Relaxing the LDR for private-sector banks, which account for half of
total sector credit, will materially help to ease competition for
deposits/funding, and thus eases pressure on interest rates. This is
essentially a key focus of the Viet government and ¢ entral bank.
January 3, 2020 6
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Circular 18/2019

Cir.18/2019 replaces Cir. 43/2016 regulating the
consumer finance (CF) business in Vietnam.

The key focus is on the limit of cash loans, which
will materially impact the prospective growth and
margin of consumer finance players.

Earlier, there was proposal to limit cash
loan/total CF loans at 30%, which caused serious
concerns about the growth and profitability of CF
companies.

The Cired@muehn more ret bmadkexhpaenct
in our view, with key highlights a
1. Cal cul ation of cash Il oan ratio
Il oan from customers wiotahn  dbuatl satnacre
VND2O0m

I n our Vi ew, this regul ati on rei:
doesndt aim to totas|ybpteveéntjusa
highsk cash I|-banket{ioaeshbigTheref
VND20Om in outstanding balance for
the taah ratio.

Accor ddéi agh yloan ratio undert h@inr .plr8

cal cul attioon ex &mBpICa edi t said 2ts ¢
currently wunder Cirid8casht|l d&m as
2.The cap on cash loans is stildl

during 2021 => Mmag26 0% dnarxi.bd %

max. 30% from 2T0ORe4 coonmyalridesnce t immel
relaxed than expected.

Al ong wi th ¢t heannevatdas hiddi anell a tnieo @
CF compsauwfifeiscoemtt o grow and avoi
contraction for the next three yece

IFRS 9

IFRS 9 is an International Financial Reporting
Standard (IFRS) published by the International
Accounting Standards Board (IASB) The standard
came into force on 1 January 2018

It was designed and launched in 2014 to address
criticism of financial institutions  having
recognised i mpairment |
| a t @uidng the global financial crisis.

IFRS 9 isa significant accounting change that
banks are (will be) facing, because it requires
banks to switch to recognising and providing for
expected credit losses (ECL) on financial assets,
rather than the current practice of providing  only
when losses are incurred.

The biggest effect of IFRS 9 is the incre ase in loan loss provisions from
the new expected loss impairment model.

Based on an estimation by Association of Chartered Certified Accountant
(ACCA) in Feb 2019 and our observation of Thai & Malaysian banks
[which apply IFRS 9 in Sep 2018 and 2019],the provisioning costs could
increase between 15% up to 60% under IFRS 9 vs. previous standards
(i.e. 1AS 39).

Hi gher provisioning requirement w
line earnings, and thus profitability (ROA, ROE).
Vietnambés Ministry of Finance ( Mot

IFRS in Vietnam; Accordingly, IFRS 9 would be considered as
compulsory only after 2025.

Foreign ownership
limit (FOL)

Current FOL for Viet banks is 30% in total and
max.20% for a foreign strategic investor.

Discussions on raising FOL for banks to as high as|
49% have been going on for years, but there is no
real progress so far.

To help VN banks recapitalize quickly in order to meet higher CAR
standards, raising FOL is the most effective way, in our view.

In order to open the leeway for raising FOL on banks, it requires revising
current regulation on min.65% state ownership at lo cal banks as the first
step.

According to t hdevelopment stratédgy fomathekbanking
sector to 2025 approved by the Prime Minister in 2018, the State will
own at least 65% of voting rights in state -owned banks (including :
Agribank, Vietcombank - VCB, BIDV - BID and Vietinbank - CTG)
through 2020, and at least 51% under the 2021 -2025 period. This
plan outlines a potential increase in FOL on banks post 2020, which will
represent strong support dénattemptsoanda
a strong catalyst for bank stocks and the overall stock market.

Source: Company, MEKE
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3. Steady | oan growth and margin

3.1 Favourable macro background

We maintain our view that Vietnamds macro economy Wi
robust growth over the next 24 months, which is conducive to the banking
sectords growt h.

OQur house economists forecast Vi#@6hnamds GDP growth to
in 2020 and 2021 from the break -neck speed of +7.0% in 2019, asVietham

shifts towards more sustainable growth, near its long-run potential , and

manages overheating risks.

Risks to our growth outlook are skewed to the upside given stronger -than-

expected export orders and a ca pex recovery spurred by a probable US-

China ceasefire. The government is targeting GDP growth of +6.8% in 2020,

whil e average 2020 GDP forecast (by World Bank, ADB,
HSBC) for Vietnam is 6.62% (as of Dec 2019).

Figure 4: GDP growth outlook for Vietham remains the most robust in the region

Real GDP growth (%) Headline inflation (%)
2017 2018 | 2019F| 2020F| 2021F| 2017 2018 | 2019F| 2020F| 2021F

Global 3.7 3.6 3.0 2.8 2.9 3.2 3.6

us 2.2 2.9 2.3 1.9 1.9 2.1 1.9

Indonesia 5.1 5.2 5.0 5.0 5.2 3.8 3.2 3.1 3.6 3.3
Malaysia 5.9 4.7 4.5 4.4 4.8 3.8 1.0 0.7 2.0 2.5
Philippines 6.7 6.2 6.0 6.3 6.5 2.9 5.2 2.6 3.0 3.0
Singapore 3.6 3.1 0.9 1.8 2.0 0.6 0.4 0.6 0.9 1.3
Thailand 3.9 4.1 2.6 3.4 3.8 0.7 1.1 0.7 0.9 1.1
Vietnam 6.8 7.1 7.0 6.6 6.6 3.5 3.5 2.6 3.5 3.4

Source: MBKE, December 2019

32 Credit growth -Td%rreaavagenr i n 13

Favourable macro backdrop and lower stress credit/GDP ratio (i.e. 106%
vs. 130% in 2019 due to a 25% upward revision in GDP base) will essentially
support the central bank in maintaining a steady 14% credit growth target
for the next two years.

Vi et neentrdl bank has been using credit -growth targeting as its main

policy tool since 2011 to control credit growth in order to achieve other

macro objectives. The credit growth limit has been lowered gradually

from 20% during 201%14 to 18% during 201516 and to 14% during 201719,

because the central bank took into consideration advice from

international advisory agenci es (including t he I MF)
credit/GDP ratio has reached a rather high level of 130% (based on the old

GDP calculation). The IMF even recommended that Vietnam should lower

credit growth to 9 -10% which is in line with nominal GDP growth.

From our talks with the central bank, we understand that they were

aware of the need to control the credit/GDP ratio below 130%, but they

were also aware that the banking system remains the major funding

source for t he economy g-developed dapital countryds under
markets i.e. total IPO proceeds + share issuance + bond issuance equal to

less than 3% of total bank loans during 2011-2019, according to statistics

from the Ministry of Finance and the State Bank of Vietnam (SBV). Hence,

the general view is that a 13 -14% credit growth annually is reasonable for

Vietnam for the time being.

January 3, 2020
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Furthermore, the governmentds of&bRnt review of the calcul af
whi ch resul ted in a ¢c.25% increase in Vi et namds GDP base
inclusion of statistics from 76,000 enterprises), i mplies

credit/GDP ratio will effectively decrease to ¢.106% only (instead of 130%
as of now). A lower credit/GDP r atio will also be supportive of the central
b a n k 8131% dr&lit growth target for the next two years, in our view.

Figure 5: Vi et n a mO-&SDRratiesd i t

140%

120% -

100% -
80% -
60%
40% -
20%
0% : . ; ; ; ‘ ; ; ;

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019E

m Old Credit/GDP New Credit/GDP

Source: MBKE, December 2019

On the other hand, we believe that the central bank will again give

additional credit growth quota for banks which comply with its central

bankds regulations, support i mpl ementation of its policies
strong operational safety ratios.

On the demand side, we expect credit demand from manufacturing,
construction, property (including mortgage), and household business/
consumer finance (accounting for 65% of total credit) to remain key
drivers.

Key downside risk may stem from slower-than-expected property credit
growth (i.e. falls below 15%) due to a shortage in residential property
supply caused by further delays in project approval/licensing.

Figure 6: Vi et nambés credit growth shoul
in the range of 13-14%annually

]

1 %

]

10% 20%
9% 18%
8% 16%
7% w— 14%
6% 12%
5% - 10%
4% 8%
3% 6%
2% 4%
0% 0%

2011 2012 2013 2014 2015 2016 2017 2018 2019F 2020F 2021F

mss GDP growth (LHS) Credit growth (RHS)

Source: GSO, MBKE estimates
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FigurtRi sing urbanization and Fi gwBrleow car ownership also in
(<3i%npl i es stirlolomsif@mi fmoc d yta g e l ending growth in Vietnam
R 700 - . - 70,000
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500 - - 50,000
0% 400 - - 40,000
300 - - 30,000
0% 200 - - 20,000
20% 100 - - 10,000
ﬂ H - -
S ¢‘ \Q c‘\a & QD Q
0% ‘;Qﬁ' 8 \ 3_«, @"’
2010 2015 2020F 2025F 2030F 2035F 2040F 2045F 2050F
M Car ownership (unit per 1000 people) - LHS
e Vietnam's population (m) =% Urban population 4 per-capita GDP (nominal, USD) - RHS
Sour&RV Source: BIS

33 Resi Imaemgt n

Viet banksd NI improvedeoveethepasef@dyearsyhanks to
a stable interest rate environment that enabled them to control cost of
funds, while lending yields improved thanks to optimized asset mix (i.e.
higher loans/total assets) and higher retail loan mix.

T Traditional retail | o a AlS0bps Mghevithanar e generally 100
that of corporate loans , and banks can still pass on most of the impact
from a rise in their cost of funds to retail clients

1 Current retail lending terms normally carry favourable fixed rates in
the first several months (i.e. six to 12 month s) before turning into
floating rates that ar eterrb deposidratesn t he bank6s [ ong
plus a margin (i.e. 3.5 -4%).

Figure 90 Vi et namese banks® NIM i mprove
(i.e. higher retail loan mix)

B0 oo - 4.0%
FO% - 3.5%
0% T mmm— - 3.0%
L - 2.5%
40% -+ 2.0%
30% —+ 1.5%
20% —~ 1.0%
10% -+ 0.5%
0% - - 0.0%
2013 2014 2015 2016 2017 2018 2019E
mmmn Retail credit/Total credit (LHS) NIM (RHS)
Source: Company, SBV
Looking into 2020, we expect Vi etnamese banksd NI Ms to

stable at current levels, i.e. 3.2 -4.5% for most of the large banks, taking
into consideration the following factors in play:

January 3, 2020 10
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i) We forecast lending yields at most banks to ease slightly in 2020 -
21, because we think that their asset mix has largely been
optimized and lending rates in some segments will decrease given

Maybank kimEng

the governmentds target and calll for local banks
rates (i.e. by about 50bps in 2020) to support local businesses,
particularly SMEs and those in high-tech, agriculture, and exports.
But, given that they have room to manage and ease their cost of
funds (as discussed below) and pass on cost increases o retail
clients, the impact of some reduction in lending rates may be
cushioned. We expect most big banks can maintain stable, and good
NIMs in 2020.
i) Stable inflation and foreign exchange rate outlook in the next 12
months should not put significant pressure on deposit rates/funding
costs.

Figure 10: Stable interest rate environment since 2015 thanks to the

new governmentds prudent macro poli

25

Avg. lending rate
Avg. deposit rate

0% f

15% -

10% -

5% -

0% . ; . ; ; : : : ; ; : : |
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020E

Source: SBV, FinPro

iii) Central bankds prudent policy moves provide

control and ease their cost of funds, i.e. cut in policy rates allows
banks to borrow cheaper funds via OMO and via the interbank
market. This will also ease the LDR limit (from 80% to 85%) for
private -sector banks which will materially help to lower the
pressure for fund -raising.

In the longer run, we expect rising CASA mix (thanks to improved
transaction banking platform and digital banking initiatives) will
help leading banks to reduce their cost of funds further.

Figure 11: Banks with higher retail lending mix —and strong CASA (i.e. low -cost funds)
are better positioned to preserve their NIMs.

Ranked b % retail loans/Total . NIM

(9|v|19 NIM))/ loans GRER e 2017 2018 9M19
VPB 57% 10% 8.9% 9.1% 9.6%
MBB 40% 34% 43% 4.7% 5.0%
HDB 50% 11% 41% 41% 45%
TPB 52% 16% 3.0% 3.8% 43%
TCB 48% 30% 3.9% 4.2% 4.3%
ViB 78% 11% 3.2% 3.9% 41%
ACB 50% 17% 3.6% 3.7% 3.7%
VCB 42% 30% 2.7% 2.9% 3.3%
CTG 20% 16% 2.8% 2.1% 2.9%
BID 33% 15% 3.0% 3.0% 2.7%

Source: Company
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4. St abili zeastcrediid benign asset
guality
Along with NIM, credit-cost i s a key driver of Viet banks® earnings. Ea

credit -cost partly underpinned strong bottom -line sector earnings growth
over the past three years.

Figure 12: Easing credit -cost, along with improving NIMs, underpinned
VN banks®& strong ear-tOi ngs growt h i

4.0% Aggregate earnings growth of
12 largest listed banks: 41% 34% 24%
3.5%

3.0%

2.5%

2.0% 1.9% . 1.9%

17% 1.6%
1.5% 1.5% 5% 5y 4% |1.4%

1.0%

0.5%
2012 2013 2014 2015 2016 2017 2018 2019t

NIM Credit-cost rates

*) Note: Average credit-cost rates of 12 largest listed VN banks

Source: Company, MBKE forecasts (for ACB, MBB, VCB and VPB) + using 3Q19 statistics of
other banks as their FY20E base forecast.

Credit cost eased thanks to supportive mechanisms introduced by the
regulator via the establishment of the Vietham Asset Management
Company (VAMC) to help spread the provisions for legacy bad debts over a
five -year period as well as benign asset quality of new loans made from
2013 to date.

Vi etnamese-imamMPdedd raltli o (including banksd reported NPLs + VA
bonds + restructured loans) steadily decreased from 17.2% in 2012 to 6.3%

in 2018 and to 4.59% byend-2019. Of this, 1.89% is reported NPLs, and the

rest is restructured bad debts and bad debts kept at the VAMC.

1 According to the 5-year plan, the bad debts kept at VAMC will b e
transferred back to the banks by 2020. Many banks (most of them
are big and listed) have thus aggressively been provisioning to clean
up these legacy NPLs before the 2020 deadline.

1 By end 2019, 11 banks have cleaned up legacy NPLs, including:
Vietcombank (VCB, already cleaned up in 2016), BIDV (BID),
Techcombank (TCB) MB Bank (MBB), VPBank (VPB), Vietnam
International Bank (VIB), TPBank (TPB), OCB, NamABank (NAB),
KienLong Bank (KLB) and SEA Bank.

January 3, 2020 12
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Figure 13: VNGO s
absolute and relative terms

s-widetalt-m NPLs have been decreasing steadily in both

2012
Sector-wide
All-in MPLs (VND tr)
Growth (yay %)
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129
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2017 2018
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133
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2019
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-17.2%
4.6%

151
13.6%
1.89%

Source: SBVY VAMC

A continued favourable macro environment will enable Viet banks to
maintain benign asset quality. We expect on -balance-sheet NPLs to stay
below 2% over the next two years. This will essentially help banks keep

their credit cost stable at around the current

0.8-1% level.

We do not see systematic NPL risk for Vietnamd $®€anking system over the
next 12 months. There may be some asset quality risks from exposure to
Build-Operate-Transfer (BOT) projects and condotel segments, but the
exposure size and concentration indicate that it will not cause systematic

risk to asset quality .

1 Regarding exposure to BOFprojects, total BOT loans now account for
1.4% of sector loans, equivalent to c.USD4.7b made to 105 projects.

Local banks have slowed down lending to BOT since 2017 upon warnings
from the central bank. BIDV (BID), Vietinbank (CTG) and Saigon-Hanoi

Bank (SHB) together account for 80% of the total loans made to BOT
projects. Given the exposure size and the concentration in a few banks,

this is not yet a system NPL risk for the sector,

in our view.

1 We believe condotel is a trendy property product, and appears to work
well particularly for experienced and capable developers. Hence, we

donot t hink t he

recent

scandal

Cocobay in Da MNing) (Please click here to download the article)

indicates an end or a crisis for this segment.

Even in the wors t case

(which is very extreme and impractical), assuming all mortgages to
condotels become bad debts, the size of the NPLs will be less than 1%

of total system -wide loans.

Since there is no official statistics on bank loans to the condotel
segment, we estimate that the total exposure to condotel may reach

about USD3.5b, ¢.0.9% of total

system-wide

loans, with key

assumptions (based on statistics from the Ministry of Construction and
other real -estate agencies) as follows: i) total condotels licensed
during 2016-19: 60,000 units, and assuming 70% take up rate (which is
the best absorption rate at the market peak during 2016 -17), ii)
average size of condotel unit: 70sgqm, and average selling price:
USD1700/sgm, iii) 70% of the investment funded by bank loans (i.e.

mortgage/home loans).

Al | in all, we expect

Vi et banksd

and we thus forecast the credit cost in 2020 to stabilise for most banks,
and trend down for some banks which aggressively provisioned in 2018-19
to clean up legacy NPLs, including MB Bank (MBB) and VPBank (VPB).

January 3, 2020
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Vietnam Banks

Figure 14: Provisioning rate to stabilise for most VN banks

6.0%

5.0%

4.0%

3.0%

2.0%

1.0%

0.0%

2012 2013 2014 2015 2016 2017 2018 2019E 2020E

—VPB

=—=BID

=—MBB

— TG

=——=HDB

VCB

TCB

—ACB

Source: Company, MBKE forecasts (for ACB, MBB, VCB and VPB) + using 3Q19 statistics of

other banks as their FY20E base forecast.
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Ri sing fee income to

In the context of largely stable NIMs and credit costs, rising fee incomes
will emerge as an important driver o f Vi et namese
improvement over the next five -year cycle.

Compared to the Fees/Total Assets ratio of Thai and Indon banks, we see
significant room for Viet bank sto improve this ratio and thus their ROAs.

dr i

banksd

Maybank kimEng

ve ROA

Fi gurrs®&N banksd Fees/ Tot al ass Fi gur&ome | eading

ROA

banks

I mpr C

man ac

compared to regional banks income via bancasauwmdamaove i dn
2018 Total 2018 Net  Fees/TA 2016-18
assets (VND b) fees (VND b) Fee CAGR
BID 1,313,038 3,551 0.3% 19%
CTG 1,164,435 2,768 0.2% 28%
VCB 1,074,026 3,403 0.3% 27%
STB 406,041 2,682 0.7% 37%
MBB 362,325 2,561 0.7% 94%
ACB 329,333 1,498 0.5% 26%
VPB 323,291 1,613 0.5% 37%
TCB 320,989 3,530 [ 34%
1 O o @ T 4 1] o o] o o
B, © e - § e 5 = 2 HDB 216,057 438 0.2% 93%
=1 B a2 - 3 G c - = c EIB 152,652 347 0.2% 8%
Q | T o o b o = ) N N
~ . = o g = = e VIB 139,166 407 0.3% 26%
= = = B TPB 136,179 676 0.5% 180%
SourRleaomberg Source: Company
We forecast leading banks to maintain ¢.20 % fee income growth (CAGR) in
the next five years vs. ¢.12% asset growth, which would result in the
increase in Fees/TA ratio from ¢.0.4% currently to nearly 0.7% in five
years.
Bancassurance will be a key driver of fee income growth. Most big banks
in Vietnam have attempted to ramp up the banca business over the last
three years by entering exclusive partnership s with global and regional
insurers, including: Prudential, Manulife, Dai -Ichi Life and FWD.
Figure 17: More VN banks enter exclusive bancassurance partnerships to boost fee incomes
Bank Insurer Type of deal Signed Duration
CTG Aviva JV (CTG 50%, Aviva 50%) 2011
BIDV MetLife JV (MetlLife 60%, BIDV 40%) 2013
MBB Ageas Life JV (MBB 61%, Ageas 29%, Muang Thai Life 10%) 2015
VIB Prudential Exclusive partnership 2015 15 years
HDB Dai-Ichi Life Exclusive partnership 2015 10 years
SCB Manulife Exclusive partnership 2015 n.a
EIB FWD Exclusive partnership 2016 n.a
TCB Manulife Exclusive partnership 2017 15 years
STB Dai-Ichi Life Exclusive partnership 2017 20 years
SHB Dai-Ichi Life Exclusive partnership 2017 15 years
VPB AIA Exclusive partnership 2017 15 years
VCB FWD Exclusive partnership 2019 15 years
Source: Company
Vietnamds | ife i naoB&MCAGR irsthecpassix yearswi t h
reached its take -off point when the penetration ratio (  Premium/GDP)
passed the critical point of 1.5% in 2018 in our view . Improved agency
execution capacity and improved consumer awareness about life insurance
products and benefits along with rising per capita income underpin the
robust growth of life insurance in Vietnam.
January 3, 2020 15
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Figure 18: Vi et namds | i fe insurance has | arge potenti
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Source: GSO, Association of Vietnam Insurers, Swiss Reinsurance

According to industry players, life insurance premium s can continue to
grow at a 20% CAGR in the next five years, which would raise the life
penetration ratio close to 3.5% by 2025 as per the target setby Vi
insurance regulator, i.e. the Ministry of Finance.

In addition, bancassurance is expected to emerge as an important channel
driving the sector & sgrowth. Currently, bancassurance contributes only
about 14% (9M19 vs. 10% in 2018) to the total sector premium . Thanks to
strengthened partnership s between banks and insurers via exclusive
framework, bancassurance contribution is expected to surge significantly
in the next five years. In developed markets, bancassurance contributes
50-70% to total life premium s annually; or in the Thai market (as a closer
reference point), the bancassurance contributes about 45%.

A conservative forecast that life insurance penetration increases to 2.5%
and bancassurance contribution increases to 30% by 2025, implies a
bancassurance premium CAGRof 36% in Vietnam during 201825, which
will materially underpin robust bancassurance fee growth for Viet banks.

Figure 19: Significant bancassurance growth potential for VN banks

2018 2025E CAGR

Nominal GDP (VNLCtr) (1) 5,535 10,100 9.0%
Life penetration rate (2) 1.6% 2.5%

Life insurance premium (VND tr) [(3) = (1) * (2)] 86 253 16.6%
Banca mix (4) 10% 30%

Banca premium (VND tr) [= (3)*(4)] 9 76 36.4%

Source: Company, MBKE

Furthermore, Viet banks can explore other potential sources of fee
income growth from corporate -bond underwriting and private wealth
management. Techcombank (TCB), via its brokerage subsidiary, has
emerged as a leader in corporate bond underwriting over the past three
years, and it showed the market how this business could add strong
growth to its total fee income. Thanks to both strong bancassurance and
bond-underwriting fees, TCB managed to raise its Fees/TA ratio up to 1%
which is close to that of Thai and Indon bank s and more than double the
average ratio of Viet banks. In 2019, a few other banks have alsoramped

3, 2020
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up their corporate -bond underwriting business, i.e. MB Bank (MBB) and TP
Bank (TPB).

Corporate bond issuance in Vietham has surged in the past two years in

the context of credit growth being capped at 14%andbanksdé shi fting focus

to retail lending and tightened regulations on liquidity management.

However, due to concerns about overheat ing growth of the corporate

bonds amid an underdeveloped market platfor m (including regulatory

framework, corporate bond information centre, credit rating capacity

etc.), the regulator has recently made some warnings and conducted

inspections i nt o-usewning businesssTogetheo with

the fact thabangiamyg Ot wwtsd (goaaedicompanies having

rating) appears to have been harvested, the regul atords

inspections could cause a temporary deceleration in the growth of
corporate bond activities, in our view.

In the long run when regulatory an d credit rating capacity improve s, we
believe corporate bond -underwriting business will emerge as another
significant opportunity for Viet banks to steadily grow their fee income.

A bri ¥feaoomds Cor porate Bond Mar ket

Source: World Bank8Unlockingc api t al markets for Vietnamdés future devel opment, 2019

2019, reaching around VND59@/USD25.3b by end-June. Still, Vi et namdés corporate bond si ze -6@un@iesns

In the coming years, efforts to recapitalize big state -owned banks, fund major SOEs, and finance infrastructure projects, including real estate
development, will be the main drivers for the development of the corporate bond market.

Figure 11.5. Size of bond markets (as % of GDP) Figure 11.4. Size of selected Asian local currency
o bond markets
(outstanding bonds as % of GDP as af June 2019)
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Source: Asian Bonds Online, ADB.

Note: The percentage for corporate bonds in this chart only
covered listed corporate bonds. Outstanding government
bonds includes only marketable instruments.

aggressively expand to 20% of GDP by 2030.

Viethamés cor porate bond mar ket has shown progress over recent yoEGDPm.

The Gover n/memtmn, oifn imagy kkeondlevel opment roadma® dmd 2m0 pweirsioan,20d
functioning bond mar ket which is aligned with internationalssheBam
ProduGbP) ratio is targeted at 45% by 2020 and 65% by 2030. Sp edc

t
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6. Earnings growth outl ook and
strength ranking
We forecast strong core EPSgrowth of 16-26% in FY20 for VN banks under
our coverage, driven by steady interest income growth, rising fee income
and lower credit costs.
Based on our forecasts for VCB/VPB/MBB/ACB and Bloomberg consensus
forecasts for other banks, aggregated earnings gr owt h f or 12 of VNG s
| argest Il i sted banks (which account for 55% of
assets/ customer |l oans and -tax6prefit) oidf tot al sectords
estimated at ¢.21% in 2020.
Figure 200 VN banksd® earnings growth
FY16-17 profit FY18 FY19E FY20E
growth (CAGR) profit growth profit growth profit growth
41% 34% 24% 21%
High performers Aggregate (12 banks) Aggregate (12 banks)  Aggregate (12 banks) Aggregate (12 banks)
TCB 98.6% 33% 12% 15%
VPB 62.0% 13% 14% 16%
TPB 38.8% 87% 42% 27%
VCB 28.9% 61% 32% 26%
HDB 75.1% 66% 27% 21%
ACB 42.0% 141% 18% 16%
MBB 19.7% 68% 28% 26%
VIB 46.4% 95% 46% 22%
Laggards (under restructuring, i.e. BS clean  -up, leadership transition)
BID 4.4% 9% 9% 41%
CTG 12.0% -27% 41% 25%
EIB 309.0% -19% 30% 3%
STB 30.3% 51% 42% 32%

Source: Company, MBKE estimates for VCB, VPB, MBB and ACB. For other banks not under our coverage, we use Bloombeg

consensus statistics (as of 31 Dec 2019)

In our view, besides looking at earnings growth, it is more important to
analyze:

- Profitability ratio: ROE (because a bank may have very strong
earnings growth, but its ROE may remain modest because of
aggressive increase in capital),

- Quality of earnings/ROE, i.e. what drives the earnings? Margin
expansion, rising fee incomes, cost efficiency; or is it largely based on
relaxed provisioning? Is its high ROE based on structurally high
balance sheet leverage?, and

- Visibility of earnings/ ROE, i.e. margin sustainability, visibility of fee
incomes, room to absorb credit -cost shock which in turn depends on a
bankds | oan | oss reserve against

Based on a balancescore card of the above factors, we ranked VCB as

No.1l in our sector coverage in terms of earnings strength, followed by
ACB, MBB, TCB, TPB and VPB.

January 3, 2020
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Figure 21: Earning strength ranking of VN banks

Weighted -average

Bank FY20 earnings growth ROE Earnings quality Earnings visibility ——"
(above 30%: 5, (above 25%: 5, (based on key (Based on keymetrics: room (Weighting: 10% for
21-30%: 4, 20-24%: 4, metrics: BS gearing to preserve NIM [i.e. good earnings growth, and
11-20%: 3, 15-19%: 3, ratio, NIM trend, CASA and high retail loan 30% each for remaining
5-10%: 2, 10-14%: 2, credit -cost rate vs. mix], sustainable and visible factors)
Below 5%: 1) below 10%: 1) loan loss coverage, fee income, low NPLs and
fee income growth) high loan loss coverage ratio)
VCB 4 4 5 4. 6
M B 4 4 5 4 43
AB 3 4 5 4 4. 2
TCB 3 3 4 3 3.3
TPB 4 4 3 2 3.1
VPB 3 3 3 3 3.0
VI B 4 4 2 2 2.8
HDB 4 3 3 2 2.8
CTG 4 2 3 3 2.8
Bl D 5 2 2 3 2.6
STB 5 2 2 2 2.3
EI B 1 1 2 2 1.6

Source: MBKE
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BUY al pha banks at reasonabl e price

7. 1At t r acatliuwaaivdn pot eenadaiahgr e
catalyst in the near term

After a good rally till October 2019, VN bank stocks, along with the overall

market, experienced a significant correction and volatility in the last two

months due to a confluence of factors: i) ab sence of support from

corporate news (as earnings season had just passed), ii) delayed

implementation of market -upgrade initiatives, iii) weakened sentiment

due to concerns about market makersd manipul ation of
near maturity date of future contracts and in the last month of the year,

and iv) panic caused by [misunderstanding/ interpretation of] new banking

policies & regulations introduced by the central bank in December 2019.

1 Retalil investors and the general public initially misunderstood that
the new regulations would abruptly tighten banking growth and
margin, partly due to confusion with regards to regulatory jargon and
unfamiliarity with the background on how the regulations had been
drafted, adjusted (with more relaxation ) and phased in. For example,
Cir.18 (Please refer to Fig.3, page 7) actually turned out more
relaxed than the draft version (which had been spread out in 1Q19,
causing some bank stocks to drop significantly by ¢.40%). Still, local
retail investors treated Cir.18 as a new regulation and responded by
selling in a panic.

Many VN banks®8 shar e-144(done ease lokt apstd 24%)et ween 7
from its peak during mid -Nov and mid-Dec 2019 (vs. a 7% drop in the
benchmark VN Index).

Due to this correction, most VN banks (except for VCB and BID) are now
trading at a P/B valuation close to the bottom of their 5-year range,
although their ROEs have improved and above the 5-year range.

benchnm

Fi g®2r2¥ N bankdsf or2RdBdrange (I Fi g 23 N banksd ROE-yeRY20EBRnnges.

4.5

4.0

3.5

3.0

2.5

2.0

T 30% -

| 25%
] &, * &
| 20% - A &
<>

- 2.2 15% - F .
] 10% - . ¢
- 1.3 13

1 59 10 10 11 1.1 5% |

0.7

' T | 0%

5-Y min PB 5-Y max PB FY20E PB . 5-Y ROE range + FY20E ROE

YCB BID TCB CTG VPB MBB ACB HDB STB TPB EIB VCB BID TCB CTG VPB MBB ACB HDB STB TPB

\ 4
EIB

Sour@empany, Bl oomb
ACHB)as of 31 Dec 20

er
19) and ACB)

January 3, 2020

g consensus MB K I Source: Company, Bloomberg consensus, MBKEEstimates (for VCB, VPB, MBB

20



Vietnam Banks @) Maybank kimEng

Share price performance of VCB (+69%) and BID (+39%) in 2019 and their
current premium valuation show that, besides fundamental factors,
available foreign room is an equally important factor that drives share
price in Vietnam.

Figure 24: VN | i sted banks® share price performance in 2019

2019 share price performance

80% -
69%
60% |
40% -
20% A
0% 0% 6% 8%
0% ‘ . . ‘
T-—- ACB VPB TPB VNIndex CTG MBB VIB EIB BID VCB
0% 9% 9%
20% -16%
STB HDB TCB ACB VPB TPB [VNIndex| CTG MBB viB EIB BID VCB
FY20E P/BV 0.7 1.3 1.1 1.1 1.0 1.1 0.9 1.1 1.0 1.3 2.2 3.3
FY20E ROE  10% 20% 17% 23% 19% 22% 13% 23% 23% 8% 14% 23%

*) Note: Banks, highlighted in Green, are those with available foreign room.

Source: Bloomberg, MBKE estimates for VCB/MBB/ACB/VPB

Full/limited foreign room has caused significant valuation discrepancies
for many VN banks so far. For example, leading banks such as TCB, MBB,
VPB and ACB withnearly 17-23% ROE trade at only1.0-1.1x forward P/BV,
because local retail investors trade on short-term news, while foreign

institutionalinv est or s cand6ét buy in due to full foreign ownership ro

We expect the launch of new ETFs in 1Q20 (i.e. Diamond-index ETF which
is a gateway for foreign fund s to buy into full -foreign-room stocks at
undemanding valuations) to help partly fix such valuatio n discrepancies.
This represents a re-rating catalyst for leading VN banks.

On the other hand, in mid -2020, there will be another potential supporting

catalyst. If Kuwai t i s upgraded from OFrontier Mar ket 6 to OEmerg
Ma r k etatus by MSCI,this would effectively make Vietnam the largest

market in the FM league. As such, Vietnam would get a higher weight in

the MSCI Frontier index.

According to a simulation run by MSCI in May 2019, Vi et nan
the FM index could potentially increase up to 30% from 15%. This would

attract some foreign fund flows to Vietham ese stocks. It would benefit

more directly the large -cap stocks having available foreign room like VCB.
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Figure 25: MSCI1 6s si mul at i

double in case Kuwait is upgraded from FM to EM

ndicated VWidetr

Current Index Simulated Index
(ex AR)* (ex KW inc IS)**

# of constituents  Weight  # of constituents ~ Weight
KUWAIT 19 25% 0 0%

’ VIETNAM 28 15% 29 30%
MOROCCO 7/ 1% 7 10%
KENYA 4 9% 4 9%
NIGERIA 7 9% 7 9%

*Data based on the pro forma index (post reclassification of Argentina and without application of the phasing
rules) as part of the May 2019 Semi-Annual Index Review

** Simulated pro forma data as of the May 2019 SAIR (calculation date May 15, 2019, as of date May 29, 2019)
Source: MSCI

In its most recent update in Dec 2019, MSCI announced that it would
reclassify Kuwait from frontier to emerging market as Kuwait had met all
the necessary requirements. MSCI plans to include Kuwait in the Emerging
Market Index in one phase during its May 2020 semiannual index review.

7.2. Stock pick s dstick to the alpha banks

Taking into consideration fundamental strength, ROE, valuation and their
weighting in new ETFs (as nearterm re-rating catalyst), we would select
the following bank stocks as our top picks for 2020 (ranked by preference):

VCB, VPB and MBB.

We also think Techcombank (TCB VN, NonRated) is also worth putting on

long-t er m i nv e s {list. TGB) alomgawitlc YCB and MBB, has a clear

cost advantage thanks to its improving CASA ratio (i.e. above 30% now)
which is key to competing effectively in the traditional banking segment.
The market concerns about TCB include its rather high concentration in
the property se ctor (89% of its retail loan book is mortgages) and interest

alignment bet ween the

bankds major

take about two more years for TCB to reduce the concentration risk by
growing other retail lending such as auto -loans, credit card and household

business lending.
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Figure 26: VN | i sted banks® peer comparison
MR [ M I
Ticker Average | VCBI BD:1 TCBI  CTGI VPBII  MBB!  ACB HDB STB TPB EIB
Price (VND, as of 31 Dec 2019) | 90,200 | 46,150 23,550 , 20,900 , 20,000 ;, 20,800 , 22,800 27,550 10,050 21,050 17,800
# shares 0/5 (m) | 3,709 4,022 | 3,570 | 3,723 | 2,438 2,326, 1,657 981 1,804 827 1,229
Mkt Cap (VND bn) | 334,541 | 185,616 | 84,083 | 77,819 | 45, 755-- 48,374 | 37,769 27,027 18,127 17,399 21,884
(USD m) | 14,358, 7,966 | 3,609 | 3,340\ 2,092, 2,076, 1,621 1,160 778 747 939
FOL | 30.0% 30.0%, 225%, 30.0%, 23.2%, 20.0%, 30.05 30.05 23.6%  30.0%  30.0%
Current foreign ownership I 20.8% 3.4% 1 22.5%!  29.3%'  23.2%! 20.0%! 30.0%  27.0%  16.0%  29.9%  29.6%
2020 Forward P/BV 1.37 1 3.321 222 | 1141 0.93 1 0971 1.03 1 1.06 1.31 0.70 1.09 1.34
FY20E ROE 17.4%  23.3% 14.1% | 16.4%) 13.4%| 18.8%, 23.1%, 22.3% 19.5%  10.3%  22.4% 8.0%
FY19E ROE 16.8%)  23.5%  12.9% | 16.8% 10.8%| 19.4%| 22.1%, 24.8%  18.7% 8.6%  21.8% 5.1%
FY18 ROE 16.9%1  22.5%  11.5% 1 21.5% 1  8.3%1 22.8% 20.1%! 26.9%  19.1% 7.5%  20.8% 4.5%
FY20E ROA 1.5%, 1.7% 0.8%| 2.7%,  0.8%,  2.2%, 2.3%,  1.8% 1.5% 0.7% 2.0% 0.5%
FY19E ROA 1.4%) 5% 0.6% | 2.7%,  0.7%,  2.1%,  2.0%  1.7% 1.4% 0.6% 1.8%  0.5%
FY18 ROA 1.3%! 1.2%! 0.66 ! 2.9%!  0.5%  2.4%1  1.8%!  1.6% 1.4% 0.5% 1.4% 0.4%
Earning strength score 1 4.6! 261 3.31 2.81 3.01 431 4.2 2.8 23 3.1 1.6
TA/TE (x) 129 | 141, 186 , 61, 165, 87, 104, 127 12.7 15.4 11.3 16.0
CAR under Basel 2/Cir.41 (as of 3Q19) ~ 10.9%)  9.5%  10.7% | 16.5% Beow 9%  11.4% |  9.5%|  9.7%  11.0% n.a. 9.1% n.a.
LDR 96%1 78%1 99% 1 94% 1 104%1  124%1 95% 1 86% 112% 73% 110% 80%
NPL ratio 172%) 1A% 21% . 1.8%  1.6%)  3.5%)  1.5%,  0.7% 1.5% 2.0% 1.5% 1.7%
Loan loss coverage ratio 95%)  185% 78%,  T7%,  118%) 50%,  103%,  157% 73% 71% 81% 58%
| P 1 - ] I | ]
Source: Company, Bloomberg (as of 31 Dec 2019), MBKE estimates for VCB, VPB, MBB and ACB.
Figure 27: Top picks ranked by preference
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