COMPANY REPORT

KB Securities

September 19, 2023

VIETNAM

Sacombank (STB)

Asset quality deteriorated in 2Q23

Manager Nguyen Anh Tung

tungna@kbsec.com.vn

2Q23 PBT touched VND2,373

billion, up 79.9% YoY

Loan growth accomplished 41% of

STB’s full-year target

The auction for debts related to
Phong Phu Industrial Park has a
starting price of VND7,934 billion

We recommend BUY for STB with a
target price of VND36,600/share

Bu g maintain

In 2Q23, Sacombank (STB) generated net interest income (NII) of VND5,751 billion
(-1.5% QoQ, +121.0% YoY) and non-interest income (NOII) of VND332 billion
(+8.8% QoQ, -81.4% YoY), taking total operating income (TOI) to VND6,737 billion
(-0.9% QoQ, +9.9% YoY). Provisioning expense remained at a moderate level,
reaching VND1,316 billion (+31.3% QoQ, -45.6% YoY), making PBT hit VND2,373
billion (-0.4% QoQ, +79.9% YoY).

By the end of June, STB's loan growth reached 5.0%, accomplishing 41.3% of the
full-year objective set out at the 2023 annual shareholder meeting. KBSV believes
the target of ~12.1% is perfectly possible, given the State Bank of Vietnam (SBV)
cutting policy interest rates to pull lending interest rates down.

On July 28, 2023, STB and Global Partnership Auction Group issued a notice of
auctioning all 18 debts secured by Phong Phu Industrial Park. The starting price of
the auctioned asset is VND7,934 billion. The deadline for the first payment (20%) is
no later than December 21, 2023, and the remaining 80% shall be paid in two years
2024-2025. KBSV expects STB to successfully sell all debts related to Phong Phu IP
this year, thus strengthening its financial position to make provision for the
remaining VAMC bonds.

Based on valuation results, business prospects, and possible risks, we recommend
BUY for STB. The target price for 2023F is VND36,600/share, 17.7% higher than
the closing price on September 18, 2023.
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2Q23 PBT touched VND2,373

billion, up 79.9% YoY
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Business performance

In 2Q23, STB generated NIl of VND5,751 billion (-1.5% QoQ, +121.0% YoY) and
NOII of VND332 billion (+8.8% QoQ, -81.4% YoY), TOI to VND6,737 billion (-
0.9% QoQ, +9.9% YoY). Provisioning expense remained at a moderate level,
reaching VND1,316 billion (+31.3% QoQ, -45.6% YoY), making PBT hit
VND2,373 billion (-0.4% QoQ, +79.9% YoY).

Table 1. STB - 2Q22-2Q23 business results

(VND bn) 2Q2022 1Q2023 2Q2023  +/-%QoQ +/=%YOY  Comments

Net interest income 2,602 5,837 5,751 -1.5% 121.0% NIl surged YoY due to 2Q22’s low base and the reversal of all legacy
accrued interest in 2Q22.

Net fee income 1,741 658 654 -0.7% -62.4%  NFl decreased YoY due to a high base in 2Q22 when STB recorded an
upfront fee after STB and Dai-ichi Life Vietnam upgraded the level of
exclusive insurance agency contract.

Other income 1,786 305 332 8.8% -81.4%  Net other income fell by 95.7% YoY due to STB’s liquidation of fixed
assets and recovery of loans previously written-off in 1H22. FX
income reached VND245 billion (+1.4% YoY) while net gains from
securities investment and trading segment were insignificant.

Total operating income 6,129 6,800 6,737 -0.9% 9.9%

Operating expense (2,390) (3,416) (3,049) -10.7% 27.6%

Pre-provision operating profit 3,740 3,384 3,688 9.0% -1.4%

(PPOP)

Provision expense (2,420) (1,002) (1,316) 31.3% -45.6%  Provision expense reached YND782 billion in 2Q23, with VND533
billion set aside for VAMC bonds.

Profit before tax (PBT) 804 1,900 1,925 1.3% 139.5%

Loan growth 6.9% 2.2% 5.0% 2.7 ppts -1.8 ppts  Customer loan growth reached 2.7% QoQ, a humble increase
compared to other banks in the system.

Deposit growth 6.1% 2.0% 5.8% 3.7 ppts -0.3ppts  Customer deposit growth increased by 10.3% YTD, higher than the
average of 8.0% of banks under our coverage.

NIM 2.12% 4.12% 3.99% -12 bps 187 bps  NIMslightly decreased by 12bps QoQ due to increased funding costs
following the general trend of the banking system during this period.
However, NIM increased by 187bps YoY since STB reversed accounts
receivable in 2022, causing NIl to decrease sharply.

Average earnings yield 5.84% 9.81% 9.85% 4 bps 401 bps

Average cost of funds 3.92% 6.16% 6.36% 20 bps 244 bps

CIR 39.0% 50.2% 45.3% -4.9 ppts 6.2 ppts

NPL 1.27% 1.19% 1.79% 59 bps 51bps  NPLratio picked up, with doubtful debt witnessing the highest

increase (+24bps QoQ). Special mentioned loan expanded by 21bps
after its good performance in 1Q23.

Source: Sacombank, KB Securities Vietnam
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Fig 2. STB - NIl & NFI growth (VNDbn, %) Fig 3. STB - TOI & NPAT growth (VNDbn, %)
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Loan growth accomplished 41% of
STB’s full-year target

Setting aside for 100% of VAMC
bond value in 2023 is a feasible
plan

The auction for debts related to
Phong Phu Industrial Park has a
starting price of VND7,934 billion

KB SECURITIES VIETNAM

In the second quarter of 2023, STB's loan growth hit 5.0%, completing 41.3% of
the full-year objective set at its 2023 shareholders' meeting. KBSV believes the
target of ~12.1% is perfectly possible due to rising credit demand following
lending interest rate cuts: (1) Funding costs should decrease in 2H23. Since the
start of 2023, the central bank has cut policy interest rates four times, thus
encouraging local banks to lower deposit interest rates in interbank and deposit
markets. Along with that, 6 to 12-month term deposits enjoying high interest
rates in 4Q22 will start maturing from 3Q23, easing pressure on funding costs
and (2) the fact that borrowers can seek loans from different banks to prepay
their existing loans as prescribed by Circular 06/2023 will increase competitive
pressure and prompt credit institutions to reduce loan interest rates, thereby
boosting credit demand in the second half of 2023.

Fig 8. Local banks - Loan growth in 1H23 (%YTD)
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Source: Local banks, KB Securities Vietnam

STB's 2023 NPL ratio was 1.79% (+60bps QoQ), which is predictable in the
context of economic difficulties that have caused NPLs to surge, forcing banks
to step up provisioning since early 2023. Meanwhile, STB posted a specially
mentioned loan of 1.16% (+21 bps QoQ), one of the lowest figures recorded
across the banking system, easing provisioning pressure in 2H23. At the 2023
annual shareholder meeting, STB said it would try to set aside 100% of VAMC
bond value this year. With about VND4,400 billion in VAMC-held debt balance
needing provisioning and a relatively low loan loss coverage ratio of 77.1%, we
believe STB will at least have to make an additional provision of over VND5,000
billion in the second half of 2023 to fulfill its target.

On July 28, 2023, STB and Global Partnership Auction Group issued a notice of
auctioning all 18 debts secured by Phong Phu Industrial Park, located in Phong
Phu Commune, Binh Chanh District, Ho Chi Minh City. The starting price of the
auctioned asset is VND7,934 billion. The deadline for the first payment (20%) is
no later than December 21, 2023, and the remaining 80% shall be paid in two
years 2024-2025. KBSV expects STB to successfully sell all debts related to
Phong Phu IP this year, thus strengthening its financial position to make
provision for the remaining VAMC bonds.
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Fig 9. STB - Debt groups in 2021-2023 (%)
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Fig 10. Local banks - Correlation between special mentioned loan and NPL ratio
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Forecast & Valuation

Table 11. STB - 2022A-2024F business results

KB SECURITIES VIETNAM

(VND bn) 2022A 2023F +/-%YoY 2024F +/-%Yoy ~ Comments

Net interest income 17,147 22,894 33.5% 23,951 4.6%  Our forecasts are based on our unchanged assumption that
credit growth will reach 12% for the whole year.

Net fee income 5,194 4,648 -10.5% 5,360 153%  We expect NFI will improve in 2H23, similar to the recovery of
loan growth.

Total operating income 26,141 37,039 41.7% 32,714 -11.7%  Our upward revision (21.4% higher than the previous
projection) is due to STB booking revenue from selling debt
related to Phong Phu Industrial Park.

Provision expense (8,882) (11,403) 28.4% (6,376) -44.1%  We assume STB makes full provision for the remaining VAMC
bonds, increases provision expenses for 2H23 due to asset
quality deterioration amid economic headwinds, and maintains
the loan loss coverage ratio (LLCR) at 80%.

NPAT 5,041 8,657 71.7% 10,602 22.5%

NIM 3.29% 3.94% 65bps 3.71% -23bps  NIMis expected to remain high compared to 2022 but
decrease slightly compared to 1H23 due to lower lending
interest rates to boost loan growth.

Average earnings yield 7.16% 9.28% 211bps 8.54% -74bps

Average cost of funds 4.12% 5.80% 169bps 531% -50bps

CIR 41.8% 40.0% -178bps 40.0% Obps

NPL 0.98% 1.70% 72bps 1.50% -20bps

Total assets 591,908 621,753 5.0% 712,699 14.6%

Equity 38,627 47,285 22.4% 57,887 22.4%

Source: KB Securities Vietnam

We recommend BUY for STB with a

target price of VND36,600/share

We combine P/B and residual income valuation methods equally to value STB.

(1) P/B valuation

We raise the 2023 forward P/B for STB to 1.5x, equivalent to Std+1 of STB's 5-
year average P/B, on expectations of high earnings growth, successful debt sale
related to Phong Phu Industrial Park as well as expected divestment of the
32.5% stake in STB pledged as collateral for VAMC-held debt in the medium
term.

(2) Residual income valuation (Table 14)

In addition, we use the residual income method to reflect systemic risk and
long-term expectations.

Based on the above two valuation approaches, we recommend BUY for STB
with a target price of VND36,600/share, 17.7% higher than the closing price on
September 18, 2023. Some downside risks to our valuation include (1) rising
provision expenses due to the higher-than-expected NPL ratio and (2) slower-
than-expected progress of debt sale related to Phong Phu Industrial Park.

*b KB Securities | VIETNAM
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Fig 12. STB - Historical P/B in 2018-2023 (x)
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Table 13. STB - Residual income valuation
(VNDbn) 2023F 2024F 2025F
NPAT 8,657 10,602 11,375
Excessed return 2,981 3,653 2,868
Required rate of return (r) 14.7%
Growth (g) 5.0%
Terminal value 8,867
End-2023 fair price 67,048
Value per share 35,565
Source: KB Securities Vietnam
Table 14. STB - Valuation result
Valuation method Forecast price Weighting Weighted price
P/B 37,623 50% 18,811
Residual income 35,565 50% 17,782
Target price 36,600

Source: KB Securities Vietnam
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STB - 2020A-2024F financials
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Income Statement

Balance Sheet

(VNDbn) 2020 2021 2022 2023F 2024F (VNDbn) 2020 2021 2022 2023F 2024F
Net interest income 1527 11964 17,147 22,894 23,951 Loans 334,855 381012 432,998 484,548 558,049
Interest income 33,588 29,691 37,391 53,932 55,128 M arketable securities - - - - -

Interest expense (22,06) (I7,726) (20,244)  (31038) (31177) Cash (ex. Reserves) 7,679 8,222 7,850 8,966 10,31
Fees & commissions 3,744 4,343 5,194 4,648 5,360 Interest earning assets 448,268 484,51 559,656 602,933 688,077
Other non-interest income 1124 457 2,745 8,352 2,167 Fixed assets & other assets 46,056 41503 44,467 37,956 42,603
Total operating income 17,271 17,704 26,141 37,039 32,74 Total assets 492516 521117 591908 621753 712,699
SG&A expenses (10,895) (9,750) (10,921 (14,81) (13,086) Customer deposits 427972 427,387 454,740 491263 564,953
Pre-provisioning OP 6,376 7,954 15,221 22,224 19,628 Borrowings & call money/repos 1,374 21491 26,060 34,946 39,638
Provision for credit losses (3,037) (3,554) (8,882) (11,403) (6,376) Interest bearing liabilities 447,369 464,629 519,132 550,803 624,399
Otherincome 1181 865 2874 8,611 2,281 Other liabilities 16,191 22,226 34,148 23,666 30413
Other expense (57) (408) (129) (258) (14) Total liabilities 463,560 486,856 553281 574,468 654,812
Pre-taxincome 3,339 4,400 6,339 10,822 13,252 Charter capital 18,852 18,852 18,852 18,852 18,852
Income tax expense (657) (989) (1298) (2,164) (2,650) Capital surplus 64 1748 1748 1748 1748
NP 2,682 341 5,041 8,657 10,602 Retained earnings 7,304 9,907 13,972 22,630 33,232
Minority interest profit - - - - - Capital adjustments - - - - -
Parent NP 2,682 341 5,041 8,658 10,602 Total shareholders' equity 28,956 34,261 38,627 47,285 57,887
Financial Indicators Valuation
(%) 2020 2021 2022 2023F 2024F (VND, X, %) 2020 2021 2022 2023F 2024F
Profitability Share Price Indicators

ROE 9.6% 10.8% 13.8% 20.2% 20.2% EPS 1423 1810 2674 4,593 5,624

ROA 0.6% 0.7% 0.9% 14% 16% BVPS 15,360 B,174 20,489 25,082 30,706

Pre-provision ROE 18.4% 19.8% 33.3% 414% 29.9% Tangible BVPS 13,329 16,223 18,867 23,566 29,206

Pre-provision ROA 1% 12% 22% 2.9% 2.4% Valuations

Net interest margin (NIM) 2.7% 2.6% 3.3% 3.9% 3.7% PER 219 72 16 6.8 55
Efficiency PBR 20 17 15 12 10

Pure Loan to deposit ratio 79.5% 90.8% 96.5% 100.0% 100.0% Dividend yield 0.0% 0.0% 0.0% 0.0% 0.0%

Cost-income ratio 63.1% 55.1% 418% 40.0% 40.0% ROE 9.6% 10.8% 13.8% 20.2% 20.2%
Growth Capital Adequacy

Asset growth 8.6% 5.8% 13.6% 5.0% 14.6% CAR 9.5% 9.9% 9.5% >9% >9%

Loan growth 4.7% 13.8% 13.6% 119% 155.2% Asset Quality

PPOP growth 8.7% 24.8% 913% 46.0% -17% NPL ratio (substandard) 17% 15% 10% 17% 15%

Parent NP growth 9.3% 27.2% 47.8% 718% 225% Coverage ratio (substandard) 93.7% 118.6% 1310% 80.4% 815%

EPS growth 9.3% 27.2% 47.8% 718% 22.5% NPL ratio (precautionary) 19% 19% 22% 3.1% 2.9%

BVPS growth 8.3% 18.3% 12.7% 22.4% 22.4% Coverage ratio (precautionary) 82.4% 94.7% 57.6% 44.1% 42.1%

Source: Sacombank, KB Securities Vietnam
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Investment ratings & definitions

Investment Ratings for Stocks

(based on expectations for absolute price gains over the next 6 months)

Buy: Hold: Sell:
+15% to -15% -15% or more

+15% or more

Investment Ratings for Sectors

(based on expectations for absolute price gains over the next 6 months)
Positive: Neutral:

Perform in line with the market ~ Underperform the market

Negative:
Outperform the market

Opinions in this report reflect the professional judgment of the research analyst(s) as of
the date hereof and are based on information and data obtained from sources that KBSV
considers reliable. KBSV makes no representation that the information and data are
accurate or complete and the views presented in this report are subject to change without
prior notification. Clients should independently consider their own particular
circumstances and objectives and are solely responsible for their investment decisions
and we shall not have liability for investments or results thereof. These materials are the
copyright of KBSV and may not be reproduced, redistributed or modified without the prior
written consent of KBSV. Comments and views in this report are of a general nature and
intended for reference only and not authorized for use for any other purpose.
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