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Hung Cao, CFA VALUATIONS REACH HISTORICAL LOWS
(+84 28) 3823 4159 - Ext: 326
hungcv@®acbs.com.vn Although banking sector’s profit growth are expected to slow in the coming

quarters, stock valuations are at historical lows, presenting good investment

opportunities for long-term investors.
. Banking sector vs VN-Index PP 9

10% News and highlights
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20% investment disbursement. Deposit growth as of October 2022 was only 4.8%

-30% YTD, significantly lower than credit growth of 11.5% YTD.

e System liquidity was stressed due to external macro pressure and slow public

-40% e Deposit rates and lending rates have increased by a total of 2% YTD for large

-50% o
B T Y S banks and 3-4% YTD for small banks.

& K Y X Y & . .
N R U Y L e The corporate bond market was congested because investor sentiment was
Banking sector

VN-Index negatively affected after some irregularities were found in issuances from real
estate corporations and the Decree 65 tightened regulations on corporate

bond issuances.
Banking sector P/E

25
Summary of Q3/22 business results
20
e Q3/22 profit before tax of banks in VN-Index increased by 55.7% YoY but
15 decreased by 3.0% QoQ.
10 e Q3/22 net interest income grew by 31.4% YoY and 5.5% QoQ thanks to high
5 credit growth of 16,9% YoY and stable NIM.
) e Non-interest income in Q3/22 grew by 17.4% YoY but decreased by 15.2%
q,O\’Q q/o'{" q/o"'b‘ q,O'\’b q,O'\’% ,\/0"9 q/oﬂ?’ QoQ due to negative impacts from the stock and corporate bond markets.
P/E Mean e COVID-19 restructured loans continued their downward trend and accounted
:;zg :;:g for 0.4% of total outstanding loans. COVID-19 restructured loans moved to a
lower group, causing a slight increase in NPL ratio (+7 bps) and Group 2 loan
ratio (+22 bps).
4.0 Banking sector P/B Outlook for Q4/22 and 2023
i'g e Increases in interbank rates will negatively affect NIMs of net interbank
2.5 borrowers such as TCB, VPB, HDB, TPB, MSB and LPB.
2.0
15 e  Assetquality was stable in Q3/22 but showing signs of decline since Q4/22. Real
1.0 estate companies face pressure to repay bonds when they mature rather than
0.5 . . .
0.0 rolling over and some companies have to repurchase bonds before maturity to

minimize legal risks. This will increase the risk of arising NPLs and provision
costs for banks with high exposures to real estate loans and corporate bonds

P/B Mean such as TCB, MBB, TPB and VPB.
+1sd -1sd
+2sd -2sd e Apositive point is that banks are still actively thickening their provision buffers

toincrease their ability to withstand {any) arising NPLs.

Valuation and recommendation

e Valuations of the banking industry have become attractive with P/E and P/B of
7.1x and 1.3x respectively, which are 38.1% and 29.6% lower than the 2010-
2022 historical average.

e Although bank’s profit growth is expected to slow down in Q4/22 and 6M2023,
their valuations are in attractive zone and banking stocks are still good
investment opportunities for long-term investors.
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Q3/22 business results

PBT of listed banks strongly grew by 55.7% from a low base of last year

Our statistics show that the total profit before tax of 17 banks on the VN-Index
increased by 55.7% YoY. The strong growth was due to the low base of the same period
last year - the time when the 4" wave of the pandemic broke out. Of which:

(1) Net interest income and non-interest income grew by 31.4% and 17.4%
respectively YoY. Net interest income achieved strong growth thanks to high credit

growth YoY and COVID-19 loan support packages gradually expired;

Provision expenses decreased by 1.8% YoY. While pressures of provisioning for
COVID-19 restructured loans eased, some banks increased overall provisions for
risks of arising bad debts in the coming time as economic indicators in developed
economies continue to soften and the domestic credit issues in the real estate
sector could affect outstanding loans.

However, compared to the previous quarter, Q3/22 profit decreased by 3.0% as non-
interest income decreased by 15.2%. The decrease in non-interest income was
contributed to by the correction in the stock market (the VN-Index fell 5.6% in Q3/22),
resulting in profits from securities trading of banks being almost zeroin Q3/22. Another
reason was that liquidity of the real estate market plummeted, making it difficult to for
banks liquidate collateral to collect off-balance sheet debts.

Strong growth from interest income VND bn Profit before tax increased by 55.7% YoY
VND bn compensated for poor non-interest income but down 3.0% QoQ
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m Operating expenses H Provision expenses PBT

Source: Banks, ACBS Source: Banks, ACBS

Profit growth of the banking sector is expected to slow down in Q4/22 and 2023 due to:

(1) Non-interest income will slow down according to the difficulties of the real estate
and securities markets (both stock and bond market).

(2) Although the banks' provision reserves are quite thick and the asset quality is
relatively stable, it has begun to show signs of decline since Q4/22. This will put
pressure on banks' provisioning in the coming quarters.

(3) A positive point is that the credit demand of the economy is still high and exceeds
the supply capacity of the banks. Therefore, lending rates will continue to be high
and NIMs of banks will be kept relatively stable.
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Systemliquidity is tense, interest rates rising

As of the end of October 2022, total system’s deposit growth was only 4.8%, much
lower than credit growth of 11.5%. The reason for the slow growth of deposit is due to:

(1) Capital flows were moving out because VND interest rates increased slower than
USD rates. Specifically, the FED raised interest rates by a total of 375 bps since the
beginning of the year while the SBV has only increased by 200 bps since the end of
September. The SBV has sold an estimated USD26.5 billion since the beginning of
the year to meet the needs of converting into USD and stabilizing the exchange
rate, equivalent to VND600,000 billion or 5% of total deposits withdrawn from the
system.

(2) State budget income exceeded the plan while public investment was slow to
disburse, causing alarge amount of capital of nearly VND900,000 billion of the State
Treasury to be stagnant at the SBV and out of the circulation. We estimate this
balance has increased VND200,000 billion YTD, equivalent to 1.7% of total deposits
withdrawn from the system.

The slow pace of mobilized capital has caused the liquidity situation to become tense
and the interest rate level to increase. Specifically, interbank interest rates and
government bond yields increased sharply. As for the customer deposit interestrate, as
of November 2022, deposit interest rates have increased by c.2% at large SOCBs and
by c.3-4% at small private banks.

Deposit growth was slow compared to credit System's loan to deposit
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We expect the liquidity of the system to stabilize in the near future thanks to the return
of capital to the banking system after deposit interest rates have risen to a relatively
attractivelevel. Theinterbank VND interest rate should be maintained at 6-8% to create
arelatively attractive spread against the USD, thereby protecting the value of VND and
stabilizing liquidity.

Exchange rate pressure also eases when the USD weakens. The DXY index dropped
sharply from a peak of 120 to 105 after inflation showed signs of cooling down and the
FED showed its intention to reduce interest rate hikes in the upcoming meetings. FED
dot plot indicated that FED will raise the interest rate to 5% before gradually reducing it
from 2024. Thus, there is not muchroom to raise the USD interest rate compared to the
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current 4% interest rate. This will help reduce the pressure on exchange rate regulation
and liquidity of the State Bank.

VND interbank rate needs to maintain Vietnam and US government bond yields
positive gap versus USD 6%
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An increase in interbank interest rates will negatively affect the NIMs of net interbank
borrowers such as TCB, VPB, HDB, TPB, MSB, LPB. Meanwhile, NIMs of banks with low
net deposit on interbank such as VCB, BID, CTG, MBB, ACB, STB will be less affected.
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NIM was kept stable inrising interest rates environment

The trend of increasing interest rates started to have a clearer impact on the cost of
capital and asset yield of banks in Q3/22. In general, the NIM of banks has remained
stable since the increase in lending interest rates is quite similar to deposit rates.

Specifically, banks' NIM in Q3/22 was at 4.08%, up 9 basis points from the previous
quarterand up 37 basis points over the same period. NIM's increase QoQ was mainly due
to STB no longer having to write off accrued interest in Q3/22 after completing the
withdrawal of outstanding accrued interest. Excluding this item, NIM Q3/22 is
equivalent to the previous quarter.

In general, NIM has recovered strongly compared to the time of the epidemic in Q3 last
year and contributed greatly to the profit growth of 55.7% over the same period of the

banks.
Asset yields and cost of funds both increased... ... kept NIM stable
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The thirst for capital of companies is expected to continue to be strained because the
mobilization channel from corporate bonds is currently congested. Therefore,
businesses willhave to depend on bank credit. High demand for credit, while credit limits
are still controlled by the SBV will continue to put pressure on lending rates.

Therefore, NIM of the banking sector can be kept relatively stable around 4%. However,
we expect the banking sector's NIM to decline slightly in Q4/22 as the lending rate
adjustment period will usually be about 1 quarter behind the deposit rate, before
recovering to the old level since then. Q1/23.

NIM will also differentiate between net lending and net borrowing banks in the interbank
market as mentioned in the previous section. In addition, lending rate cuts in the last 2
months of 2022 to support the economy of VCB and HDB will also negatively affect NIM
of these banks in Q4/22, however, these supports will be short-term.
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Non-interest income faced difficulty from stock market and real estate
sector

Non-interestincome grew by 17.4% YoY but decreased by 15.2% QoQ. Of which:

(1) Profits from securities trading in Q3/22 of banks was almost zero. This was due to
the increase in government bond yields and negative stock market, which led to
proprietary trading activities of banks sufferinglosses.

(2) Income from brokerage and investment banking services was also negatively
affected by the corporate bond market. However, service income was offset by
strong growth in payment and banca segments thanks to the post-pandemic
recovery of the economy.

(3) Liquidity in the real estate market is congested, making it difficult for banks to
liquidate real estate collateral to collect off-balance sheet debts.

Income from securities trading and other activities faced difficulties
VND bn from unfavorable market condition
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IB services are expected to face difficulties due to unfavorable stock market
movements. Moreover, income from issuance advisory fees will be negatively affected
by Decree 65/2022, which tightened regulations around corporate bond private
issuances.

Income from securities trading is expected to continue to face difficulties because
government bond yields tend to increase in line with international interest rates.
Although banks willnot have to make provisions for the devaluation of their government
bond investments according to Circular 24/2022 of the MOF, finding profits in the
environment of rising interest rates will be very difficult.

Off-balance sheet debt collection will face difficulties due to low liquidity in the real
estate market. The process of liquidating collateral assets (mainly real estate) to
recover bad debts is expected to slow down.
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Operating costs continue torise
Operating expenses in Q3/22 increased 24.7% YoY and 4.1% QoQ. Of which:

(1) Public administration expenses increased by 50.2% over the same period and
decreased by 2.4% compared to the previous quarter. We believe that banks have
stepped up promotion spending to attract deposit customers in the context of
mobilization difficulties.

(2) Employee expenses in Q3/22 increased by 19.0% YoY and 5.6% QoQ. This is the

biggest expense of banks, accounting for about 57.0% of total operating expenses.

As mentioned in the previous sections, non-interest income was negatively impacted
by the stock market, however, operating expenses continued to increase, causing the
cost toincome ratio of the banking industry to increase from 29.3% to 32.9%.

CIR was up as operating expenses increased

staff and promotion costs while TOI were flat
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We expect banks' operating costs, especially staff costs, to continue to increase as the
trend of digital transformation forces banks to increase investment in technology
infrastructure and attracting personnel in the field of Information Technology and Data
Analytics.

However, we believe that banks will control other operating expenses more closely in
2023 to cope with the worsening macro environment and increasing policy uncertainty.

We expect the banking sector's CIR to remain below 35%, which is still a good level
compared to other banks in the world.
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Asset quality remained stable in Q3/22 but under pressure in the
coming quarters

COVID-19 restructured loans have continued their downward trend since the end of
Q3/21. Apart of the COVID-19 restructured loan balance was transferred from group 1
to group 2-5 after the restructuring period ended. This caused group 2 loan ratio and
NPL ratio to increasein Q3/22. We estimate that the COVID-19 restructured loans only
account for about 0.4% of total outstanding loans and will continue to decline in the
coming quarters.

As of the end of Q3/22, NPL ratio was at 1.48%, +7 bps QoQ, while the group 2 loan ratio
was at 1.42%, +22 bps QoQ. The sharp increase in group 2 loan ratio was mainly due to
thefact that the loans that were restructured had been paid normally but were stillunder
a probation period and therefore classified in group 2. Banks with Group 2 loan ratio
increased sharply in Q3/22 including CTG, VPB, MBB, VIB, MSB, OCB.

COVID-19 restructured loans were transferred to higher loan group
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Source: Banks, ACBS

In general, the asset quality of banks was relatively stable in Q3/22. However, we see
that there are many negative factors since the beginning of Q4/22 that may cause NPLs
toincrease in the coming quarters.

The Government's credit control makes it difficult for real estate businesses to access
capital. Furthermore, the crisis of confidence in corporate bond market has blocked an
important funding channel of real estate companies. These companies will face
payment pressure when bonds mature and pressure to buy back bonds before maturity
tolimit legal risks.

According to Citigroup's estimates, the NPL ratio in the real estate sector in China is
nearly 30%, compared with an on-balance sheet figure of more than 1%. Although
Vietnamesereal estate businesses are generally in better financial health than China, we
believe that a prolonged liquidity drought situation could cause some real estate
businesses to fall into insolvency and become NPLs. We estimate that the system's
proportion of outstanding loans to real estate businesses is 8% (of which 7% are bank
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loans and 1% are corporate bonds). In case the NPL ratio in the real estate sector
increases to 20%, the NPL ratio of banks will increase by 1.6%.

The positive point in recent times is that the Government and companies have
discussed and proposed many solutions to open the corporate bond channel and regain
investors' confidence.

However, we believe that these solutions will only have a positive impact in the long run.
Inthe short term, we believe that the most feasible optionis to grant an additional credit
growth quota and to restructure bond payments to reduce liquidity pressure on
companies.

Banks continue to make provision to thicken the provision buffer

Provision expenses in Q3/22 decreased by 1.8% YoY and increased by 3.3% QoQ. The
pressure to make provision for COVID-19 restructured loans is no longer significant
because most banks have made 100% provisions such as VCB, CTG, BID, MBB, TCB,
ACB, STB,HDB, TPB.

Accordingly, credit costs have decreased since the beginning of the year to a moderate
level of 1.5% as in the pre-epidemic period, after increasing sharply to 2% in the period
Q2/21 - Q4/21 when banks started making provisions for COVID-19 restructured loans
in accordance with Circular 03/2021 and Circular 14/2021.

Credit costs maintained at the pre-epidemic level NPL coverage ratio
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Although credit costs have returned to pre-pandemic levels, we realize that banks'
provision buffers are still maintained at a high level to cover risks of NPLs that may arise
in the future.

The ratio of provisions to outstanding loans increased to 2.4% from 2.0% at the
beginning of the year and the NPL coverage ratio remained at 160%, double that of the
pre-pandemic period.
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INVESTMENT RECOMMENDATION

The sharp decline of the market brought the share price of the banking sector to an
attractive area. As of November 23, 2022, the banking industry is being traded at a P/E
of 7.1x and a P/B of 1.3x, equivalent to the bottom in the 15t COVID-19 wave in March
2020. This valuationis 38.1% and 29.6% lower than the historical average for the period
2010-2022, respectively.
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Although we expect banking profit growth to slow down in Q4/22 and 6M2023, with low
valuations, banking stocks will be attractive investment opportunities for long-term
investors.

Inthe short term, policy changes and supportive macro movements will be catalysts for
banking stock prices torecover.

Short-term downside risks to banking stocks include:

(1) The prolonged bottleneck in capital flows caused a crisis in the real estate sector
and resulted in surgingin NPLs;

(2) Inflation in the US remained high, causing the FED to hike USD rate sharply and put
pressure on liquidity on the Vietnamese banking system.
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Financial indicators as of 3Q22
(Unit: VND billion)

) o Market cap Equity Total NP_L Group_z NPL
Ticker Listing 25/11/22 3Q22 Assets ratio loanratio coverage ROA ROE P/E P/B
3Q22 3Q22 3Q22 3Q22

VCB HOSE 347,840 1,649,664 128,390 0.8% 0.4% 401.8% 1.7% 22.0% 13.2 2.7
BID HOSE 189,189 2,048,953 100,925 1.3% 1.2% 213.8% 0.8% 17.5% 11.7 2.0
CTG HOSE 117,260 1,750,790 106,109 1.4% 1.8% 222.4% 0.9% 15.5% VES 1.1
VPB HOSE 101,034 595,902 102,366 5.0% 4.7% 62.0% 3.2% 19.2% 5.5 1.1
TCB HOSE 77,379 671,354 109,899 0.6% 0.7% 165.0% 3.4% 20.9% 3.6 0.7
MBB HOSE 71,184 656,804 75,910 1.0% 1.6% 207.7% 2.7% 25.4% 4.1 1.0
ACB HOSE 69,744 561,114 55,735 1.0% 0.4% 137.8% 2.5% 26.4% 5.3 1.3
SSB HOSE 60,495 229,146 24,620 1.6% 0.3% 93.7% 1.7% 17.0% 15.0 2.4
VIB HOSE 37,727 340,910 30,478 2.3% 3.3% 54.0% 2.5% 30.8% 4.5 1.2
HDB HOSE 36,849 399,153 37,163 1.5% 2.1% 81.0% 2.0% 22.1% 4.9 1.0
STB HOSE 32,991 564,193 36,940 0.9% 0.4% 153.7% 0.8% 11.6% 8.0 0.9
TPB HOSE 31,635 317,328 30,637 0.9% 2.0% 142.2% 2.0% 21.4% 5.3 1.0
SHB HOSE 27,633 528,560 42,294 2.3% 1.0% 74.2% 1.6% 21.0% 3.3 0.7
EIB HOSE 23,912 183,674 20,123 1.9% 0.8% 56.5% 1.6% 14.5% 8.7 1.2
MSB HOSE 23,829 194,182 25,797 1.5% 1.9% 95.7% 2.3% 19.2% 5.2 0.9
ocCB HOSE 20,274 193,150 23,882 2.5% 4.4% 53.0% 1.9% 15.4% 5.7 0.8
LPB HOSE 16,980 313,480 23,387 1.4% 1.5% 143.1% 1.5% 23.0% 3.3 0.7
BAB HNX 10,737 124,093 9,541 0.6% 0.4% 189.9% 0.6% 7.9% 14.6 1.1
NVB HNX 9,020 78,198 5,583 14.7% 6.3% 13.6% -0.5% -7.5% -22.7 1.6
ABB UPCOM 6,891 132,036 12,569 2.3% 1.3% 50.8% 1.3% 13.8% 4.0 0.5
NAB UPCOM 6,695 173,971 12,356 2.0% 1.6% 57.0% 1.1% 16.4% 3.5 0.5
KLB UPCOM 5,964 80,626 5,034 2.0% 0.6% 73.3% 0.6% 10.6% 11.6 1.2
PGB UPCOM 4,734 46,332 4,491 3.0% 0.9% 33.6% 0.9% 8.2% 13.3 1.1
VBB UPCOM 3,777 109,207 6,143 4.3% 2.1% 22.8% 0.6% 10.4% 6.1 0.6
SGB UPCOM 3,721 25,308 3,916 2.1% 2.4% 46.8% 0.6% 3.9% 24.7 1.0
VAB UPCOM 3,469 90,998 7,019 1.6% 1.3% 68.5% 1.0% 13.5% 3.8 0.5
BVB UPCOM 2,871 77,556 4,940 2.8% 1.5% 56.0% 0.4% 5.8% 10.3 0.6
Average 49,772 449,507 38,750 2.4% 1.7% 110.0% 1.5% 15.8% 6.8 1.1
Median 23,912 229,146 24,620 1.6% 1.5% 74.2% 1.5% 16.4% 5.5 1.0

Source: Fiinpro, ACBS
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DISCLAIMER

Our Recommendation System

BUY: where we believe prospective 12 month VND total return (including dividends) will be 15% or more.
HOLD: where we believe it willbe -15% to 15%.
SELL: where we believe it will be lower than -15%.

Analyst Certification(s)

We, the author(s) of this report, hereby certify (1) that the views expressed in this research report accurately reflect our personal views about
any or all of the subject securities or issuers referred to in this research report and (2) no part of our compensation was, is, or will be directly or
indirectly related to the specific recommendations or views expressed in this research report.

Important Disclosures

ACBS and/or an affiliate thereof (hereby collectively called ACBS) did or may seek to do business with companies covered in this report as its
routine business. ACBS's proprietary trading accounts may have a position in such companies’ securities. As a result, the investor should be
aware that ACBS may have a conflict of interest from time to time.

ACBS produces a variety of research products including, but not limited to, fundamental analysis, equity-linked analysis, quantitative analysis,
and trade ideas. Recommendations contained in one type of research product may differ from recommendations contained in other types of
research products, whether as a result of differing time horizons, methodologies, or otherwise.

Disclaimer

This report is provided for information purposes only. ACBS makes no express or implied warranties, and expressly disclaims all warranties of
merchantability or fitness for a particular purpose or use with respect to any data included in this report. ACBS will not treat unauthorized
recipients of this report as its clients. Prices shown (if any) are indicative and ACBS is not offering to buy or sell or soliciting offers to buy or sell
any financial instrument. Without limiting any of the foregoing and to the extent permitted by law, in no event shall ACBS, nor any affiliate,
nor any of their respective officers, directors, partners, or employees have any liability for (a) any special, punitive, indirect, or
consequential damages; or (b) any lost profits, lost revenue, loss of anticipated savings or loss of opportunity or other financial loss, even
if notified of the possibility of such damages, arising from any use of this report or its contents. Other than disclosures relating to ACBS,
the information contained in this report has been obtained from sources that ACBS believes to be reliable, but ACBS does not represent or
warrant that it is accurate or complete. The views in this report are subject to change, and ACBS has no obligation to update its opinions or the
information in this report.

Some parts of this report reflect the assumptions, views and analytical methods of the analysts who prepared them, and ACBS is not
responsible for any error of their works and assumptions. ACBS may have issued, and may in the future issue, other reports that are
inconsistent with, and reach different conclusions from, the information presented in this report.

The analyst recommendations in this report reflect solely and exclusively those of the author(s), and such opinions were prepared
independently of any otherinterests, including those of ACBS. This report does not constitute personalinvestment advice or take into account
the individual financial circumstances or objectives of the investors who receive it. The securities discussed herein may not be suitable for all
investors. ACBS recommends that investors independently evaluate each issuer, securities or instrument discussed herein and consult any
independent advisors they believe necessary. The value of and income from any investment may fluctuate from day to day as a result of
changes in relevant economic markets (including changes in market liquidity). The information herein is not intended to predict actual results,
which may differ substantially from those reflected. Past performance is not necessarily indicative of future results.

This report may not be distributed to the public media or used by the public media without prior written consent of ACBS. Otherwise it
will be considered as illegal. The breacher shall compensate fully to ACBS any loss or damage which arises from such breach (if any).

In the event that the distribution and/or receipt of this report is prohibited by the investor’s jurisdiction, the investor shall dismiss this report
immediately otherwise it will be at his/her own risks.

ACBS does not provide tax advice and nothing contained herein should be construed to be tax advice. Accordingly, the investors should seek
advice based on their particular circumstances from an independent tax advisor. This report may contain links to third-party websites. ACBS
is not responsible for the content of any third-party website or any linked content contained in a third-party website. Content contained on
such third-party websites is not part of this report and is not incorporated by reference into this report. The inclusion of a link in this report
does not imply any endorsement by ACBS. Access to any third-party website is at the investor’s own risks, and the investor should always
review the terms and privacy policies at third-party websites before submitting any personal information to them. ACBS is not responsible for
such terms and privacy policies and expressly disclaims any liability for them.

© Copyright ACBS (2022).Allrights reserved. No part of this report may be reproduced in any manner without the prior written permission
of ACBS.
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