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SACOMBANK (STB VN)
Company Visit: Underlying business continues to improve

BUY Summary: We met with STB management on Feb 25™, 2019 for a discussion of their
Current price (02-25-19): VND 12,900 business outlook. Management offered deeper insights into the NPL restructuring and
Target price: VND 14,049 collateral divestment process, while reporting that the underlying business remains very
Upside: 8.9% solid. We reiterate our Buy recommendation.
52-week Price Range c ar,)\illtglrikz(;tti - FY19E Dividend Yield Remaining Foreign Room Free-float ADTV-3 month
INDIS-6AONLT 300 VND23.5 th 0.0% 9.5% 93.95% VND50.9 bn
Price performance Event catalysts Risks to our call
(P) e VN Index (LHS) e Sacombank wnpy ®  Operational turnaround as legacy bad debt e Potential equity dilution due to
1,500 1 [ 19000 problems are resolved and underlying legacy NPLs and Basel 2.
1,400 1 ’ business continues to improve.
1’388 * e Barriers to bad debt recoveries
1100 1 - 16000 4 Management's real estate expertise (e.g., collateral sale prices and
1,000 4 underlines NPL restructuring story. bidding procedures).
‘900 4 13,000
800 - e LDRis lower than peers and well below the e Funding franchise is not very
700 . . . 10,000 regulatory cap, implying NIM strong for a retail bank, and
02/18  05/18  08/18 11/18 02/19 outperformance vs the sector going improving this may be tough.
forward.
Tanh Tran Company profile: Vietnam’s 6th largest bank by assets, STB primarily focusses on retail
Bank Analyst and SME banking. We see it as an undervalued and underappreciated turnaround story.
Tel: +84 28 3622 6868 (3874) Management is making progress in the legacy NPL workout along with strong regulatory
tanh.tran@yuanta.com.vn policy support, which should allow value to emerge for patient investors.

STB’s 4Q18 results ataglance Legacy NPL restructuring: A work in progress. In 2018, VAMC bonds dropped 11%

VNDbn QoQchg  YoYchg vy to VND40,233 bn. The NPL ratio decreased to 2.11% at 4Q18 compared to 4.67% at
4Q17. Management recognizes market concerns about the delayed payment structure of

Netll 2,110 2% 39% previous collateral divestment, and it intends to require full payment for subsequent sales.
Non Il 1,608 84% 5%  Capital remains an issue. Although the timing is unclear, STB is likely to prioritize raising
Tier 1 capital from existing shareholders before seeking alternatives. STB does not rule
Total Rev 3718 26% 22% oyt a strategic investor, but this will depend on the partner’s suitability from management’s
Opex 2372 210 190,  Perspective and that of the relevant authorities. However, any such investment is not likely
to occur in the short term, as STB first wants to reduce its exposure to legacy NPLs before
PPOP 1,346 37% 27%  selling a substantial stake in the bank. STB can only raise Tier 1 capital to boost total CAR
because its Tier 2 capital is already at the regulatory limit.
Provisioning 14 -38% -30% Retail loans continue to dominate the balance sheet at 61% of total loans while
PBT 932 193% 100%  corporate loans (mainly SME loans at STB) is 39%. The yield spread for retail loans is
about 5%, with lending rates at about 11% and cost of funding at about 6%. The bank
Tax 74 -53% 33%  targets a maximum of 8% of loans for any individual sector.
PATMI 859 427% 100%  Credit growth target for FY2019 should be about 13%, slightly below the SBV’s 14%
target for the whole banking system. STB downplayed the potential to increase its LDR but
Source: Company data expressed optimism about the mooted RRR cut. Management plans to focus on non-

interestincome by leveraging its customer base of c. 8 million individuals, of whom 5 million
are currently active. Management’'s strategy is to deploy e-wallet services and
bancassurance to this customer base to boost related fees.

Our view: We came away from the meeting with stronger confidence in our BUY rating as
detailed in our January 8 initiation note titled “STB: A turnaround story for the long haul”.
In our view, the legacy NPLs are more than discounted in the market price, and the
underlying business is improving as indicated by strengthening PPOP. Investors who wait
until the restructuring is complete are very likely to miss the share price upside, in our view.
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APPENDIX I: TERMS FOR PROVISION OF REPORT, DISCLAIMERS AND DISCLOSURES

Each research analyst primarily responsible for the content of this research report, in whole or in part, certifies that with respect to each security
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about those securities
or issuers; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views
expressed by that research analyst in the research report.

Ratings Total expected return within the next 12 months
BUY Above 20%

HOLD Between -20% to +20%

SELL Below 20%

BUY: We have a positive outlook on the stock based on our expected absolute or relative return over the investment period. Our thesis is
based on our analysis of the company’s outlook, financial performance, catalysts, valuation and risk profile. We recommend investors add to
their position.

HOLD-Outperform: In our view, the stock’s fundamentals are relatively more attractive than peers at the current price. Our thesis is based on
our analysis of the company’s outlook, financial performance, catalysts, valuation and risk profile.

HOLD-Underperform: In our view, the stock’s fundamentals are relatively less attractive than peers at the current price. Our thesis is based
on our analysis of the company’s outlook, financial performance, catalysts, valuation and risk profile.

SELL: We have a negative outlook on the stock based on our expected absolute or relative return over the investment period. Our thesis is
based on our analysis of the company’s outlook, financial performance, catalysts, valuation and risk profile. We recommend investors reduce
their position.

Under Review: We actively follow the company, although our estimates, rating and target price are under review.

Restricted: The rating and target price have been suspended temporarily to comply with applicable regulations and/or Yuanta policies.

Note: Yuanta research coverage with a Target Price is based on an investment period of 12 months. Greater China Discovery Series coverage
does not have a formal 12 month Target Price and the recommendation is based on an investment period specified by the analyst in the report.

Global Disclaimer

© 2018 Yuanta. All rights reserved. The information in this report has been compiled from sources we believe to be reliable, but we do not hold
ourselves responsible for its completeness or accuracy. It is not an offer to sell or solicitation of an offer to buy any securities. All opinions and
estimates included in this report constitute our judgment as of this date and are subject to change without notice.

This report provides general information only. Neither the information nor any opinion expressed herein constitutes an offer or invitation to
make an offer to buy or sell securities or other investments. This material is prepared for general circulation to clients and is not intended to
provide tailored investment advice and does not take into account the individual financial situation and objectives of any specific person who
may receive this report. Investors should seek financial advice regarding the appropriateness of investing in any securities, investments or
investment strategies discussed or recommended in this report. The information contained in this report has been compiled from sources
believed to be reliable but no representation or warranty, express or implied, is made as to its accuracy, completeness or correctness. This
report is not (and should not be construed as) a solicitation to act as securities broker or dealer in any jurisdiction by any person or company
that is not legally permitted to carry on such business in that jurisdiction.

Yuanta research is distributed in the United States only to Major U.S. Institutional Investors (as defined in Rule 15a-6 under the Securities
Exchange Act of 1934, as amended and SEC staff interpretations thereof). All transactions by a US person in the securities mentioned in this
report must be effected through a registered broker-dealer under Section 15 of the Securities Exchange Act of 1934, as amended. Yuanta
research is distributed in Taiwan by Yuanta Securities Investment Consulting. Yuanta research is distributed in Hong Kong by Yuanta Securities
(Hong Kong) Co. Limited, which is licensed in Hong Kong by the Securities and Futures Commission for regulated activities, including Type 4
regulated activity (advising on securities). In Hong Kong, this research report may not be redistributed, retransmitted or disclosed, in whole or
in part or and any form or manner, without the express written consent of Yuanta Securities (Hong Kong) Co. Limited.
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