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Vietcapital Securities (VCI VN)

Prop book drags 1Q earnings

Event

HCM’s 1Q20 earnings declined -40.9% QoQ/ -41.5% YoY, largely due
to unrealized mark-to-market proprietary trading losses. As a result,
HCM has achieved 20% of our full-year earnings forecast.

Details

Net brokerage income came in at VND51bn (+202% QoQ / 130% YoY)
as brokerage expenses fell by half. We estimate gross commissions
of 19bps and net commissions of 11bps during the quarter, based on
index volumes and HCM’s market share of 9.7% on the HOSE and
12.6% on UPCom. VCI was not among the top ten brokers on HNX.

Net service fees were slightly negative during the quarter. Such fees
are lumpy in nature, and given the market rout in 1Q20, this is neither
a surprise nor a major concern for shareholders.

Prop trading gains of VND26bn (-42% QoQ / -85% YoY) drove the
earnings miss. Specifically, VCI reported VND263bn in realized gains
but VND236bn in unrealized mark-to-market losses. VCI’s FVPL
assets totaled VND689bn as of 1Q20 (9.6% of total assets).

Margin lending gross revenues (-7% QoQ / +23% YoY) cushioned the
negative impact of the prop book. We estimate VCI’s gross lending
yields reached 11.8% in 1Q20.

HCM: 1Q20 Results round-up 1Q20 (VND bn) YoY QoQ

”Pg ’ ‘o-d\b’ \d\bﬁ.&‘o%&b b-d'\b'&d;\ '1.0"\’\ ‘-‘P‘Q ,D.O-:\ \0-;) ‘\,0-'31 .50}% 5-0}% \(){h"..d\’ 2 ’%-d}q BD\Q

W Net gains on disposal FVPL assets W Net gains on revaluation of FVPL assets
Market cap US$131m
6M avg. daily turnover US$123k
Outstanding shares 164m
Free float 42%
FINI ownership 34%
Major shareholders 58%
Net debt/equity 57%
2020E EV/EBITDA 2.0x
2020E P/B 0.7x
2020E Dividend yield 5.7%
Trading platform HOSE
FOL Room nmf*

*Note: VCI has no foreign ownership limit

Source: Bloomberg, Yuanta Vietham
Research Analyst:

Matthew Smith, CFA
matthew.smith@yuanta.com.vn
Bloomberg code: YUTA

Gross brokerage income 86

-2%

-2%

Net brokerage income 51 130% 202%
Service fees -3 38% -114%
Gross margin income 87 23% -7%
Prop trading 27 -85% -42%
Gains from AFS assets 0 nmf nmf
Gains from HTM assets 5 168% -35%
Net operating income 139 -49% -52%
PBT 90 -64% -64%
Reported PATMI 119 -41.5%  -40.9%

Source: Company data

Not as bad as the headlines make it seem. VCI has delivered 20% of
our full year forecast what we think will be the worst quarter of the
year. It does not appear to be engaged in irrational competition in
terms of brokerage commissions or margin lending. The unrealized
proprietary trading losses could turn back into gains in 2Q20 if the
market rally persists. VCI’s investment banking franchise could make
it an interesting proxy on a resurgence of capital markets activity in
2021. However, the stock’s low liquidity reduces its investability. VCI
is trading on a 2020 PB multiple of 0.7x and 4.2x 2020E PE.

ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ARE LOCATED IN APPENDIX A.

Yuanta does and seeks to do business with companies covered in its research reports. As a result, investors should
be aware that the firm may have a conflict of interest that could affect the objectivity of this report. Investors should
consider this report as only a single factor in making their investment decision.
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Appendix A: Important Disclosures

Analyst Certification

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 Definitions

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

© 2020 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.

Taiwan persons wishing to obtain further information on any of the securities mentioned in this publication should contact:
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Yuanta Securities Investment Consulting
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Taiwan

Hong Kong persons wishing to obtain further information on any of the securities mentioned in this publication should contact:

Attn: Research

Yuanta Securities (Hong Kong) Co. Ltd
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Hong Kong
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Yuanta Securities Building
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PT YUANTA SECURITIES INDONESIA
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Yuanta Securities (Thailand)
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