INDUSTRY UPDATE

Banking HdE

Securities
Thursday, August 22, 2013

Downside risk to loan growth largely priced in

Kittima Sattayapan, CFA W Slowing loan growth in July. Nearly every bank saw a sharp slowdown in MoM loan
(66-2) 949-1003 growth in July, with the slowing extending across three segments — corporate, SME and
kittima.sattayapan@scb.co.th retail. July was the high season for repayment of corporate loans, leading to a negative
loan growth for BBL, BAY and LHBANK. Auto loan growth braked sharply upon the
absence of impetus from the first-car buyer scheme. July loan growth was mainly
supplied by SME and retail loans. Note that, as usual, KTB is the only bank that has not
supplied July figures. KK was the only bank showing sustainable loan growth in July,

mainly supported by real estate loans.

Figure 1: Loan growth

MoM Change (Btbn) MoM Growth YoY YTD 2013F
May-13 Jun-13  Jul-13 [May-13 Jun-13 Jul-13 | Growth Growth

BBL 13.9 58.4 (5.1) 0.9% 3.7% -0.3% 8.4% 3.6% 7%
KTB 9.7 27.2 NA. 0.6% 1.7% NA. NA. NA. 12%
KBANK 17.6 13.6 6.3 1.3% 1.0% 0.5% 9.6% 5.1% 10%
SCB 11.8 31.1 7.6 0.7% 1.9% 0.5% 16.0% 7.2% 14%
BAY (0.7) 15.1 (9.5) -0.1% 21% -1.3% 10.2% 0.7% 9%
TMB 3.6 8.0 2.6 0.8% 1.8% 0.6% 12.2% 3.2% 8%
TCAP 2.3 11.0 1.4 0.3% 1.4% 0.2% 14.8% 4.5% 8%
TISCO 5.1 4.9 0.8 1.9% 1.8% 0.3% 29.9% 13.3% 18%
KKP 1.7 1.9 2.1 0.9% 1.0% 1.1% 19.3% 9.5% 15%
LHBANK 1.7 2.1 (1.0) 1.8% 2.3%  -1.1% 40.3% 9.0% 20%
Total 66.6 173.3 NA. 0.8% 2.0% NA. NA. NA. 11%

Source: Banks and SCBS Investment Research

@ BoT's survey suggests weakening loan demand in 3Q13. The BoT's credit condition
survey suggests weakening demand for both business (corporate & SMEs) and consumer
loans and tightening credit standards by banks in 3Q13. This is in line with the widespread
downgrades in 2013F GDP forecasts. The most recent cut was made by the NESDB, which
now expects 2013F GDP at 3.8-4.3%, down from 4.2-5.2%.
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Cut loan growth forecast. We cut the sector’s loan growth by 1-2 percentage points to
11% from 13% for 2013F and to 10% from 11% for 2014F to reflect the downgrades of
2013F GDP, the lower-than-expected 2Q13 GDP (+2.8% YoY, -0.3% QoQ), a delay in the
flood protection scheme loan drawdown and the downside risk on the Bt2trn
infrastructure project bill. We expect 2H13F loan growth to slow down HoH to a more

moderate level after the good 6% for 1H13,

Figure 6: Loan growth

Actual Bank target SCBS' new forecast SCBS' old forecast

2012 2013 2013F 2014F 2013F 2014F
BBL 9.1% 6-8% % 7% 9% 8%
KTB 7.2% 7-10% 12% 10% 14% 13%
SCB 19.7% 12-15% 14% 11% 16% 13%
KBANK 9.6% 9-11% 10% 10% 12% 12%
TMB 13.9% 10-15% 8% 8% 14% 13%
BAY 15.4% 12.0% 9% 9% 11% 11%
TCAP 18.6% 10.0% 8% 8% 10% 10%
TISCO 34.2% 15-18% 18% 16% 19% 14%
KKP 24.5% 19.0% 15% 15% 17% 15%
LHBANK 56.7% 25-30% 20% 20% 25% 25%
Total 13.5% 10-12% 11% 10% 13% 11%

Source: Banks and SCBS Investment Research

Raised credit cost forecast for HP banks. We also raised our credit cost forecast for
banks that focus on auto loans (TCAP, TISCO and KK) due to rising concern about asset
quality of used car loans following a sharp 30-40% fall in used car prices as a result of the
negative impact from the first-car buyer tax incentive scheme.

Cut TPs; Keep BBL and KTB as top picks; Upgrade TISCO to Buy. We cut target price
(TP) of most banks by 4% on average to reflect our reduction in loan growth forecast and
raise in credit cost forecast. We believe the recent sharp share price correction already
discounts the downside risk on loan growth. We keep TPs of BAY and TMB unchanged as
theirs are mainly supported by their M&A stories. Note that BAY’s TP has upside risk from
the merger with the Bangkok branch of Bank of Tokyo-Mitsubishi UFJ (BTMU). We
maintain our preference for large banks with focus on business loans rather than small
banks with focus on retail loans. We are more optimistic on loan growth for corporate
and SME loans than consumer loans, particularly auto loans and are also more concerned
about the asset quality of consumer loans than business given the high household debt
at 80% of GDP. BBL and KTB remain our top picks as investment cycle plays. We upgrade
TISCO to Buy from Neutral due to its well-undervalued position after a recent sharp share
price correction.,

Figure 7: Target price cut

Rating Target price (Bt) Target L-T
New Oold New old Ch PBV (X) ROE
BBL Buy Buy 250 255 -2% 1.60 12.3%
KTB Buy Buy 26 27 -4% 1.70 16.2%
KBANK Buy Buy 225 230 -2% 2.25 19.9%
TMB Sell Sell 2.2 2.2 0% 1.60 11.0%
BAY Buy Buy 42 42 0% 1.90 15.2%
TCAP Neutral Neutral 36 40 -10% 0.90 13.2%
TISCO Buy Neutral 46 50 -8% 1.60 17.7%
KKP Neutral Neutral 48 56 -14%) 1.10 12.4%
LHBANK Sell Sell 1.2 1.3 -8% 1.00 5.9%
Average 75 78 -5%0| 1.61 15.4%

Source: SCBS Investment Research

Valuation summary
Rating Price Target ETR P/E (x) EPS growth (%) P/BV (x) ROE (%) Div. Yield (%)

(Bt/sh) (Bt/sh) (%) 12A  13F 14F| 12A 13F 14F| 12A 13F 14F| 12A 13F 14F| 12A 13F 14F
BAY Buy 37.75  42.00 13.3 157 144 10.6f 579 9.1 355 202 183 162 136 134 162 21 21 28
BBL Buy  189.00 250.00 35.8 109 100 8.8 208 94 135 132 125 113 128 129 135 34 35 4.0
KBANK Buy 16550 225.00 38.1 1.2 95 80 455 183 186 214 1.81 152 208 20.7 20.6 1.8 21 25
KKP Neutral 41.50  48.00 22.3 10.2 76 74 (9.7) 347 1.7 105 098 093 121 134 129 58 66 6.7
KTB Buy 17.70  26.00 51.7 10.5 83 7.2/ 105 26,7 151 137 123 111 152 157 162l 45 48 55
LHBANK Sell 1.40 1.20 (12.0) 246 17.4 152 319 414 142 118 114 109 50 68 7.3 24 23 26
TCAP Neutral 32.25  36.00 16.3 7.5 46 71| 144 635 (355)] 096 083 077 135 195 113 43 47 50
TISCO Buy 36.75  46.00 31.8 7.2 72 6.7 13.4 (0.1) 81 147 133 1200 215 202 189 65 6.7 6.8
TMB Sell 2.46 2.20 (9.2) 66.7 225 12,5 (60.0) 1959 79.7 2.00 1.88 167 3.0 8.6 141 1.3 13 24
Average 17.7 11.2 9.2l 195 20.7 16.8 158 143 1.28 13.7 15.2 152 35 38 4.3

Source: SCBS Investment Research
Important note: SCBS is a wholly-owned subsidiary of SCB. Any information related to SCB is for sector comparison purposes.
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Disclaimer

SCB SECURITIES COMPANY LIMITED (“SCBS") ACTS AS MARKET MAKER AND ISSUER OF DERIVATIVE
WARRANTS on the ordinary shares of ADVANC, BANPU, BAY, BBL, BCP, BEC, BGH, BJC, BTS, CK, DTAC,
GLOBAL, HMPRO, INTUCH, IVL, JAS, KBANK, KKP, KTB, PS, PTTEP, PTTGC, SCC, TCAP, THAI, TISCO, TMB, TOP,
TRUE.

Before making an investment decision over a derivative warrant, an investor should carefully read the
prospectus for the details of the said derivative warrants. Any opinion, news, research, analyse, price,
statement, forecast, projection and/or other information contained in this document (the
“Information”) is provided as general purpose information only, and shall not be construed as a
recommendation to any person of an offer to buy or sell, or the solicitation of an offer to buy or sell,
any securities. SCBS and/or its directors, officers, employees, and agents shall not be liable for any
direct, indirect, incidental, special or consequential loss or damage, resulting from the use of, or reliance
on, the Information, including without limitation, damages for loss of profits. The investor should use
the Information in association with other information and opinion, including his/her own judgment in
making investment decision. The Information is obtained from sources believed to be reliable, and SCBS
cannot guarantee the accuracy, completeness and/or correctness of the Information.

SCBS reserves the right to modify the Information from time to time at its sole discretion without
giving any notice. This document is delivered to intended recipient(s) only and is not permitted to
reproduce, retransmit, disseminate, sell, distribute, republish, circulate or commercially exploit the
Information in any manner without the prior written consent of SCBS.




