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COMPANY UPDATE

Krungthai Card (KTC TB)
Cushion Against Credit Risk Smaller Than Expected

According to KTC's management, under the TFRS9 accounting standard, NPL reporting
would need to include write-offs as well. Although KTC’s earnings outlook would not
change as the company’s provisioning is already in compliance with TFRS9 standards,
its cushioning against credit risk is smaller than we had expected. Downgrade to HOLD
with a new target price of Bt45.00. Entry price: Bt38.00.

WHAT'S NEW

e NPLs to surge under the new TFRS9 standards. Krungthai Card Plc's (KTC)
management guided that under the TFRS9 accounting standards, NPL financial reports
would be required to include write-offs recorded during the period being reported on as well.
As a result, the company’s current NPL ratio (based on the TFRS9 accounting standard)
would jump to 8.0-8.5% (vs 1.1% under the current accounting standard, IAS39).

¢ Cushion against credit risk is diminishing. Management also guided that current
allowance for doubtful accounts is sufficient in terms of its compliance with the TFRS9
accounting standards, and provision expenses after the implementation of TFRS9 would not
change much as the company has already set provision expenses based on TFRS9
calculations (probability of default (PD) x loss given default (LGD) x exposure at default
(EAD). However, the cushion against the credit risk has dropped significantly as KTC's LLC
ratio (under TFRS9) which represents asset quality would plunge to 100-200% (vs 641%
under the current accounting standard, IAS39).

Strong credit card spending. The company’s 9M19 credit card spending remained strong
as it had increased by 10.4% yoy, higher than the industry’s growth rate of 9.1%. Also, in
terms of market share, KTC's credit card spending has edged up to 11.3% in 3Q19 (2018:
11.2%).

Roll-out of new products would take time. KTC is developing new products, which are
auto title loans that use cars or motorcycles as collateral under Pico Loan (personal loans)
and Nano Finance licences (unsecured loans). Management guided that these new products
would take around 24 months to make a significant contribution to the company’s bottom-
line.

KEY FINANCIALS

Year to 31 Dec (Btm) 2017 2018 2019F 2020F 2021F
Net interest income 6,464 7,240 8,044 8,907 9,690
Non-interest income 11,433 12,402 13,421 14,642 15,876
Net profit (rep./act.) 3,304 5,140 6,321 7,257 8,139
Net profit (adj.) 3,304 5,140 6,321 7,257 8,139
EPS (Bt) 1.3 2.0 25 2.8 3.2
PE (x) 31.8 20.4 16.6 14.5 12.9
P/B (x) 8.4 6.4 5.1 4.1 35
Dividend yield (%) 1.0 1.3 19 25 3.0
Net int margin (%) 145 14.6 14.7 14.7 14.8
Cost/income (%) 39.9 38.3 35.6 35.1 34.8
Loan loss cover (%) 588.6 615.8 630.0 645.0 660.0
Consensus net profit - - 6,003 6,690 7,487
UOBKH/Consensus (x) - - 1.05 1.08 1.09

Source: Krungthai Card Plc, Bloomberg, UOB Kay Hian
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(Downgraded)

Share Price Bt41.50
Target Price Bt45.00
Upside +8.4%
(Previous TP Bt47.00)

COMPANY DESCRIPTION

The company provides unsecured financial
products, credit card products and services,
and personal loans to consumers in Thailand.
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STOCK IMPACT

¢ Decent 4Q19 earnings outlook. We expect KTC's 4Q19 earnings to grow 11% yoy and 5%
gog. The decent earnings growth should be driven by: a) large-scale online and offline
“shopping festivals”, b) high travel season in December, and c) low interest environment
which would keep the company’s cost of funds low. For credit cost, we expect it to increase
slightly to 859bp (3Q19: 845bp) to reflect the rising NPL trend.

EARNINGS REVISION/RISK
¢ No earnings forecast revisions.
VALUATION/RECOMMENDATION

¢ Downgrade to HOLD. Although the change in NPL reporting would not impact KTC's
earnings outlook as the company’s provisioning is already in compliance with the TFRS9
standard, the cushion against credit risk is smaller than we had expected. Therefore, we
discount the stock’s terminal P/B multiple in our GGM methodology down to 2.80x pegged at
-0.25SD of its mean (previously 3.00x). Downgrade to HOLD with a new target price of
Bt45.00.

SHARE PRICE CATALYST

¢ None.
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CREDIT CARD SPENDING GROWTH (JAN-AUG 19)
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BALANCE SHEET

Year to 31 Dec (Btm) 2018 2019F 2020F 2021F Year to 31 Dec (Btm) 2018 2019F 2020F 2021F
Interest income 8,796 9,682 10,627 11,472 Cash with central bank 2,722 1,526 1,993 3,015
Interest expense (1,555) (1,638) (1,720) (1,781) Govt treasury bills & securities 9 9 9 9
Net interest income 7,240 8,044 8,907 9,690 Customer loans 72,713 81,757 88,730 95,201
Fees & commissions 8,640 9,248 10,097 10,943 Investment securities 0 0 0 0
Other income 3,762 4,173 4,544 4,933 Fixed assets (incl. prop.) 529 593 655 717
Non-interest income 12,402 13,421 14,642 15,876 Other assets 3,674 4,120 4,427 4,719
Total income 19,642 21,465 23,548 25,566 Total assets 79,648 88,005 95,813 103,660
Staff costs (7,311) (7,426) (8,029) (8,654) Customer deposits 8,787 6,787 4,787 2,787
Other operating expense (212) (215) (235) (256) Debt equivalents 45,335 51,225 55,567 59,711
Pre-provision profit 12,119 13,824 15,283 16,657 Other liabilities 9,174 9,303 10,091 10,844
Loan loss provision (5,703) (5,926) (6,212) (6,484) Total liabilities 63,296 67,315 70,446 73,343
Pre-tax profit 6,416 7,898 9,072 10,173 Shareholders' funds 16,352 20,689 25,367 30,317
Tax (1,277 (1578)  (1,814) (2,035  Total equity & liabilities 79648 88005 95813 103,660
Net profit 5,140 6,321 7,257 8,139
Net profit (adj.) 5,140 6,321 7,257 8,139
OPERATING RATIOS KEY METRICS
Year to 31 Dec (%) 2018 2019F 2020F 2021F Year to 31 Dec (%) 2018 2019F 2020F 2021F
Capital Adequacy Growth
Total assets/equity (x) 49 43 3.8 34 Net interest income, yoy chg 12.0 11.1 10.7 8.8
Tangible assets/tangible common 5.0 43 3.8 35 Fees & commissions, yoy chg 6.4 7.0 9.2 84
equity (x) Pre-provision proft, yoy chg 127 14.1 106 9.0
Net profit, yoy chg 55.5 23.0 14.8 12.1
Asset Quality Net profit (adi.), yoy chg 555 230 148 121
NPL ratio 11 10 10 10 Customer loans, yoy chg 73 124 8.5 73
Loan loss coverage 615.8 630.0 645.0 660.0 Customer deposits, yoy chg (12.7) (22.8) (29.5) (41.8)
Loan loss reserve/gross loans 7.0 6.2 6.2 6.3 Profitability
Increase in NPLs (8.0) 3.2) 52 5 Net interest margin 14.6 14.7 14.7 14.8
Credit cost (bp) 751.9 716.6 683.4 660.8 Costlincome ratio 383 356 351 48
Adjusted ROA 6.7 75 79 8.2
Liquidity Reported ROE 355 3.1 315 292
Loan/deposit ratio 1445 150.3 156.7 162.6 Adjusted ROE 355 341 315 29.2
Liquid assets/short-term liabilities 311 22.6 418 108.5 Valuation
Liquid assets/total assets 34 1.7 21 2.9 PIBV (x) 6.4 51 a1 35
PINTA (x) 6.6 5.2 4.2 35
Adjusted P/E (x) 204 16.6 145 12.9
Dividend Yield 13 1.9 25 3.0
Payout ratio 26.6 314 355 39.2

Refer to last page for important disclosures.
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (“UOBKH"), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.

Refer to last page for important disclosures.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of which are
generated from UOBKH's business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK"). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.

Copyright 2019, UOB Kay Hian Pte Ltd. All rights reserved.
http://research.uobkayhian.com

RCB Regn. No. 197000447W
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