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VPBank (VPB) [OUTPERFORM +19.8%] Update Report 

 

New conservative FEC growth outlook for 2019  
 We cut our TP by 12% to VND24,500 and downgrade our rating from BUY to O-PF with a 

projected TSR of 19.8% as we revise down our 2019/2020/2021 earnings forecasts by 
8%/6%/5%, respectively. Our 2019 net profit forecast is VND8.0tn (USD345mn, +9.2% YoY).  

 In our previous update report (published on 2/26/2019), we had hoped Q1 2019 would deliver 
another quarter of positive loan growth to establish a firm footing of growth to give us confidence 
FE Credit  (FEC) business model could distance itself from increasing competition. However, 
we have since become increasingly negative on the competitive environment of consumer 
finance and the narrowing window for outperformance, and also note that regulatory scrutiny 
directed at consumer finance is increasing. 

 2018 ROE stood at 22.8% against a sector median of 18.8%, and we expect VPB to deliver a 
sustainable ROE of 17% in the medium term.  valuation is compelling at a TTM P/B of 1.5x 
against the sector median at 1.7x, in our view. Our O-PF rating is a valuation call.  

Draft amendment to Circular 43/2016/SBV, putting aside uncertainties on what the final 
amendment will look like, signals increasing regulatory scrutiny for consumer finance. While 

draft amendment, with its particular focus on putting caps on cash loans as a 
proportion of overall loan book, sits uneasily with a stated desire of the SBV to move black market 
lending into regulated financial institutions and is therefore unlikely to be implemented in its current 
form. Nevertheless, we believe the appropriate read on the draft amendment is that FEC  pivot of 
its loan book into cash loans is vulnerable to continued scrutiny going forward, even after 
uncertainties over this pending amendment are resolved, and therefore warrants more conservatism 
in modelling. 

We change our view on NIM at FEC and now see NIM compression continuing in 2019. In our 
previous update report, we viewed that the jump in Q4 loan growth at FEC as a positive signal for 
2019 consolidated NIM. In keeping with our more conservative view of the consumer finance sector, 
we now think growth in the cash loan segment in late 2018 will not make FEC immune to overall yield 
compression. Therefore, we revise down our 2019 FEC NIM projection to 26%, implying a c.100-bp 
drop YoY.  

We change our view on 2019 consolidated recovery income and now see 2018 as a one-off 
high base. 2018 audited consolidated recovery income stood at VND2.1tn (USD90mn, +91% YoY) 
vs unaudited consolidated recovery income of VND3.2tn (USD137mn, +191% YoY). Therefore, 
momentum of recovery income also needs validation in coming quarters, in our view. We forecast a 
19% YoY drop in 2019 consolidated recovery income with cumulative CAGR during 2017-2020 at 
42%, and a consolidated recovery rate throughout the explicit forecast period is c.30%, which we 
believe is justifiable for an unsecured-lending focus business model mixed with secured lending. 
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Company Overview 
Vietnam Prosperity Joint Stock Commercial Bank is a 
Vietnam-based commercial bank with two fully owned 
subsidiaries: an asset management company (VPBank 
AMC) and a consumer finance company (FE Credit). 
VPB derived c.50% of its consolidated NPAT-MI from 
FE Credit in 2018. 

 

Current Price: VND20,450  PPOP y/y 26.8% 9.1% 11.9% 9.5% 
Current Target Price: VND24,500  NPAT y/y  14.2% 9.2% 10.6% 22.7% 
Previous Target Price: VND27,900  NIM 8.8% 8.7% 8.5% 8.3% 

  NPL  3.5% 3.7% 3.9% 3.9% 
Upside to TP: +19.8%  CIR  34.2% 35.0% 35.0% 35.0% 
Dividend Yield: 0.0%  Div/Sh (VND) 0 0 0 0 
TSR: +19.8%  P/B 1.4x 1.1x 0.9x 0.8x 

       
Market Cap: $2.2bn    VPB Peers VNI 
Foreign Room  $0mn  P/E (ttm)   6.8x 10.3x 16.6x 
ADTV30D $2.4mn  P/B (curr)  1.4x 1.7x 2.6x 
State Ownership 0%  ROE  22.8% 18.8% 15.4% 
Outstanding Shares 2.457 bn  ROA  2.4% 1.5% 2.5% 
Fully Diluted Shares 2.457 bn   
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2019 outlook: FEC still struggling for a proper delivery    
Figure 1: 2019 forecasts  
 

Source: VCSC, units are in VND bn unless otherwise stated  *Net fee income includes FX gains, 
**CASA volume included demand and margin deposits  

 

  2018 2019F 
 old  

2019F 
 new 

2019F 
new vs 

2018 
VCSC comments on 2019 forecasts 

Net interest income  24,702 28,745 28,070 13.6% 
We trim our 2019 NII forecast by 2% and project NII to 
grow at almost the same pace with loan growth in 
2019 as we revise down our 2019 NIM projection.  

Net fee income* 1,509 1,969 1,969 30.5% 

We maintain our positive outlook on the standalone 

insurance services. Also, we expect the drag from 
FEC to slow from its high expense base after spending 
9M 2018 acquiring customers, and NFI growth to 
come off a tiny base with support from the credit card 
segment, lifting 2019 consolidated NFI growth, in our 
view.   

Total NOII 6,384 7,111 6,249 -2.1% 

We cut our 2019 total NOII forecast by 12% due to our 

2019 growth rate in recovery income of written-off 
debt, given its current high base and the 191% YoY 
abnormal surge in 2018 needs validation on 
momentum in coming quarters.  

PPOP 20,452 23,306 22,307 9.1%  
Provision expenses (11,253) (12,364) (12,264) 9.0%  
Net profit  7,356 8,750 8,031 9.2%  

NIM 8.83% 8.94% 8.73% -10 bps 

The 21-bp decrease in our 2019 consolidated NIM 
forecast is due to our view that  will drop by 
c.100 bps YoY to 26% in 2019 vs our estimated 2018 
FEC NIM at 27%. This is because of our conservative 
view on the abnormal surge in loan disbursement at 
FEC in Q4 2018, which, in our view, raises questions 
about what it cost to achieve such growth.  

Interest-earning asset yields 14.40% 14.47% 14.26% -14 bps  
Cost of funds 6.05% 6.03% 6.03% -2.3 bps  
CASA ratio** 13.7% 14.7% 14.7% 1.0 ppts  
CIR 34.2% 35.0% 35.0% 0.8 ppts  
NPL 3.51% 3.74% 3.74% 23 bps  
Gross loans  221,962 252,016 252,016 13.5%  
Customer deposits  170,851 198,187 198,187 16.0%  
Valuable papers  48,658 53,524 53,524 10.0%  
Total assets  323,291 370,018 369,342 14.2%  
Total equity  34,750 46,703 46,027 32.5%  
ROAE 22.8% 21.5% 19.9% -2.9 ppts  
ROAA 2.4% 2.5% 2.3% -0.1 ppts  
Regulated LDR 81.0% 81.7% 81.7% 0.7 ppts 2018 regulated LDR of the parent bank was 73.7%. 
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Key figures of VPB    
Figure 2: NIM (%) and NII (VND bn) (2016-2021F)  Figure 3: TOI components (2016-2021F)  

  
Source: VPB, VCSC  Source: VPB, VCSC 

 
Figure 4: OPEX, provision expenses and PBT as % of 
TOI (2016-2021F)  

Figure 5: NPAT (VND bn) and growth (%) (2016-2021F)  

  
Source: VPB, VCSC Source: VPB, VCSC 

 
Figure 6: NPL ratio and LLR of banks under coverage 
(2018)  

Figure 7: Interest-earning asset yields of banks under 
coverage (2018)  

  
Source: Company data, VCSC  * standalone bank only Source: Company data, VCSC - * standalone bank only  
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Valuation  
We utilize two valuation methodologies in estimating our target price, assigning equal weighting for the 
residual income method and target P/B multiple. Our target price is VND24,500/share. 

Figure 8: Cost of equity 

Cost of equity  

Risk free rate 4.5% 
Beta 1.0 
Market Risk Premium 8.4% 
Cost of equity 12.9% 

Source: VCSC 

Figure 9: Valuation summary  
Method Fair value Weighting Contribution 
Residual income  60,468 (USD2.60bn) 50%                 30,234  
Target P/B @ 1.3x 2019F 59,835 (USD2.57bn) 50%                 29,918  
Composite valuation    60,151 (USD2.58bn) 
Number of shares outstanding (bn)   2.457 
Target price (VND)   24,500 
Upside    19.8% 
Dividend yield   0.0% 
TSR   19.8% 
2019F P/B at TP    1.31x 
RATING    OUTPERFORM 

Source: VCSC, units are in VND bn unless otherwise stated 

Figure 10: Residual income model  
Residual income  2019F 2020F 2021F 2022F 2023F 
ROE (Beginning period equity) 23.1% 19.3% 20.0% 18.0% 16.5% 
COE 12.9% 12.9% 12.9% 12.9% 12.9% 
Terminal Economic Margin (TEM) 10.2% 6.4% 7.1% 5.1% 3.6% 
Equity value (Beginning period) 34,750 46,027 54,374 64,618 75,568 
Residual income 3,549 2,942 3,884 3,312 2,755 
PV of residual income  3,143 2,308 2,699 2,039 1,502 
Sum PV of RI 11,691   

PV of terminal value (2.0% perpetual growth) 14,026   

Beginning EV (YE2018) 34,750   

Fair equity value 60,468   

Number of shares outstanding (bn) 2.457   
Fair value per share (VND) 24,613   

Source: VCSC, units are in VND bn unless otherwise stated 

We assume a 2% perpetual growth rate for VPB, aligning our modelling with HDB. We apply a 1-ppt 
lower rate relative to other banks in our coverage are derived 
from FEC (2018) and in our view, the consumer finance sector will face increasing pressure in the future.  

VPB is chasing unsecured retail and SME loans, which yield high return metrics with 2018 ROE at 22.8% 
against a domestic peer median at 18.8%. Operating under well-capitalized conditions at 9.3x leverage 

 the high end in 2018. We forecast a net income 
CAGR of 11% during 2018-2023 with sustainable ROE of 17% due to a conservative FEC loan growth 
forecast of 10% CAGR during the same period. Taken together, we put the bank at a 2019F target P/B 
of 1.3x.  
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Figure 11: Sensitivity analysis of our 2019F P/B for VPB in relation to ROE derived from 
Gordon growth model and terminal growth rate, ceteris paribus. 

 2019F ROE 
  15.9% 17.9% 19.9% 21.9% 23.9% 

Terminal growth 
(g) 

1.0% 1.25 1.42 1.59 1.76 1.92 
1.5% 1.26 1.44 1.61 1.79 1.96 
2.0% 1.27 1.46 1.64 1.82 2.01 
2.5% 1.29 1.48 1.67 1.86 2.06 
3.0% 1.30 1.50 1.71 1.91 2.11 
3.5% 1.32 1.53 1.74 1.96 2.17 

 

Source: VCSC 

The above sensitivity matrix illustrates a fair value P/B multiple for VPB at 1.64x using the Gordon 
Growth Model with ROE of 19.9% (our 2019F), cost of equity at 12.9% (Figure 8) and terminal growth 
of 2.0%. Our target price at a 1.31x 2019 projected P/B (Figure 9) is 20% lower than the P/B multiple 
derived from the Gordon Growth Model because the business model is dependent largely on interest 
income from unsecured loans. While having a strong position on the market in this segment, (1) 
intensifying competition is likely to continue to press down on loan yields and sustainable ROE will be 
lower than the 2019F figure, in our view, and/or (2) a spike in NPLs could lead to substantial provision 
charges, dragging ROE projections. 

Risk to our positive view and forecasts: VPB may fail to meet our NPL ratio and earnings expectations 
either due to its failure to execute on its business model regarding high-yield businesses, failure to 
continue growing its retail franchise/digital banking or a macro-driven banking crisis that leads to a new 
cycle of NPLs. 
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Financial Statements   
P&L (VND bn) 2018 2019F 2020F 2021F  BS (VND bn) 2018 2019F 2020F 2021F 
Interest inc. 40,280 45,866 51,477 57,110  Cash & equiv.  1,855 2,865 3,266 3,637 
Interest exp. (15,579) (17,796) (20,385) (23,073)  Bal. with SBV  10,829 5,183 5,374 6,034 
Net interest inc. 24,702 28,070 31,093 34,037  Due from FIs  16,571 18,229 20,052 22,057 
Net fee income 1,612 2,062 2,578 3,128  ST investments  52,564 65,894 72,306 79,347 
Other NOII 4,772 4,187 4,738 4,880  Net cust. loans  218,395 247,266 281,124 315,676 
Total NOII 6,384 6,249 7,315 8,007  HTM securities 3,565 2,309 1,921 1,599 
Total operating inc. 31,086 34,319 38,408 42,045  LT investments  191 162 154 146 
Non-interest exp. (10,634) (12,012) (13,443) (14,716)  Fixed assets  1,963 2,061 2,164 2,273 
Other G&A exp. - - - -  Other assets  17,358 25,373 28,995 30,583 
Total operating exp. (10,634) (12,012) (13,443) (14,716)  Total assets  323,291 369,342 415,356 461,350 
PPOP 20,452 22,307 24,965 27,329   - - - - 
Provision exp. (11,253) (12,264) (13,861) (13,700)  Bal. from SBV  3,781 3,306 3,768 4,196 
Other inc./exp. - - - -  Bal. from FIs  54,231 56,943 59,790 62,780 
Pre-tax profit 9,199 10,044 11,104 13,629  Other funds  330 346 363 382 
Taxes (1,843) (2,012) (2,225) (2,731)  Cust. deposits  170,851 198,187 227,915 255,265 
Net profit 7,356 8,031 8,880 10,898  Other fin. int.  19 - - - 
Minorities/pref divs - - - -  Valuable papers  48,658 53,524 57,806 62,430 
Attributable profit 7,356 8,031 8,880 10,898  Other liabilities  10,671 11,009 11,339 11,680 
Wt avg shares (mn) 2,433 2,457 2,457 2,457  Total equity   34,750 46,027 54,374 64,618 
EPS (VND) 3,024 3,269 3,614 4,436  MI  - - - - 
DPS (VND) - - - -  Liabilities & SE  323,291 369,342 415,356 461,350 
       
RATIOS (%) 2018 2019F 2020F 2021F  RATIOS (%) 2018 2019F 2020F 2021F 
Growth      Profitability     
Loan growth   21.5 13.8 13.8 12.3  NIM   8.83 8.73 8.54 8.32 
Deposit growth   27.9 16.0 15.0 12.0  IEA yields   14.40 14.26 14.14 13.97 
TOI growth   24.9 10.4 11.9 9.5  Funding costs   6.05 6.03 6.16 6.28 
PPOP growth   26.8 9.1 11.9 9.5  CIR   34.2 35.0 35.0 35.0 
NPAT growth   14.2 9.2 10.6 22.7       
      ROE decomposition      
Asset quality        Pre-prov. NIM  8.22 8.11 7.92 7.76 
Group 2 ratio   5.27 5.27 5.27 5.27  Provisions  -3.74 -3.54 -3.53 -3.13 
NPL ratio  3.51 3.74 3.94 3.94  Post-prov. NIM  4.47 4.56 4.39 4.64 
LLR  45.9 50.4 51.0 51.8  Non-Interest inc.  2.12 1.80 1.86 1.83 
Provision exp./ loans   5.07 4.87 4.83 4.25  Operating exp.  -3.54 -3.47 -3.43 -3.36 

      Taxes  -0.61 -0.58 -0.57 -0.62 
Liquidity        ROAA  2.45 2.32 2.26 2.49 
CAR under BASEL I   12.3 14.7 14.9 15.5  Equity Mult. (x)  9.3 8.6 7.8 7.4 
Regulated LDR   81.0 81.7 83.1 83.1  ROAE  22.8 19.9 17.7 18.3 

 
Source: Company data, VCSC 
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VCSC Rating System 
Stock ratings are set based on projected total shareholder return (TSR), defined as (target price  current price)/current price + 
dividend yield, and are not related to market performance. 

Equity rating key Definition 
BUY If the projected TSR is 20% or higher 
OUTPERFORM If the projected TSR is between 10% and 20% 

MARKET PERFORM If the projected TSR is between -10% and 10% 
UNDERPERFORM If the projected TSR is between -10% and -20% 
SELL If the projected TSR is -20% or lower 

NOT RATED The company is or may be covered by the Research Department but no rating or target 
price is assigned either voluntarily or to comply with applicable regulation and/or firm 
policies in certain circumstances, including when VCSC is acting in an advisory 
capacity in a merger or strategic transaction involving the company. 

RATING SUSPENDED, 
COVERAGE TERMINATED 

A rating may be suspended, or coverage terminated, if fundamental information is 
deemed insufficient to determine a target price or investment rating or due to a 
reallocation of research resources. Any previous investment rating and target price are 
no longer in effect. 

Unless otherwise specified, these performance parameters are set with a 12-month horizon. Movement in share prices may cause 
a temporary mismatch between the latest published rating and projected TSR for a stock based on its market price and the latest 
published target price.  

Target prices -month horizon. However, the 
e with 

assessed fair value over the specified time horizon. 

Risks: Past performance is not necessarily indicative of future results. Foreign currency rates of exchange may adversely affect 
the value, price or income of any security or related instrument mentioned in this report. For investment advice, trade execution 
or other enquiries, clients should contact their local sales representative. 
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Disclaimer 
Analyst Certification of Independence 
We, Nghia Dien and Long Ngo, hereby certify that the views expressed in this report accurately reflect our personal views about the subject securities 
or issuers. We also certify that no part of our compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views 
expressed in this report. The equity research analysts responsible for the preparation of this report receive compensation based upon various factors, 
including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues, which include revenues from, among 
other business units, Institutional Equities and Investment Banking. 

VCSC and its officers, directors and employees may have positions in any securities mentioned in this document (or in any related investment) and 
may from time to time add to or dispose of any such securities (or investment). VCSC may have, within the last three years, served as manager or 
co-manager of a public offering of securities for, or currently may make a primary market in issues of, any or all of the entities mentioned in this 
report or may be providing, or have provided within the previous 12 months, significant advice or investment services in relation to the investment 
concerned or a related investment. 

ormation believed to 
be reliable at the time of publication. VCSC makes no representation or warranty regarding the completeness and accuracy of such information. 
Opinions, estimates and projection expressed in this report represent the current views of the author at the date of publication only. They do not 
necessarily reflect the opinions of VCSC and are subject to change without notice. This report is provided, for information purposes only, to 
institutional investors and retail clients of VCSC in Vietnam and overseas in accordance to relevant laws and regulations explicit to the country where 
this report is distributed, and does not constitute an offer or solicitation to buy or sell any securities discussed herein in any jurisdiction. Investors 
must make their investment decisions based upon independent advice subject to their particular financial situation and investment objectives. This 
report may not be copied, reproduced, published or redistributed by any person for any purpose without the written permission of an authorized 
representative of VCSC. Please cite sources when quoting. 

U.K. and European Economic Area (EEA): Unless specified to the contrary, issued and approved for distribution in the U.K. and the EEA by VCSC 
issued by VCSC has been prepared in 
distribution of investment research. Many European regulators require a firm to establish, implement and maintain such a policy. This report has 
been issued in the U.K. only to persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial Services and Markets Act 2000 (Financial 
Promotion) Order 2005 (all such persons being referred to as "relevant persons"). This document must not be acted on or relied on by persons who 
are not relevant persons. Any investment or investment activity to which this document relates is only available to relevant persons and will be 
engaged in only with relevant persons. In other EEA countries, the report has been issued to persons regarded as professional investors (or 
equivalent) in their home jurisdiction. Australia: This material is issued and distributed by VCSC in Australia to "wholesale clients" only. VCSC does 
not issue or distribute this material to "retail clients". The recipient of this material must not distribute it to any third party or outside Australia without 
the prior written consent of VCSC. For the purposes of this paragraph the terms "wholesale client" and "retail client" have the meanings given to 
them in section 761G of the Corporations Act 2001. Hong Kong: The 1% ownership disclosure as of the previous month end satisfies the 
requirements under Paragraph 16.5(a) of the Hong Kong Code of Conduct for Persons Licensed by or Registered with the Securities and Futures 
Commission. (For research published within the first ten days of the month, the disclosure may be based on the month end data from two months 
prior.) Japan: There is a risk that a loss may occur due to a change in the price of the shares in the case of share trading, and that a loss may occur 
due to the exchange rate in the case of foreign share trading. In the case of share trading, VCSC will be receiving a brokerage fee and consumption 
tax (shouhizei) calculated by multiplying the executed price by the commission rate which was individually agreed between VCSC and the customer 
in advance. Korea: This report may have been edited or contributed to from time to time by affiliates of VCSC. Singapore: VCSC and/or its affiliates 
may have a holding in any of the securities discussed in this report; for securities where the holding is 1% or greater, the specific holding is disclosed 
in the Important Disclosures section above. India: For private circulation only, not for sale. Pakistan: For private circulation only, not for sale. New 
Zealand: This material is issued and distributed by VCSC in New Zealand only to persons whose principal business is the investment of money or 
who, in the course of and for the purposes of their business, habitually invest money. VCSC does not issue or distribute this material to members of 
"the public" as determined in accordance with section 3 of the Securities Act 1978. The recipient of this material must not distribute it to any third 
party or outside New Zealand without the prior written consent of VCSC. Canada: The information contained herein is not, and under no 
circumstances is to be construed as, a prospectus, an advertisement, a public offering, an offer to sell securities described herein, or solicitation of 
an offer to buy securities described herein, in Canada or any province or territory thereof. Any offer or sale of the securities described herein in 
Canada will be made only under an exemption from the requirements to file a prospectus with the relevant Canadian securities regulators and only 
by a dealer properly registered under applicable securities laws or, alternatively, pursuant to an exemption from the dealer registration requirement 
in the relevant province or territory of Canada in which such offer or sale is made. The information contained herein is under no circumstances to be 
construed as investment advice in any province or territory of Canada and is not tailored to the needs of the recipient. To the extent that the 
information contained herein references securities of an issuer incorporated, formed or created under the laws of Canada or a province or territory 
of Canada, any trades in such securities must be conducted through a dealer registered in Canada. No securities commission or similar regulatory 
authority in Canada has reviewed or in any way passed judgment upon these materials, the information contained herein or the merits of the securities 
described herein, and any representation to the contrary is an offence. Dubai: This report has been issued to persons regarded as professional 
clients as defined under the DFSA rules. United States: This research report prepared by VCSC is distributed in the United States to Major US 
Institutional Investors (as defined in Rule 15a-6 under the Securities Exchange Act of 1934, as amended) only by Decker&Co, LLC, a broker-dealer 
registered in the US (registered under Section 15 of Securities Exchange Act of 1934, as amended). All responsibility for the distribution of this report 
by Decker&Co, LLC in the US shall be borne by Decker&Co, LLC. All resulting transactions by a US person or entity should be effected through a 
registered broker-dealer in the US. This report is not directed at you if VCSC Broker or Decker&Co, LLC is prohibited or restricted by any legislation 
or regulation in any jurisdiction from making it available to you. You should satisfy yourself before reading it that Decker&Co, LLC and VCSC is 
permitted to provide research material concerning investment to you under relevant legislation and regulations. 
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