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Downbeat outlook on
unexpectedly high provision
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Report type: Company Preview

Company Overview

KBANK is Thailand’s fourth biggest lender in terms of assets.
Corporate, SME and retail businesses represent 39%, 20% and
30% of the bank’s loan portfolio respectively.

¢ KBANK is expected to book Bt9.8bn net profit in 3QCY13,
down g-q but up y-y.

e SME loan appears to short of target, but total loan seems to
meet the target.

¢ NPL would increase slightly and KBANK plans to set higher
provision in 3QCY13.

o We cut down our CY13-CY14 earnings projection to reflect
higher provision outlook.

e Our price target is revised down to Bt213/share, but the
stock price still offers a significant upside and thus we rate a
‘BUY’ call for KBANK.

What is the news?
We project 3QCY13 net profit to decline 11% g-q but to
increase 7% y-y to Bt9.8bn.

At end-3QCY13, total loan is expected to increase by 7.1%
from end-2012, which seems to be in line with the target.
NPL would increase slightly but it remains under
manageable level and KBANK plans to set high provision in
the quarter.

How do we view this?

The increase in provision seems to dampen the Sep-
quarter's earnings and this move is against our previous
view on normal provision in the second half of year.

SME loan appears to be the only segment underperforming
the bank’s target. However, seasonally high demand during
late year would drive the full-year loan to meet the target.

Investment Actions?

The downward revised earnings projection drags our price
target lower to Bt213/share. However, the current share
price continues to offer a significant upside, and thus we
reiterate a ‘BUY’ rating on KBANK.
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Rating 1.00 Buy
- Previous Rating 1.00 Buy
Target Price (Bt) 213.00

- Previous Target Price (Bt) 249.00
Closing Price (Bt) 175.00
Expected Capital Gains (%0) 21.7%
Expected Dividend Yield (%0) 2.1%
Expected Total Return (%) 23.9%

Raw Beta (Past 2yrs w eekly data) 1.12

Market Cap. (USD mn) 13,381
Enterprise Value (USD mmn) NA

Market Cap. (Bt mn) 418,821
Enterprise Value (Bt nn) NA

3M Average Daily T/O (mn) 10.4

52 week range 158 - 225

Closing Price in 52 w eek range
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Major Shareholders (%)
1. Thai NVDR 26.8
2. STATE STREET BANK AND TRUST COMPANY 8.5
3. CHASE NOMINEES LIMITED 42 4.9

Key Fnancial Summary

FYE 12/11 12/12 12/13F 12/14F
Revenue (Btmn) 90,508 104,305 114,371 124,673
Net Profit (Btmn) 24,226 35,260 39,361 44,319
EPS (Bt) 10.12 14.73 16.45 18.52
Net Profit, adj. (Btnm) 24,226 35,260 39,361 44,319
EPS, adj. (Bt) 10.12 14.73 16.45 18.52
P/E (X),ad;. 17.3 11.9 10.6 9.5
BVPS (Bt) 64.68 77.28 91.02 106.60
P/B (X) 2.7 2.3 1.9 1.6
DPS (Bt) 2.50 3.00 3.25 3.75
Div. Yield (%6) 1.4 1.7 1.9 2.1

Source: Bloomberg, PSR est.
*All multiples & yields based on current market price

Valuation Method
P/B'14 (2x)
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3QCY13 net profit to reach Bt9.8bn, down g-q but up y-y
KBANK's 3QCY13 net profit is projected to fall 11% g-q to
Bt9.8bn. Net interest income is expected to increase in line
with increased loan, but fee-based income would decline on
lower commission tracking decreased volume in capital
market amid higher expense. In the quarter, KBANK is
expected to set high provision, likely dragging earnings down
g-g. Compared to a year earlier, net profit would increase 7%
y-y as NIl seems to increase along with an increased loan as
well as non-interest income, driven by higher fee-based
income and revenue contribution from chain companies (i.e.
insurance business).

SME loan short of target but total loan in line

According to KBANK’'s management, SME loan growth is
expected to short of target. At end-August, SME loan grew
as much as 5.2% from end-2012, well below CY13 target of
10%-12%. In the same period, corporate loan turned out to
increase by 9%, exceeding target of 4%-6% this year, while
retail loan increased 6.2% from the 10%-13% target. Overall,
total loan is projected to grow by the range of 6%-8% in
3QCY13 compared to the whole-year target of 9%-11%.
KBANK believes the loan growth target will be achievable as
the bank expects SME to grow notable to meet the target
during seasonally high demand in late year. We project SME
loan to increase further by 2.2% at end-3QCY13, adding to
7.1% from end-2012.

NPL seen up slightly; KBANK set high provision in
3QCY13

NPL increased slightly g-q in 3QCY13 largely due to retail
and SME loans. However, the notable increase in total loan
appears to help maintain NPL to total loan at 2.1%.
Nevertheless, KBANK intends to increase provision for the
second half of year by 0.85% of total loan, from currently
0.65%. This move is against our previous view on normal
provision in 2HCY13 since the bank already set high
provision in 1QCY13 to curve any economic uncertainty and
lowered provision to normal level in 2QCY14.

CY13-CY14 earnings outlook downgraded on high
provision

To reflect high provision in 3QCY13, we trim our CY13-CY14
earnings outlook, cutting CY13 net profit down by 3% from
earlier estimated Bt4lbn (Bt16.94/share) to Bt39bn (or
Bt16.45/share) and CY14 net profit down from Bt46bn
(Bt19.06/share) to Bt44bn (Bt18.52/share). We however
keep our estimated dividend payment unchanged at
Bt3.25/share and Bt3.75/share over the same period.

Significant upside to revised Bt213 target price; ‘BUY’
rating

Rolling forward to CY14 earnings with derated P/BV of 2x
(earlier 2.5x) on the downwardly revision of CY14 earnings
outlook and higher economic downside risk, our price target
arrives at Bt213/share. As the current share price still offers a
significant upside, we thus rate KBANK a ‘BUY’ stance.
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KBANK (Btmn) 30Q13F 2013 3012 y-y+- gq-q+-~ OM13F oM12 y-y+-
Net interest income 18,393.12 17,931.31 16,203.95 13.51% 2.58% 53,529.51 46,587.36 14.90%
Net fee and service income 7,005.28 7,373.98 6,233.18 12.39% -5.00% 21,515.49 17,707.55 21.50%
Other non-interest income 4,714.08 5,264.08 4,077.36 15.62% -10.45% 14,339.55 12,864.85 11.46%
Total Income 30,112.48 30,569.37 26,514.50 13.57% -1.49% 89,384.55 77,159.76 15.84%
Operating expense 13,538.64 13,037.49 11,543.61 17.28% 3.84% 38,063.76 33,229.40 14.55%
Impairment loss of loans and debt securities 3,079.00 2,199.75 2,017.65 52.60% 39.97% 8,803.52 5,742.14 53.31%
Profit from operating before income tax expense 13,494.84 15,332.13 12,953.23 4.18%  -11.98% 42,517.27 38,188.22 11.34%
Income tax expenses 2,698.97 3,334.80 3,009.78  -10.33%  -19.07% 8,776.35 8,613.77 1.89%
Pre provioning profit 16,573.84 17,531.88 14,970.89 10.71% -5.46% 51,320.79 43,930.36 16.82%
Net profit 9,879.39 10,979.01 9,212.18 7.24% -10.02% 30,964.44 27,567.49 12.32%
EPS (BY) 4.13 4.59 3.85 7.24% -10.02% 12.94 11.52 12.32%
Yield from earning asset 5.13% 5.10% 5.28% -2.84% 0.56% 5.13% 5.28% -2.84%
Cost of fund 1.99% 1.92% 2.10% -5.30% 3.75% 1.99% 2.10% -5.30%
NIM 3.48% 3.51% 3.51% -0.68% -0.79% 3.48% 3.51% -0.68%
Cost to income ratio 44.96% 42.65% 43.54% 3.27% 5.42% 44.96% 43.54% 3.27%
Balance sheet (Btmn)

Assets 2,212,844.37 2,225,151.59 2,005,459.64 10.34% -0.55% 2,212,844.37 2,005,459.64 10.34%
Liabilities 1,987,298.60 2,007,654.09 1,812,025.90 9.67% -1.01% 1,987,298.60 1,812,025.90 9.67%
Paid-up (m shrs) - Par Bt10 23,932.60 23,932.60 23,932.60 0.00% 0.00% 23,932.60 23,932.60 0.00%
Equities 225,552.93 217,497.50 193,433.75 16.60% 3.70% 225,552.93 193,433.75 16.60%
Book value/share(Bt) 94.25 90.88 80.82 16.60% 3.70% 94.25 80.82 16.60%
Loan to deposit ratio(%6) 94.79 95.34 92.61 2.35% -0.58% 94.79 92.61 2.35%
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FYEDec CY10 CY1l1l CY12 CY13F CY14F
Valuation Ratios

P/E (X), adj. 20.9 17.3 11.9 10.6 9.5
P/B (X) 31 2.7 2.3 1.9 1.6
Dividend Yield (%) 14 14 17 19 2.1
Per share data (Bt)

EPS, reported 8.38 10.12 14.73 16.45 18.52
EPS, adij. 8.38 10.12 14.73 16.45 18.52
DPS 2.50 2.50 3.00 3.25 3.75
BVPS 56.38 64.68 77.28 91.02 106.60
Growth & Margins (%)

Growth

Net interest income 18.6 19.7 12.6 11.2 9.1
Net fee income 15.8 18.6 18.6 16.9 18.7
Non interest income 30.7 24.8 19.7 7.2 8.9
Pre provision operating profit 22.8 21.6 15.2 9.7 9.0
Operating income 228 21.6 15.2 9.7 9.0
Net income 34.6 20.8 455 11.6 12.6
Margins

Net interest margin 35 3.7 3.6 34 35
Key Ratios

ROE (%) 13.8 145 17.6 16.8 16.3
ROA (%) 1.3 1.4 17 1.8 1.8
Non-interest/total income ratio 36.6 37.6 39.0 38.2 38.1
Cost/income ratio 50.1 475 45.0 43.1 417
Loan/deposit ratio 98.1 98.0 95.9 96.8 97.7
NPL ratio 29 25 2.2 2.1 1.9

Income Statement (Bt mn)

Net Interest Income 47,212 56,491 63,581 70,718 77,143
Net Fee Income 17,404 20,637 24,467 28,591 33,923
Other Non interest income 9,843 13,380 16,257 15,062 13,607
Total Non interest income 27,247 34,017 40,724 43,653 47,531
Total operating income 74,458 90,508 104,305 114,371 124,673
Operating expense 37,322 43,019 46,934 49,277 51,961
Pre provision operating profit 74,458 90,508 104,305 114,371 124,673
Provision 6,696 7,346 8,390 12,500 13,750
Profit Before Tax 30,440 40,144 48,981 52,594 58,962
Taxation 9,094 13,962 11,136 10,519 11,792
Profit After Tax 21,346 26,182 37,845 42,075 47,170
Non-controlling Interest 1,299 1,957 2,585 2,715 2,850
Net Income, reported 20,047 24,226 35,260 39,361 44,319

Source: PSR est.
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FYEDec CY10 CY1ll CY12 CY13F CY14F
Balance Sheet (Bt mn)

Cash 32,457 53,211 35,127 37,593 39,847
Total interbank and money market items 97,592 111,969 249,979 267,477 286,201
Claim on securities 0 0 0 0 0
Derivatives assets 8,445 26,726 22,112 28,746 37,369
Investment 251,080 264,133 382,163 401,272 421,335
Investment in Sub. & Ass. Comp. 138 162 167 175 184
Total loans and accrued interest receivable 1,080,930 1,219,502 1,336,901 1,470,592 1,617,651
Less loan loss reserves 36,832 46,906 51,592 60,261 69,858
Net loans and accrued interest receivables 1,044,098 1,172,596 1,285,310 1,410,330 1,547,792
Other assets 117,718 94,143 102,585 102,777 103,209
Total Assets 1,551,528 1,722,940 2,077,442 2,248,370 2,435,936
Deposits 1,100,036 1,242,229 1,391,380 1,516,604 1,653,099
Interbank and money market items 33,900 53,340 174,004 179,224 184,601
Liabilities payable on demand 21,622 11,598 16,347 17,165 18,023
Liability to deliver security 0 0 0 0 0
Derivatives liabilities 28,399 27,436 20,140 21,147 22,204
Borrow ing 96,684 70,303 87,394 83,025 78,873
Other liabilities 125,399 151,067 187,356 196,702 206,514
Total liabilities 1,406,040 1,555,974 1,876,621 2,013,866 2,163,314
Share capital 42,036 42,036 42,036 42,036 42,036
Retained earnings 83,708 101,829 128,743 160,924 197,466
Other reserves 9,199 10,934 14,166 14,875 15,618
Shareholder Equity 134,943 154,799 184,946 217,835 255,120
Non-controlling interest 10,545 12,167 15,876 16,669 17,503
Total Equity 145,487 166,965 200,821 234,504 272,623

Source: PSR est.
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Phillip Group Rating System

Total Returns Recommendation Rating
> +20% Buy 1

+5% to +20% Accunulate/Trading Buy 2

-5% to +5% Neutral 3

-5% to -20% Reduce/Trading Sell 4
>-20% Sell 5
Remarks

We do not base our recommendations entirely on the above quantitative return bands. We
consider qualitative factors like (but not limited to) a stock's risk rew ard profile, market
sentiment, recent rate of share price appreciation, presence or absence of stock price
catalysts, and speculative undertones surrounding the stock, before making our final
recommendation
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Important Information

This publication is prepared by Phillip Securities Research Pte Ltd., 250 North Bridge Road, #06-00, Raffles City Tower, Singapore 179101
(Registration Number: 198803136N), which is regulated by the Monetary Authority of Singapore (“Phillip Securities Research”). By receiving or
reading this publication, you agree to be bound by the terms and limitations set out below.

This publication has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in part, for
any purpose. If you have received this document by mistake, please delete or destroy it, and notify the sender immediately. Phillip Securities
Research shall not be liable for any direct or consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources, which Phillip Securities Research has no reason to believe are
unreliable and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this publication are based
on such information and are expressions of belief of the individual author or the indicated source (as applicable) only. Phillip Securities Research
has not verified this information and no representation or warranty, express or implied, is made that such information or Research is accurate,
complete, appropriate or verified or should be relied upon as such. Any such information or Research contained in this publication is subject to
change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available or to
supply any corrections, updates or releases in connection therewith. In no event will Phillip Securities Research or persons associated with or
connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the preparation or
issuance of this report, (i) be liable in any manner whatsoever for any consequences (including but not limited to any special, direct, indirect,
incidental or consequential losses, loss of profits and damages) of any reliance or usage of this publication or (ii) accept any legal responsibility from
any person who receives this publication, even if it has been advised of the possibility of such damages. You must make the final investment
decision and accept all responsibility for your investment decision, including, but not limited to your reliance on the information, data and/or other
materials presented in this publication.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to
change at any time without prior notice.

Past performance of any product referred to in this publication is not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This publication should not be relied
upon exclusively or as authoritative, without further being subject to the recipient's own independent verification and exercise of judgment. The fact
that this publication has been made available constitutes neither a recommendation to enter into a particular transaction, nor a representation that
any product described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products, which may
be described in this publication involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions
involving such products should not be made, unless all such risks are understood and an independent determination has been made that such
transactions would be appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to be a
disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or salicitation for the purchase or sale of any product. Any decision to purchase any product
mentioned in this research should take into account existing public information, including any registered prospectus in respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors,
employees or persons involved in the preparation or issuance of this report, may provide an array of financial services to a large number of
corporations in Singapore and worldwide, including but not limited to commercial / investment banking activities (including sponsorship, financial
advisory or underwriting activities), brokerage or securities trading activities. Phillip Securities Research, or persons associated with or connected to
Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the preparation or issuance of this
report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this publication, and may have
performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to
Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the preparation or issuance of this
report, may have provided advice or investment services to such companies and investments or related investments, as may be mentioned in this
publication.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors,
employees or persons involved in the preparation or issuance of this report may, from time to time maintain a long or short position in securities
referred to herein, or in related futures or options, purchase or sell, make a market in, or engage in any other transaction involving such securities,
and earn brokerage or other compensation in respect of the foregoing. Investments will be denominated in various currencies including US dollars
and Euro and thus will be subject to any fluctuation in exchange rates between US dollars and Euro or foreign currencies and the currency of your
own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return of the investment.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not
limited to its officers, directors, employees or persons involved in the preparation or issuance of this report, may at any time engage in any of the
above activities as set out above or otherwise hold a interest, whether material or not, in respect of companies and investments or related
investments, which may be mentioned in this publication. Accordingly, information may be available to Phillip Securities Research, or persons
associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the
preparation or issuance of this report, which is not reflected in this material, and Phillip Securities Research, or persons associated with or
connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the preparation or
issuance of this report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following its publication.
Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited its officers, directors,
employees or persons involved in the preparation or issuance of this report, may have issued other material that is inconsistent with, or reach
different conclusions from, the contents of this material.

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or
country where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip
Securities Research to any registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.
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Section 27 of the Financial Advisers Act (Cap. 110) of Singapore and the MAS Notice on Recommendations on Investment Products (FAA-NO1) do
not apply in respect of this publication.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or
particular needs of any particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or
reading this material should seek advice from a professional and financial adviser regarding the legal, business, financial, tax and other aspects
including the suitability of such products, taking into account the specific investment objectives, financial situation or particular needs of that person,
before making a commitment to invest in any of such products.

Please contact Phillip Securities Research at [65 65311240] in respect of any matters arising from, or in connection with, this document.

This report is only for the purpose of distribution in Singapore.
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