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Gradual earnings recovery in sight
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Company Overview

TCAP is the parent company of Thanachart Group, which holds
a 50.9% stake in Thanachart Bank (TBANK), Thailand’s fifth
biggest lender in terms of assets, accounting for 8.0% of the
industry’s total assets. Corporate/SME loans account for 36.3%
of loan portfolio with the rest 63.7% from retail loans, comprising
HP (46.9%), housing (10.3%) and personal loans (6.5%)

e Earnings recovered in 1QCY12 in line with expectations.
TCAP posted a quarterly net profit of Bt1.19bn, up 27.2%
g-q and 4.3% y-y.

e We expect more business synergies to be realized over the
remaining course of the year if earnings recovery remains on
a gradual path.

e We maintain a ‘BUY’ call on TCAP with a downwardly revised
CY12 target price of Bt38.70/share.

What is the news?

Earnings recovered in 1QCY12 in line with expectations. TCAP
posted a quarterly net profit of Bt1.19bn, up 27.2% g-g and 4.3%
y-y. Management has guided that TBANK will still need to
improve operational process to boost efficiency and customer
satisfaction. Capital base is adequate to meet new Basel IlI
rules. Management is confident that there is no need to make
a cash call from shareholders over the next three years.

In addition, management neither confirms nor denies the sale
of the life insurance business as reported in the media, saying
that it is currently under study. There are several scenarios under
study for the maximum benefit of TCAP and shareholders.

How do we view this?

We expect more business synergies to be realized over the
remaining course of the year if earnings recovery remains on a
gradual path. However as TBANK still needs to improve
operational process to boost efficiency and customer
satisfaction, we believe this could make it unable to reap the
full benefit of higher efficiency and leaving it burdened with a
high level of expenses that exceeds the target of 55%.

Investment Actions?

We stick to our view that TCAP’s earnings will recover this
year and well into next year on the back of more aggressive
expansion. We maintain a ‘BUY’ call on TCAP but we trim
our CY12 target price for the stock to Bt38.70/share to
reflect lower earnings expectations.
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Key Financial Summary
FYE 12/10 12/11 12/12F 12/13F
Revenue (Btnm) 33,908 35,745 36,264 38,617
Net Profit (Btmn) 5,639 5,002 5,293 6,340
EPS (Bt) 4.23 3.75 3.97 4.76
Net Profit, adj. (Btnn) 5,639 5,002 5,293 6,340
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Div. Yield (%0) 3.8 3.8 3.8 4.5

Source: Bloomberg, PSR est.
*All multiples & yields based on current market price
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1QCY12 net profit rise in line with expectations

In 1QCY12, TCAP chalked up a net profit of Bt1.19bn, up
27.2% g-g and 4.3% y-y. Overall earnings performance improved
in line with expectations.

= In1QCY12, netloans grew 1.7% YTD, led by hire-purchase
loans, which rose 6% YTD. These loans included NPLs
from corporate business which fell back. Taking only
performing loans, growth came in at 2.3% YTD. Despite
the impact of a Bt120mn provision for additional DPA fees,
net interest margin (NIM) averaged 2.7%. Interest spread
was 2.4%.

= Non-interest income grew at a satisfactory pace boosted
by fee income from its asset management subsidiary and
business synergies following a merger of TBANK and
SCIB.

= The cost/income ratio slipped to 64.2% from 67.3% in
4QCY11 when TCAP felt the impact from floods. However,
the figure remained high compared to 3QCY11 during the
entire business transfer (EBT) process due partly to extra
personnel expenses of Bt147mn.

= Despite the impact from floods, credit cost stood at a
mere 0.2% in 1QCY12 thanks to a change in TBANK’s
accounting policy for provision for hire purchase loans to
a collective approach based on historical loss data in
accordance with the Bank of Thailand's guideline and a
strong operating performance from TS AMC, NPLs at end-
Mar 2012 dropped by BtL.65bn from the previous quarter to
Bt38.54bn, equivalent to 5.7% of total loans as the recent
NPL sales helped alleviate the impact of a rise in NPLs
caused by floods. NPL coverage ratio climbed to 65.9%
and excess reserve ratio was 17.9%.

= TCAP’s CAR stood at 12.7% with tier-1 capital of 8.7%.

Operating performance of most subsidiaries up y-y
Better earnings performance of subsidiaries, especially in
asset management and insurance businesses gave a boost
to the overall operating performance of TCAP while banking
and fund management businesses softened.

Table 1: Performance of subsidiaries

Subsidiaries % Held  Net Profit  Net Profit %-+/-
by TCAP 1Q12 1Q11

Thanachart Bank (Con) 1,772 2,208 -19.75%
Thanachart Securities 50.96% 90 78 15.38%
Thanachart Fund Mgt 38.22% 25 31 -19.35%
Thanachart Insurance 50.96% 148 113 30.97%
Thanachart Life 50.96% 362 174 108.05%
Assurance
TS AMC 50.96% 850 2 N/M
Ratchathani Leasing* 33.22% 87 0 N/M

NFS AMC 100.00% 164 14 1071.43%

MAX AMC 83.44% 30 3 900.00%

Source: TCAP * Holding at 65.18% since Nov 2011

More business synergies to be realized over the rest of year
We expect more business synergies to be realized over the
remaining course of the year if earnings recovery remains on
a gradual path. However as TBANK still needs to improve
operational process to boost efficiency and customer
satisfaction, we believe this could make it unable to reap
the full benefit of higher efficiency and leaving it burdened
with a high level of expenses that exceeds the target of
55%.
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= In hire purchase business, we expect more expansion
into used car market in the face of tougher competition in
new car market. TBANK also aims to become Thailand’'s
auto hire purchase leader.

= In SME business, TBANK is expected to tap smaller clients
to penetrate mass market in addition to existing customized
client services.

=  Bigger client base would bode well for product cross selling,
which helps boost fee income.

CY12 loan growth target unchanged at 10% but cost/income
ratio target revised up

Based on the above view, we maintain our CY12 loan growth
target of 10% for TCAP but we slightly trim our NIM projection
for the year to factor in DPA fees and expectations that the
cost/income ratio will stay high due to the improvement of
operational process though TCAP targets zero growth in
expenses. We also expect a high level of loan-loss provisions
in line with its plan to boost excess reserve ratio and NPL
coverage ratio to 30% and 80% respectively though due
partly to the efforts to bring NPLs/NPAs lower but we
anticipate TCAP to build up its reserves as a buffer against
economic swings in Thailand and overseas countries.

On this basis, we cut our CY12 net profit outlook for TCAP
by 11.2% to Bt5.29bn but the new profit target still represents
a growth of 5.8% y-y.

Management confident TBANK'’s tier-1 capital adequate
to meet new Basel lll rules

At end-Mar 1QCY12, TBANK'’s CAR and tier-1 capital stood
at 14.1% and 9.6% and TCAP’s CAR and tier-1 capital were
12.7% and 8.7% respectively. To meet the Basel Il rules,
which will gradually phase in between 2013-19, the banks
need to maintain minimum CAR and tier-1 capital of 11%
and 8.5% respectively in 2019. Currently TBANK’s CAR and
tier-1 capital are still higher than the minimum requirements
under the Basel Il rules. Management is confident that CAR
will grow in line with TBANK'’s better operating performance
in the next three years from 2012-14 and there is no need to
make a cash call from shareholders. However, it may possibly
issue more sub-debts to boost tier-2 capital base and replace
existing sub-debts due to expire.

Management neither confirms nor denies the sale of
life insurance business

Management neither confirms nor denies the sale of the life
insurance business as reported in the media, saying that it is
currently under study. There are several scenarios under study
for the maximum benefit of TCAP and shareholders. However,
there is no plan to sell non-life insurance business as it is
related to auto hire purchase business.

‘BUY’ rating with downwardly
Bt38.70/share

We maintain a ‘BUY’ call on TCAP in view of its earnings
recovery prospects for this year and well into next year
helped by more aggressive expansion. However, we revise
down our CY12 target price for TCAP to Bt38.70/share to
reflect lower earnings expectations.

revised target of
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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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Total Retumn Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Meutral 3 Trade within + 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<20% Sell 5 »20%downside from the current price

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 reward 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

GENERAL DISCLAIMER

This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this
publication, you agree to be bound by the terms and limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip
Securities 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 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 only. Phillip Securities has not
verified this information and no representation or warranty, express or implied, is made that such information or Research
is accurate, complete 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 shall not have any responsibility to maintain the information or
Research made available or to supply any corrections, updates or releases in connection therewith. In no event will Phillip
Securities be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of
the information or Research made available, even if it has been advised of the possibility of such damages.

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.

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 financial adviser regarding 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.

This publication should not be relied upon 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 solicitation for the purchase or sale of a security. Any decision to
purchase securities mentioned in this research should take into account existing public information, including any
registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as
an officer of the listed corporation covered in this report.

Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered
in this report nor any financial interest of 1% or more of the market capitalization in the listed corporation. In addition, no
executive staff of Phillip Securities serves as an officer of the listed corporation.
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