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Securities Sector

Weak sentiment and elevated asset risks to
hurt profitability, while solvency concerns
mitigated by low leverage and stable
liquidity

Financial performance for securities firms deteriorated significantly in 2022 and
Q1/2023, due mainly to macro headwinds and higher interest rates. The surge in
corporate bond defaults poses substantial asset, funding, and liquidity risks to firms
active in underwriting and distributing corporate bonds. Profitability will remain
weak over the next 12-18 months until market conditions and investor confidence
recover. Nonetheless, most firms have sizable loss absorption buffers from recent
capital raises to cope with the downside risks.

Asset risks are on the rise, driven by exposure to corporate bonds, which
account for almost 20% of total assets. Firms with sizeable non-financial bonds
will face significant direct asset risks, as default rates are set to rise amid weakening
cashflows, refinancing difficulties, and liquidity challenges. Some firms will face
additional asset risks as they deal with investor requests to buy back corporate bonds
that they previously distributed, and other corporate debtors with weak cash flows.
Margin loan quality will also likely deteriorate from slowing operating conditions.
Challenging market environment will weigh on firms' brokerage and margin
lending income. The sector’s return on average assets (ROAA) remained weak in
Q1/2023 due to a significant drop in brokerage and margin lending revenue, and
higher funding costs. Rising asset risks and lackluster revenue growth will weigh on
profitability. Foreign-owned firms tend to have a high concentration on these
businesses, and their revenues will be most impacted by weak investor sentiment,
limited demand for margin trading, and increasing pressure to offer zero-fee
brokerage services. Local firms have a higher reliance on investment-related income
and will benefit somewhat when equity market recovers from trough level last year.
Funding and liquidity will remain stable, but firms active in underwriting and
distributing corporate bonds and reliant on short-term customer funds are
more at risk. Overall, firms’ reliance on short-term funding declined from a
combination of recent capital raises and shrinking demand for margin trading
services. A handful of firms with weaker funding profiles are more at risk in the event
of a significant increase in investor-led corporate bond buybacks and sudden
withdrawal of customer funds.

Strong capital levels provide sufficient loss absorption buffer, but less so for
firms with sizeable bond investments. Over the last two years, firms have
strengthened their equity by around 50% and built up sizable buffers to absorb
losses. Leverage ratios are now among the lowest across the APAC region. Firms
belonging to banks are becoming strategically important to banks’ business growth
and hence will likely benefit from support from their parent banks.
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ASSET QUALITY

Asset risks are on the rise, driven by exposure to corporate bonds, which account for almost 20% of total
assets.

Firms' investments in corporate bonds have increased since 2022 (Exhibit 1), following the collapse of the equity values
in the local stock market.

Firms with sizeable non-financial (non-FI) bonds will face significant direct asset risks, as default rates are set to rise
amid weakening cashflows, refinancing difficulties, and liquidity challenges faced by bond issuers'. As more bond issuers
experience liquidity issues, issuers are negotiating with securities firms and other bond investors to extend bond
maturity and avoid defaults. Firms with exposure to troubled issuers will face delay in receiving their investment
proceeds and are likely to realize investment losses if they choose to dispose of their investments in the secondary
market. During the liquidity crunch in Q4/2022, most corporate bonds listed on Hanoi Stock Exchange (HNX) were
traded at a discount, and several real estate bonds were discounted by up to 50% of their par values.

Exhibit 1
Asset structure switched from margin lending to investment book

B Cash and Cash Equivalent ® Margin loans B Equity invesments ® Bond investments M CDs and other securities M Receivables ® Others

100%
80%
60%
40%

20%

0%
2018 2019 2020 2021 2022 Q1/2023

Note: Data includes the 30 largest securities firms by assets, covering around 90% of total sector assets
Source: Company data, Vietnam Investors Service

Firms active in securities underwriting and distribution with sizeable corporate bond investments are most at risk

Firms that are active in non-FI bond advisory (Exhibit 2) tend to underwrite and invest in sizeable non-Fl bonds (Exhibit
3). These firms often maintain a high percentage of bond investments to total equity at or close to the regulatory
maximum of 70%*.

For Fl bond investments, credit and interest rate risks are manageable as most bonds are issued by banks with a duration
of less than 1 year.

1 Refer to Corporate Bond Market Perspective: Real estate-related liquidity issues will drive up corporate bond defaults in
2023, new regulations to provide some relief for VND113 trillion of bonds at risk (06 April 2023)
2 Refer to Circular No. 121/2020/TT-BTC regulating activities of Securities companies.
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Exhibit 2 Exhibit 3
Market share of non-Fl corporate bond advisory in Companies have high exposure to corporate bonds in
2021-2022 by bond issuance volume 2022
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Furthermore, a handful of firms with substantially high receivables from the disposal of financial assets at year-end are
also at risk, as most debtors are unlisted companies with weak cash flows.

In addition to direct asset risks, active bond distributors will face additional asset risks as they deal with retail investor
requests to buy back corporate bonds that they previously distributed®. Retail investors hold around 30% of total
outstanding corporate bonds. Over the last 3 years, these securities firms have expanded their businesses into bond
advisory services, buying bonds in the primary market and then distributing them to retail customers in the secondary
market (Exhibit 4). Elevated default rates in the corporate bond market will motivate retail investors to attempt to seek
recourse from the securities firms that distributed the bonds.

3 Refer to media article on Tan Viet Securities Joint Stock Company's (TVSI) refusal to repurchase corporate bonds from
customers
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Exhibit 4

A growing number of retail investors in the secondary market in 9M2022
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Margin loan quality will likely deteriorate from slowing operating conditions

In Q1/2023, total margin loan balance for the sector has declined by 40% from its peak in 2022 (Exhibit 5) due to
unfavorable equity market conditions and limited use of margin lending by retail investors. We expect market sentiment
to remain weak and margin loan growth to be muted over the next 12 months.

The firms’ reported provisions and credit costs for margin loans have remained low (Exhibit 6). Given the slowing
operating conditions, we view the risks of margin borrowers failing to meet margin requirements will increase in the
event of another sharp decline in equity valuation, which will, in turn, lead to firms experiencing losses on their margin

loans.

Exhibit 5

Margin balance declined from its 2022 peak level
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Exhibit 6

Top firms with high concentration on margin lending in 2022

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

Note: Refer to the Appendix for the full name of securities firms

S5 © )
&*’e&‘é \\ \\e%\

B Margin loans/ Total assets- left axis
A Credit cost/ Average margin loans- right axis

¥ Provisions/ Average margin loans- right axis
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Asset risks from Certificate of deposits (CDs) and Term deposits (TDs) remain low

Asset risk will be low for several firms with substantial holdings of CDs and TDs (Exhibit 7) as most of them are issued
by banks and have short durations of less than 12 months — low credit and interest rate risks. Other firms with sizable
holdings of equity investments will likely benefit as the market recovers from trough levels in 2022.

Exhibit 7
Selected firms with high CDs, TDs, and Equity investments

70% B CDs & TDs/ Total assets ® Equity investments/ Total assets
0

60%
50%
40%
30%
20%

10%

0%

NHSV  VIX ACBS KBSV TVS SSI DNSE CTS VPSS VCBS vcl YSVN  VND SsvV SHS

Note: Refer to the Appendix for the full name of securities firms
Source: Company data, Vietnam Investors Service

PROFITABILITY

Profitability will remain weak over the next 12-18 months until market conditions and investor confidence
recover

Financial performance for securities firms in 2022 and Q1/2023 deteriorated amid concerns about inflation, geopolitical
stability, and tight monetary policy. Return on average asset (ROAA) remained weak at 3.3% in Q1/2023 (Exhibit 8),
driven by a significant drop in brokerage and margin lending activities and higher funding costs. We expect market
conditions will remain challenging over the next 12-18 months and will dampen prospects of a recovery in brokerage
and margin lending income.

Exhibit 8
Vietnam's securities sector experienced a significant drop in profitability since 2022
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Note: Data includes the 30 largest securities firms by assets, covering around 90% of total sector assets
Source: Company data, Vietnam Investors Service
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Over the last 5 years, brokerage, margin lending, and investment revenue were the main revenue sources (Exhibit 9),
with investment income forming the majority (44%), followed by brokerage and margin lending (around 22% each).

Foreign-owned firms tend to have a high revenue concentration in brokerage and margin lending, and their revenues
will be most impacted by weak investor sentiment, limited demand for margin trading, and increasing competitive
pressure to offer zero-fee brokerage services. In contrast, local firms with high concentration on investment-related
income are likely to benefit from a mild recovery. This is primarily because most of their investments are short-duration
(less than one year) fixed-income instruments such as CDs, TDs, or floating-rate corporate bonds, and asset values will
recover when inflation stabilizes and interest rates begin to fall.

Exhibit 9
Total revenue structure over the last 5 years for top 30 firms (2018-2022)
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Note: Refer to the Appendix for the full name of securities firms
Source: Company data, Vietnam Investors Service

Income from brokerage and margin lending will decline from a combination of weak sentiment from retail investors,
limited use of margin lending, and increasing pressure to offer zero-fee brokerage services

The sluggish capital markets and macro headwinds will continue to weigh on sentiment and investment appetite of
retail investors who contribute around 80% of total brokerage and margin lending transaction volume. Ever since
market sentiment deteriorated in Q2/2022, daily equity trading values in both Ho Chi Minh Stock Exchange (HSX) and
HNX (Exhibit 10), and the use of margin lending by retail customers (Exhibit 11) declined significantly.
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Exhibit 10

Daily market liquidity declined 60% year-over-year in the

first 3 months 2023
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Exhibit 11

Margin balance declined 40% from the peak of 2022
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The weak investment sentiment was also evidenced by the significant outflow from client cash balances at the securities
firms (Exhibit 12) and the marked decline in new retail accounts opened with the firms (Exhibit 13). Much of the fund
outflow was also driven by the hikes in policy interest rates and bank deposit rates.

Exhibit 12
Strong outflow of retail investors’ cash balance at
securities firms
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Note: Data includes the 30 largest securities firms by assets,
covering around 90% of total sector assets
Source: Company data, Vietnam Investors Service

Exhibit 13

Significant decrease in growth rate of newly opened

accounts
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Moreover, keen market competition has been driving down brokerage commission rate from 0.19% to 0.14% over the
past five years (Exhibit 14). Not only have the new players been introducing zero-fee trading products to acquire new
customers, some of the big firms have also followed suit (Exhibit 15). We expect competitive pressure and depressed
investment sentiment will continue to weigh on brokerage income.
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Exhibit 14 Exhibit 15
Brokerage fee ratio declined from 0.19% to 0.14% Fierce competition in top 10 brokerage market shares in HSX
from 2018 to 2023Q1 due to new participants and zero-fee trading
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Source: Company data, Vietnam Investors Service

Local firms with high concentration on investment-related income are likely to benefit from a mild recovery

Overall, we expect investment returns to recover gradually over the next 12-18 months. While funding costs will remain
elevated, investment return will recover as equity market stabilizes and recovers from its trough level last year. A handful
of firms with sizeable equity investments will likely benefit. Most of the firms’ investment portfolios are short-duration,
floating-rate fixed-income instruments, which will likely re-price at higher rates than 2022-average levels.

Exhibit 16
Investment income will benefit from the low base of 2022, while strained by higher funding cost
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FUNDING AND LIQUIDITY

Funding and liquidity will remain stable, but firms active in underwriting and distributing corporate bonds and
reliant on short-term retail clients’ funds are more at risk

Funding profiles remain stable with less reliance on short-term debts

The sector's funding mix improved as short-term financing gradually decreased to 41 percent of total funding in
Q1/2023, down from the peak of 47 percent (Exhibit 17) in 2021. The decline was driven by lower funding needs due

to contraction in margin loan balances amid weak market sentiment as well as recent capital raises to support business
growth.

Refinancing risks are manageable as long-term debts accounted for less than 2% of total funding as of end-March 2023.
A handful of securities firms relying on bond issuance may have to scale back their business if they are unable to replace
maturing bonds with new funding. (Exhibit 18). Some firms are reliant on customer funds and may face difficulties
retaining these funds amid weak investment sentiment.

Exhibit 17 Exhibit 18
The sector's funding structure 2018- 2023Q1 Several firms rely heavily on bond issuance and
customers' funding
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Source: Company data, Vietnam Investors Service Source: Company data, Vietnam Investors Service

Higher cash reserve stabilizes liquidity position, but firms with sizeable corporate bond exposure and high reliance on
customers’ funding are more vulnerable given more requests to buyback from retail investors

We employ the liquidity inflows to outflows ratio to assess securities companies' readiness to withstand a liquidity
shock. As of Q1/2023, the sector's inflows to outflows ratio was 1.34x—slightly below year-end 2022’s level but still
well over 1.0x (Exhibit 19), partly because of the increase in investments in TDs, CDs in the first quarter to take
advantage of high interest rates.
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Exhibit 19
Liquidity ratios improve as of 2023Q1 compared to the pandemic level
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Source: Company data, Vietnam Investors Service

Excluding any potential obligations to buyback corporate bonds from retail clients, a handful of firms have weak
liquidity inflows to outflows ratios, sizeable bond investments and high reliance on customers’ funding may be more at
risk when liquidity tightens (Exhibit 20).

Exhibit 20
Firms with weak liquidity inflows/outflows, sizeable bond investment and high reliance on customers’ funding are
vulnerable in liquidity crunch
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Source: Company data, Vietnam Investors Service

CAPITAL

Strong capital levels provide sufficient loss absorption buffer, but risks remain high for firms with sizeable bond
investments

Capital levels rose by around 50% over the last 3 years from capital raises (Exhibit 21) to support business growth,
which now provide firms with a sizeable capital buffer to absorb loss. Leverage declined to the pre-pandemic level of
2.4x (Exhibit 22) and is among the lowest in the APAC region (Exhibit 23).
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We expect new capital raising in 2023 to remain muted because of the sluggish market. Some firms belonging to banks
may tap the market for new capital, as securities services become a strategically important contributor to banks'
business growth.

Exhibit 21 Exhibit 22
Significant amount of capital raised in the last two-years Capital structure becomes more resilient
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Exhibit 23

Leverage level of securities firms in APAC countries in the period 2018-2021
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A handful of firms with higher-than-average leverage (Exhibit 24) and maintaining a financial safety ratio* close to
regulatory minimum of 180% (Exhibit 25) have sizeable bond investments and high reliance on clients’ funding. These
firms may come under pressure when coping with corporate bond buy backs or customer fund withdrawals.

% Refer to Circular No. 91/2020/TT-BTC dated 13 November 2020 issued by the Ministry of Finance on financial safety
ratio, which is calculated by liquid capital over total exposures to risks.
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Exhibit 24 Exhibit 25
Selected firms with higher-than-average leverage as of 31 Financial safety ratio as of 31 December 2022
March 2023
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5 TVSl is under special control by SSC for not publishing an audited financial safety report

Vietnam Investors Service is applying for credit rating agency license and has not implemented any rating activity 12


https://www.ssc.gov.vn/webcenter/portal/ubck/pages_r/l/chitit?dDocName=APPSSCGOVVN1620129456

VIETNAM INVESTORS SERVICE

APPENDIX

The firms included in our analysis are as follows (in order of total assets at end-2022):

Short name Full name
1 SSI SSI Securities Joint Stock Company
2 VND VNDIRECT Securities Joint Stock Company
3 TCBS Techcom Securities Joint Stock Company
4 VPSS VPS Securities Joint Stock Company
5 MAS Mirae Asset Securities (Vietnam) Co., Ltd
6  VPBANKS VPBANK Securities Joint Stock Company
7 HCM Ho Chi Minh City Securities Joint Stock Company
8 vd Vietcap Securities Joint Stock Company
9 SHS Saigon - Hanoi Securities Joint Stock Company
10 MBS MB Securities Joint Stock Company
1 KBSV KB Securities Vietnam Joint Stock Company
12 TVS Thien Viet Securities Joint Stock Company
13 KIS KIS Vietnam Securities Joint Stock Company
14 VIX VIX Securities Joint Stock Company
15 VCBS Joint Stock Commercial Bank for Foreign Trade of Vietnam Securities Co., Ltd
16 ORS Tien Phong Securities Joint Stock Company
17 DNSE DNSE Securities Joint Stock Company
18 ACBS ACB Securities Co., Ltd
19 BSI Bank for Investment and Development of Vietnam Securities Joint Stock Company
20 FTS FPT Securities Joint Stock Company
21 CTS Vietnam Bank for Industry and Trade Securities Joint Stock Company
22 TVSI Tan Viet Securities Joint Stock Company
23 VDS Rong Viet Securities Joint Stock Company
24 SSV Shinhan Vietnam Securities Co., Ltd
25 HDBS HD Securities Joint Stock Company
26 YSVN Yuanta Securities Vietnam Co., Ltd
27 BVS Bao Viet Securities Joint Stock Company
28 PHS Phu Hung Securities Joint Stock Company
29 NHSV NH Vietnam Securities Co., Ltd
30 MBKE Maybank Securities Co., Ltd
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