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Dividend policy assessment framework

Coment cash flow ~ Evcess Retum Jensen Alpha Terl  Conclusion

FCFE > Diidends | ROE<COE | Stock retum < CO | Ter 1> 8% | Highest

FCFE > Diidends | ROE »=COE | Stock etum = COE | Ter 1= &% | Consider paying more dvidends
FCFE> Diidends | ROE>COE | Stockretum > COE | ier 1= 8% | Allow cash accumuleton
FCFE< Diidends | ROE<COE | Stockretum < COE | Tier 1= 8% | Reduce dividends over fime
FCFE < Diidends | ROE >=COF | Stockretum = CO | TierT= 8% | Cut cividends now
FCFE < Diidends | RO > COE | Stock retum > COE | Tier 1< 8% | top paying ciidends

Source: Yuanta Vietnam
(Please see page 2 for more details)
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What’s new?

15 April 2024

Presenting our evaluation of dividend
policies among the Vietnam banks.

ropriate at most
r our coverage -
, and VPB) given
capital positions.

Investors love dividends but should
determine whether cash payouts are
too high, too low, or just right.

Our framework comprises four
financial criteria: FCFE, excess return,
Jensen’s alpha, and Tier 1 capital
ratios.

iS an exception
o restructuring.

should not pay
r view, as capital
ecially at BID.

Dividend assessment: High, low, or appropriate?

Presenting our evaluation of the banks’ cash dividend policies. Our
framework assesses the total cash that the banks return to their
shareholders through dividends and share buybacks and determines the
appropriateness of these capital distribution policies.

Our analysis begins by calculating free cash flow to equity (FCFE), which
determines how much cash is available for distribution to shareholders.
We compare this figure to the actual cash dividend payouts and share
buybacks of each respective bank.

We combine this with three other criteria —— excess return, Jensen’s alpha,
and capital levels -- to determine whether each bank’s cash dividend and
share buyback policies are too high, too low, or appropriate.

The framework also suggests an appropriate future dividend policy.
Comparing forecast FCFE and potential management decisions about cash
dividend payouts results in two extreme cases: A bank should —-

1) Return cash to shareholders immediately if the following conditions
emerge: FCFE > Dividends; ROE is less than COE; stock return is less than
COE; and Tier 1 is greater than 8%.

2) Stop returning cash to shareholders if the following conditions occur:
FCFE < Dividends; ROE > COE; Stock return > COE; and Tier 1 < 8%.

Our Conclusions:

Cash dividend policies are appropriate at most of the JSC banks under our
coverage (i.e. ACB, HDB, MBB, and VPB), given their strong FCFE, high
excess returns, significant Jensen alpha, and robust capital levels.

STB is an exception. The restructuring precludes the bank from paying
dividends, but we believe that STB should not pay cash dividends even
after the restructuring is complete given its Tier 1 ratio of less than 8%.

State—owned banks should not return cash given their relatively low
capital levels, particularly at BID. However, BID & VCB both plan to raise
capital, which should improve their balance sheets. We estimate Tier 1

ratio to increase to 8% for BID (see p.48) and 13% for VCB (see p.27).

ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ARE
LOCATED IN APPENDIX A.

Yuanta does and seeks to do business with companies covered in its
research reports. As a result, investors should be aware that the firm
may have a conflict of interest that could affect the objectivity of this
report. Investors should consider this report as only a single factor in
making their investment decision.
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Below is our framework for dividend policies assessment of banks

Conclusion:
Current cash flow Excess Return Jensen Alpha Tier 1
Pressure to return cash

FCFE > Dividends ROE < COE Stock return < COE Tier 1 > 8% | Highest
FCFE > Dividends ROE >= COE Stock return >= COE | Tier 1 = 8% | Consider paying more dividends
FCFE > Dividends ROE > COE Stock return > COE Tier 1 = 8% | Allow cash accumulation
FCFE < Dividends ROE < COE Stock return < COE Tier 1 = 8% | Reduce dividends over time
FCFE < Dividends ROE >= COE Stock return >= COE | Tier 1 = 8% | Cut dividends now
FCFE < Dividends ROE > COE Stock return > COE Tier 1 < 8% | Stop paying dividends

Notes:

e Free Cash Flow to Equity (FCFE) is the difference between net income and
the change in regulatory capital during the measured period.

e Please note that for banks that have Tier 1 capital of below 8% (i.e. BID and
STB), we input 8% when computing change in regulatory capital and FCFE.

e (Cash paid includes cash dividends and share buybacks.

o We use our 2024F forecasts for all the banks mentioned in this report
except TCB (Not Rated), for which we use the Bloomberg consensus forecast
and payout based on the bank’s announced cash dividend plans.

o We calculate cost of equity (COE) using the CAPM, using the risk-free rate
and market return (VNINDEX) of 2023.

e  Fxcess return: ROE - COE

e _Jensen’s alpha is the difference between the stock return and cost of equity.

We apply the above framework to banks as follows (please see the next page):



ﬂ FCFE vs. cash paid (VND bn) ROE, COE, and Jensen Alpha m

ACB

BID

HDB

MBB

STB

2023 2024E

Performance Ratios 2023

Year

1. Accounting Measure
FCFE 8,258 9,800 ROE 24.4%
Dividend paid 3377 3,884 Required rate of return 12.6%

ROE - Cost of Equity 11.9%
Share buyback = = 2. Stock Performance Measure

0,

Total cash paid 3,377 3,884 Returns on stock 30.6%

Required rate of return 12.6%
FCFE - Cash paid 4,881 5,916 Jensen's alpha 18.0%

2023 ‘ 2024E

Performance Ratios PLVPE]

Year
1. Accounting Measure
FCFE (22,036) (2,517) ROE 17.2%
Dividend paid ~ _ Required rate of return 11.8%
ROE - Cost of Equity 5.4%
Share buyback = = 2. Stock Performance Measure
Total cash pald _ _ Returns on stock 26.7%
Required rate of return 11.8%
FCFE - Cash paid | (22,036) (2,517) Jensen's alpha 14.9%

2023 2024E

Performance Ratios 2023

Year -

1. Accounting Measure
FCFE 6,429 3,836 ROE 24.7%
Dividend paid 2515 2,893 Required rate of re.turn 13.3%

ROE - Cost of Equity 11.4%
Share buyback - - 2. Stock Performance Measure

0

Total cash paid 2,515 | 2,893 Returns on stock 46.3%

Required rate of return 13.3%
FCFE - Cash paid 3,914 943 Jensen's alpha 33.0%

2023 ‘ 2024E

Performance Ratios 2023

Year
1. Accounting Measure
FCFE 3,552 6,459 ROE 23.1%
v BT 2,267 2,607 Required rate of return 12.9%
ROE - Cost of Equity 10.2%
Share buyback - - 2. Stock Performance Measure
Total cash pald 2,267 2,607 Returns on stock 25.4%
Required rate of return 12.9%
FCFE - Cash paid 1,285 3,852 Jensen's alpha 12.5%

2023 ‘ 2024E

Performance Ratios 2023

Year
1. Accounting Measure
FCFE (1,063) 575 ROE 16.1%
i 0
Dividend paid ~ _ Required rate of return 13.3%
ROE - Cost of Equity 2.8%
Share buyback = = 2. Stock Performance Measure
Total cash paid _ _ Returns on stock 24.2%
Required rate of return 13.3%
FCFE - Cash paid (1,063) 575 Jensen's alpha 10.9%

According to our dividend

assessment framework:

o FCFE > Dividends

« ROE > COE

e Stock return > COE

o Tier 1 (12.9%) > 8.0%

ACB’s FCFE was higher than its
dividend payment in 2023. It
generated excess return of about
12% and delivered significant alpha
for its shareholders of 18%.

Thus, ACB should retain its current
cash dividend policy. It would also
be acceptable to reduce cash
payouts given its high excess return
and Jensen’s alpha.

e FCFE< 0

e ROE > COE

e Stock return > COE
o Tier 1 (6.4%) < 8.0%

BID didn’t pay any cash dividend in
2023. It generated excess return of
about 5% (lower than ACB’s 12%)
and delivered high alpha for its
shareholders of 15%.

Most importantly, BID’s Tier 1
(6.4%) is less than 8.0%.

Thus, BID should continue to retain
earnings and should not pay cash
dividends.

o FCFE > Dividends
¢ ROE > COE

e Stock return > COE
e Tier 1 (10%) > 8%

HDB’s FCFE was higher than its
dividend payment in 2023. It
generated excess return of about
11% and delivered substantial alpha
for its shareholders of 33%.

Thus, HDB should stick with its
current cash dividend policy. It
could also consider reducing cash
payment to strengthen its Tier 1
capital given its high excess return
and alpha.

e FCFE > Dividends
 ROE > COE

o Stock return > COE
o Tier 1 (9.7%) > 8.0%

MBB’s FCFE was slightly higher than
its dividend payment in 2023. It
generated excess return of about
10% and delivered alpha of 13%.

Thus, MBB should maintain its
current cash dividend policy.
However, it could also consider
reducing its cash payment to
strengthen its Tier 1 given its high
ROE and positive alpha. MBB’s Tier
1 ratio of 9.7% is far below that of
ACB, at 12.9%.

e FCFE< O

e ROE > COE

e Stock return > COE
e Tier 1 (7.8%) < 8.0%

Even if FCFE were positive, the SBV
would not allow STB to pay dividend
as it is still under the restructuring
plan. We expect STB to complete
restructuring by end-2024 and the
bank will be able to pay dividend.

We estimate that STB will generate
positive FCFE in 2024E. However,
we don’t think that STB should pay
any cash dividend given its low Tier
1 ratio of only 7.8%.



M FCFE vs. cash paid (VND bn) ROE, COE, and Jensen Alpha m

VCB

VPB

TCB

Year 2023 ‘ 2024E

1. Accounting Measure

Performance Ratios 2023

2023 2024E

FCFE 20,765 13,389 ROE 23.1%

Dividend paid ~ _ Required rate of return 12.9%
ROE - Cost of Equity 10.2%

Share buyback = = 2. Stock Performance Measure

Total cash paid _ _ Returns on stock 25.4%
Required rate of return 12.9%

FCFE - Cash paid 20,765 13,389 Jensen's alpha 12.5%

Performance Ratios PLVPE]

Year
1. Accounting Measure
FCFE 7,342 6,642 ROE 8.7%
i 0,
e i e 7,934 7,934 Required rate of r?turn 12.9%
ROE - Cost of Equity -4.3%
Share buyback = = 2. Stock Performance Measure
Total cash paid 7,934 7,934 Returns on stock 7:3%
Required rate of return 12.9%
FCFE - Cash paid (592) | (1,292) Jensen's alpha -5.7%

Year 2023 ‘ 2024E

1. Accounting Measure

Performance Ratios 2023

FCFE 3,018 6,020 ROE 14.7%

v BT ~ 5,284 Required rate of return 12.9%
ROE - Cost of Equity 1.8%

Share buyback - - 2. Stock Performance Measure

Total cash paid _ 5,284 Returns on stock 21.4%
Required rate of return 12.9%

FCFE - Cash paid 3,019 736 Jensen's alpha 8.4%

« High FCFE

¢ ROE > COE

e Stock return > COE
o Tier 1 (10%) > 8%

VCB’s FCFE is significantly higher
than almost any other Vietnam
bank’s. VCB did not pay any cash
dividend in 2023, but it plans to do
so in 2024.

We think it is acceptable for VCB to
retain earnings and avoid cash
dividend payouts given its high
excess return of 10% and Jensen’s
alpha of 13%.

VCB’s capital level is relatively low
compared to the JSC banks. Thus,
VCB should not return cash.

e FCFE < Dividends
* ROE < COE

e Stock return < COE
e Tier 1 (17%) > 8%

Though VPB’s FCFE was slightly
lower than its cash dividends in
2023, its ROE was lower than COE.
In 2023, VPB’s stock return was far
below its required rate of return.

VPB’s 17% Tier 1 ratio is by far the
highest in the sector.

Thus, we think VPB should continue
to pay out cash dividends.

e FCFE > 0

e ROE > COE (but slightly)
e Stock return > COE

o Tier 1 (14.8%) > 8.0%

We don’t cover TCB, so we use the
Bloomberg consensus forecasts for
this exercise.

Historically, TCB did not dividends
despite positive FCFE. ROE was just
slightly higher than COE in 2023.
TCB generated positive alpha of
about 8%, but this was far below the
likes of ACB (18%) & HDB (33%).

TCB has the second highest Tier 1
capital ratio in the sector.

Thus, we think TCB should continue
to return cash to shareholders.
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