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Short term pain for long term gains

Overshooting credit costs were for balance sheet clean-up.
Provisions to fall and to reach normalized level from 2024.
A clear turnaround of PPOP to support profits.

We see downsides to our projection but still a BUY.

We joined KBANK'’s analyst meeting and below are our key takeaways.

Loans grew only 3% because of active NPL outflows in 2H22. Excluding NPL
management, loans grew 6% y-y in 2022 (3.5% from corporate, 1.5% from
SME and the rest of retail lending).

Net fee income came in below its flat growth target because of weak capital
mkt related fees in line with market conditions.

Insurance business is still slowing down due to higher paid-up of old policies
than new policy books.

Asset quality is still manageable overall. Main reasons driving overshooting
credit costs in 4Q22 were:

1) Larger than expected NPL sales to JV from Bt50bn to Bt72bn due to
more attractive selling prices. The bank also wrote off NPL of Bt7.9bn in
the quarter.

2) Speeding up the clean-up of Covid forbearance loans and legacy SME
NPL.

3) To proactively take care of rising formation of unsecured loans- the
segment where the bank looks to aggressively penetrate into.

The balance sheet clean-up will end this year so credit costs would stay
above normalized level of 1.4-1.6% in 2023 but will be lower than an average
credit costs of 2.11% in 2022 as the bank sees it as at the peak of this cycle.

KBANK's incentives to accelerate balance sheet clean-up are because it has
JVAMC to support the NPL sales at better pricing than selling them outright
at lower costs like that of for the other banks.

Another thing is its intention to clean up the balance sheet as much as they
can to have larger runway to support the bank’s strategy to grow high vyield
segments to boost interest income to offset structural slowdown of fee
income.

That being said we believe net fees and insurance contributions were also
bottomed out last year.

In conclusion, we see downsides to our forecast but expect good earnings
recovery this year backed by NIM expansion, a turnaround of non-NII and
lower provisions. Maintain BUY.

The bank will release guidance for 2023 next Friday and more updated
numbers to be followed.

Key Valuations

Analyst Meeting

Y/E Dec (Bt m) 2022A 2023F 2024F  2025F
Pre Prov. Profit 98,390 98,758 104,770 112,273
Net profit 35,769 48,272 53,880 58,406
Norm net profit 35,769 48,272 53,880 58,406
Norm EPS (Bt) 14.9 20.2 22.5 24.4
Norm EPS gr (%) (6.0) 35.0 11.6 8.4
Norm PE (x) 9.7 7.2 6.4 59
P/BV (x) 0.7 0.6 0.6 0.5
Div. yield (%) 25 28 6.2 6.8
ROE (%) 7.3 9.1 9.4 9.5
ROA (%) 0.9 1.1 1.2 1.2
Source: Thanachart estimates
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