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March ended on a strong note after experiencing a short mid-month correction. Local
investors continued to absorb foreign selling and trading activity was still heavy,
suggesting another test of the old index highs. The VN-Index rose +2.0% to 1,191.44 in
March and is just shy of the all-time high of 1,211.34, reached on 9™ April 2018. Our
portfolio, which continues to trade at a massive valuation discount to the market,
improved again significantly and reached another record, with an estimated NAV of
USD 2,589 (+5.5%).

Market Developments

The index tested its old high before retreating on profit taking. A breakout is in reach,
but good things come to those who wait!

[40710] Daily Chart

HG,0 (WM a1 [ ifoe [z <) mme -] Be
AL i v i

(VN-Index, 2000-2021; Source: Viet Capital Securities)

It has now been roughly three years since the index reached its all-time high of
1,211.34, while in comparison, the S&P 500 rose 50% over the same period. At the end
of 2017, Vietnam’s GDP was USD 223.8 bin, compared to USD 269.5 bln in 2020, an
improvement of 20%; company profits are much higher than in 2017 and other
economic indicators improved significantly as well - total exports for example have
risen from USD 213.8 bin to USD 281.5 bin, an improvement of 32%. We even saw
almost the same index level in 2007, when neither the Viethamese stock market nor
the economy were in any way comparable to the present. It is no surprise to see some
profit taking at old highs, but a breakout into uncharted territory seems to be just a
question of time. At current valuations, and with economic and profit dynamics
continuously positive, we see tremendous further potential for the index in general and
our portfolio in particular over the next few years.

We register continued outperformance of small- and mid-cap stocks as can be seen
from the advance/decline ratio in Hanoi where the majority of smaller companies are
listed, which should bring back more confidence to local speculators once a breakout
in the main index occurs. This might happen as soon as foreign selling subsides as it has
continued to hold back the upward trend. Foreigners continued to be net sellers
throughout March on the HSX!
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(foreign trading activity, January-March 2021; Source: Vietstock)

Why is the banking sector in Vietnam attractive?

Currently, only around 30% of Vietnamese adults have bank accounts and hence the government has made modernising the
nation's payments industry a top priority. The government is therefore actively promoting e-commerce, directing banks to
reduce cash transactions as they target at least 70% of Vietnamese over the age of 15 to have a bank account in the near
future. The banking sector has the largest index weighting with 25.8 %, (USD 49.9 bin) on the Ho Chi Minh City Stock Exchange.

Banking sector leads weighting on the Ho Chi Minh Stock Exchange
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(Source: HSX, AFC Research)
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The banking sector in Vietnam also stands out in terms of financial performance compared to other ASEAN markets such as
Indonesia, Malaysia, Philippines, Singapore or Thailand.

Profitability — high ROE

Compared to other countries, the Vietnamese banking sector shows a much higher Return on Equity (ROE) than in other
countries.

Figure 4: ASEAN banks: 2021E P/B vs. ROE
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Source: Bloomberg Finance L.P., J.P. Morgan estimates. Note: Priced as of 19 Feb 2021.

The Vietnamese banking sector generates an ROE of more than 18% compared to just 13% in Indonesia, 10% in Singapore,
9% in Malaysia, 8% in Thailand and 7% in the Philippines. Higher ROE usually also translates into higher valuations, and
therefore we believe Vietnamese banks deserve higher stock prices.

Figure 1: ASEAN banks: Stock price performance
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Source: Bloomberg Finance L.P. Note: Market cap weighted, based on J.P. Morgan coverage banks. Priced as of 19 Feb 2021.

Over the last three months, the Vietnamese banks have reported impressive stock price performance, averaging 30%. This is
compared to 22% in Thailand, 7% in Indonesia, and 6% in the Philippines, Malaysia and Singapore. Foreign investors always
paid close attention to the Vietnamese banking sector and were willing to pay a premium to market price for shares since
most of the listed banks had full foreign ownership, meaning they needed to buy out other foreign investors who would sell
at a premium to the market price.

Strong economic recovery and growth
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Vietnam was one of the few countries which successfully contained the COVID-19 pandemic from the beginning of the
outbreak and was able to post positive GDP growth of +2.9% in 2020. According to many forecasts, GDP growth in Vietnam
is expected to reach around 7% - 8.5% in 2021.

Figure 2: Vietnam real GDP growth (%)
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Source: GSO, J.P. Morgan.

Vietnamese banks play an important role in stimulating the economy. For example, the Viethnamese government requested
banks to cut their interest rates at the beginning of the pandemic. The government also issued various policies to provide
support to COVID-19 affected businesses which helped to substantially reduce the number of bankruptcies. All of these
measures had a positive impact on NPL (non-performing loan) ratios of the various banks, especially when compared to other
countries in the region.

Improving net interest margin

In the last 12 months, the 1-year deposit rate in Vietnam has fallen from around 10% to around 5%. Due to a reduction in
interest rates, financial markets and the real economy have been stimulated. This also had a huge positive impact on banks,
which were able to increase credit growth and at the same time increase their net interest margins. Most Vietnamese banks
define their lending rate as their cost of capital, plus they add on their fixed costs and at least another 2% margin.

Figure 9: Vietnam banks: Net interest margin
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Source: Company data, J.P. Morgan estimates. Note: Based on J.P. Morgan coverage.

Long term outlook

The Vietnamese banking sector has a huge long-term growth potential given that around 70% of the adult population still
does not have a bank account yet. Additionally, only around 4% of the population has credit cards. With 87% of the population
under the age of 54, there is a great opportunity for the development of retail banking activity in Vietnam.
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(Source: World Bank 2017, AFC Research)
The Vietnamese banking sector still lags far behind most ASEAN countries and hence we see huge long-term growth potential.

Many banks in Vietnam have already invested strongly into online mobile banking solutions in order to meet growing demand
for digital banking.

Mobile internet usage

TOTAL NUMBER MOBILE INTERNET USERS SHARE OF ALL INTERNET SHARE OF ALLINTERNET ~ AVERAGE DAILY TIME SPENT
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(Source: Globalwebindex, Hootsuite, AFC Research)

Undervalued

We believe that Vietnamese banks are still undervalued compared to other banks in the region, given that they are generating
much higher returns and stronger growth. According to Bloomberg, the banks in Vietnam are trading at a PER of just 11x,
compared to 12x in Thailand, 15x in Singapore, 15x in Malaysia, 15x in the Philippines and 31x in Indonesia.

In our portfolio, we currently hold 4 banks in our top 10 holdings (“AFC banks”), and all of them are undervalued compared
to the index and the banking sectors of other countries in terms of PER (Price Earnings Ratio).
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Banking PER Valuation Comparison
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Climate Risk

Vietnam is one of the most vulnerable countries from a climate change perspective. Extreme weather events globally are
intensifying and becoming more frequent. Rising sea levels are threatening important economic zones in coastal areas and
potentially displacing millions of Vietnamese people. Vietnam, with around 60,000 deaths related to air pollution, was rated
to have the second worse air pollution in Southeast Asia in 2019, behind Indonesia.

Everybody can still remember the pictures from China’s heavily polluted cities which were widely broadcast during the 2008
summer Olympics in Beijing. Even worse, many of us living in Asia still experience the consequences of the reckless air

pollution on a daily basis, by just stepping out of the door from the — hopefully filtered — air inside of our homes and offices.

Sunny day in Hanoi?

(Source: Tuoi Tre news)

The government, the population, foreign and local companies, as well as foreign and local investors all want the same: high
growth in FDI (foreign direct investments), high growth in production and high growth in profits. That this wish list comes
with one consequence called pollution must be pretty clear to everyone, and as with any other emerging economy, specific
actions to battle the deadly smog in the country are not a priority for decision makers unless they become too obvious to
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ignore. Only recently has the government began taking more proactive measures in an attempt to reduce or at least limit the
growth in pollution before “Chinese levels” become the norm.

Currently, Vietnam is the 19™" biggest polluter globally in terms of CO2 emissions. If not alarming enough, Vietnam shows the

highest growth rate since 2011 of the top 20 polluters, with even China stabilizing their CO2 output over the past few years,
while developed countries already reduced their emissions.

2019 2018 2017 2016 2015 2014 2013 2012 2011

19 Vietnam | 3052 2574 2184 2186 2045 1767 1611 1546 1551
1 China I 115352 11,1571 10,9112 10,6918 10,671.3 10,6539 10,5325 10,2714 10,037,
2 United States [ 51073 52437 50829 51526 52490 54130 53370 52636 5438¢
3 India [ ] 25974 12,5565 24254 2,321.8 2,293.0 2,2359 2,068.6 2,000.8 1,858
4 Russia [ | 1,7920 1,8058 11,7380 17109 1,730.5 17271 1,7451 1,799.7 1,818.
5 Japan [ | 1,153.7 1,1789 11,1992 12133 11,2279 12735 1,313.5 1,289.3 1,0249¢
6 Germany [ | 702.6 7514 7767 7908 7868 7807 8202 8016 7898
7 lran [ | 7020 6791 6498 6329 6229 6321 6084 5876 5807
8 South Korea | 651.9 6734 6550 6448 6390 6218 6259 6302 6279
9 Indonesia [ | 6257 5792 5320  490.6 4931 4854 4482 4440 4310
10 Saudi Arabia | 6146 6053 6088 6009 6040 5780 5413 5311 4993
11 Canada | 5848 5933 5780 5777 5876 5926 5896 5762 5772
12 South Africa | 4949 4875 4817 4765 4778 4846 4730 4618 4459
13 Mexico | 4850 4930  500.0 4980 4916 4829 4958 5085  489.2
14 Brazil | 4784 4800 4973 4882 5215 5528 5269 5029 4673
15 Australia | 4334 4160 4145 4119 4040 3969 4061 4105 4109
16 Turkey | 4158 4222 4299 3880 3648 3545 3324 3463 3291
17 United Kingdom 1 3649 3735 3804 3922 4156 4326 4716 4870 4628
18 Poland | 3177 3324 3279 3149 3042 3012 3132 3176 3255
20 Kazakhstan | 2774 2821 2617 2597 2517 2596 2733 2569  259.8

(Source: Knoema)

The main reason for this unfortunate “leadership” is Vietnam being one of the fastest growing countries in the world in recent
years. The hunger from the Vietnamese people to climb the wealth-ladder along with being one of the world’s most important
manufacturing hubs has naturally translated into rising CO2 emissions. Despite the huge growth in absolute pollution levels,
the CO2 emissions measured per capita are still far behind the other top 20 polluting countries, which unfortunately leaves
much further room to grow.

Fossil CO2 emissions per capita [tons CO2 per capita]
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(Source: Knoema, AFC research)
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Initiatives from the government like passing a new environmental protection law which will take effect on 1%t January 2022
on legalizing an emission trading scheme, is just one of many steps required. With Vietnam becoming the first developing
country to adopt carbon pricing to fight the increasing pollution in the country, this is expected to strengthen Vietnam’s
commitment to greenhouse gas emission reductions under the Paris Agreement on climate change and should improve
Vietnam’s image internationally.

International pressure

Other than government decisions, there is also growing pressure on international companies to reduce investments in
environmentally unfriendly projects. Just recently, Mitsubishi Corp has decided to pull out of the 2-GigaWatt Vinh Tan 3 coal
power plant in Vietnam where operations were due to start around 2024, as it shifts away from carbon intensive businesses
in the face of climate change. Mitsubishi’s move to exit the estimated USD 2 bln project shows how willing Japanese
companies and financiers are to drop once strong support for coal, under pressure from shareholders and activists. In the
short term, those dropped business activities will be simply picked up by other companies, namely by Chinese and others,
but for the long term a clear trend to more sustainable investments is visible. Japan’s big banks regularly topped lending
league tables for coal mines and power stations. But, in a little over a year they have committed to end their financing for the
dirtiest fossil fuel, albeit over decades.

The snag of high growth

The Institute of Energy has calculated that commercial electricity will reach 491 bin kWh by 2030, and 877 bin kWh by 2045.
By 2030, the total installed capacity of Vietnam's electricity sources is predicted to reach 137.2 GW (comprised of renewable
energy at 29%, coal-fired power at 27%, gas thermal power at 21%, hydroelectricity at 18%, imported energy about at 4%,
pumped hydroelectricity and other energy storage devices at ~1%). Vietnam plans to ramp up solar and wind power
generation capacity to boost the share of renewables in its power mix to 15% - 20% by 2030, and to 25% - 30% by 2045, from
10% at present.

Estimated 2030 electricity production
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(Source: Ministry of industry and trade, AFC research)

In other words, Vietnam has to admit that even with expected very high growth in renewables, conventional fossil fueled
electricity production will increase in tandem to keep up with electricity demand. Nuclear power has therefore been one
option the government has long considered for the very long term, whatever stance one might have into this source of clean
and near carbon-free energy. Another important way to ensure the growing demand is met is by “outsourcing” production
(and pollution!), with the establishment of transmission and distribution grid links with China, Laos and Cambodia in order to



31* March 2021

AFC VIETNAM FUND UPDATE

maximize each country’s energy potential. Those prioritized projects will reduce the environmental impact compared to
domestic production, which in a global context is of course questionable, to say the least.

Further solutions also include the proportion of gas-fired power rising from 15% in 2020 to 21% - 23% by 2030, while
decreasing the coal-fired thermopower proportion gradually from 34% in 2020 to 27% by 2030. The Ministry of Investment
and Trade wants to strongly develop gas-fired power with capacity increasing from 7GW in 2020 to 13.5GW by 2025 and 28-
33GW by 2030.

Overall, the total investment capital for electricity development in the period 2021-2030 is roughly USD 128 blin, of which
around 75% is for power sources and 25% for grid expansion.

Renewables

By the end of 2020, the total operable solar power capacity (including floating solar energy systems) was about 17 GW,
concentrated in the southern provinces and the central highlands. Transmission grids are inadequate, especially in Ninh
Thuan and Binh Thuan provinces, to accommodate the increasing number of solar power projects with faster than ever
construction times as a result of advanced technology. Consequently, most projects that have come into operation in such
localities are being subjected to a daily decrease in generating capacity to avoid overloading the regional grid and are
therefore highly inefficient.

Hydropower production is at similar levels of around 18 GW installed, but much further expansion is harder to accomplish
with the country’s small hydropower potential (less than 30 MW) which is only about 10 GW and poses a significant and long-
lasting threat to the environment as entire ecosystems are flooded. Thus, many proposed hydro projects have been rejected
for this reason.

The total capacity of wind power put into operation by the end of 2020 is only about 600 MW, much less than the total wind
power capacity approved which has reached 12 GW. By 2021, the remaining projects are expected to come into operation
mainly in the southwest and south-central regions. The strongest growth over the coming years will therefore come from
wind power where the capacity would rise from 600 MW in 2020 to the already approved 12 GW by 2025 and 18-19 GW by
2030. Wind power will account for 11% of total installed capacity by 2025 and rise to 13% by 2030.

As for solar power, capacity will increase from 17 GW in 2020-2025 to 19-20 GW by 2030, with solar power representing 17%
of total installed electricity generation capacity by 2025, falling back to 14% by 2030.

Further plans see a strong push for wind and solar development in the in 2031-2045 period, accounting for a total of 42% of
installed generation capacity nationwide by 2045.

Vietnam and Southeast Asia

Many countries are trying to outsource their energy and environmental issues by investing in other, usually low income,
countries, to secure their energy needs. China is the best example by doing this around the region, but also Thailand and
Vietnam are investing in Laotian hydropower projects, receiving cheap and (for their country) carbon-light electricity for
decades (usually around 30 years) and handing over the power plant to the producing country towards the end of the
expected lifespan. Is that an example of how to improve “sustainable development” rankings?
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Sustainable Development
Goals ranking (of 166)

Southeast Asia makes up Current environmental issues
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Sources: UN SDG country reports; UN University; IEA; Our World in Data; Asia Water; NTU
(Source: Bain & Company)

It is expected that Southeast Asian economies could experience up to USD 1 trn in annual economic opportunities by 2030,
if governments, companies and investors see what kind of threats lie in the structure of the growth we have seen in past
decades, and which opportunities will arise from new technologies and a change in peoples mindsets. The latter is
unfortunately the least developed in emerging countries like Vietnam and must be addressed strongly and timely from
governments if a more sustainable environment for future generations in this very populated and growing region should be
achieved.

Economy
Macroeconomic Indicators
2018 2019 2020 Mar-21
GDP 7.08% 7.02% 2.91% 4.48%
Industrial production (YoY) 10.2% 8.9% 3.4% 6.5%
FDI disbursement (USD bln) 19.1 20.4 20.0 4.1
Exports (USD bln) 244.7 264.2 281.5 77.3
Imports (USD bln) 237.5 253.1 262.4 75.3
Trade balance (USD bln) 7.2 11.1 19.1 2.0
Retail sales (YoY) 11.70%| 11.80% 2.60% 5.10%
CPI (YoY) 3.54% 2.79% 3.23% 0.29%
VND 23,175 23,230{ 23,108 23,075
Credit growth (YoY) 13.9% 12.1% 10.5% 1.5%
Foreign reserves (USD bln) 60 73 92 92

(Source: GSO, VCB, State Bank, AFC Research)
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Subscription

The next subscription deadline will be 26%™ April 2021. If you would like any assistance with the subscription process please
be in touch with Andreas Vogelsanger.

Best regards,

AFC Vietnam Fund

Estimated NAV as of 31t March 2021

NAV 2,589*
Since Inception +158.6%*
Inception Date 23/12/2013

Monthly Performances AFC Vietham Fund

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YTD
2013 | USD +2.37% | +2.37%
2014 | USD | +8.75% | +4.50% | +2.18% -4.65% -0.32% | +1.45% | +1.86% | +5.49% | +3.87% | +2.83% | +2.50% | +0.60% | +32.50%
2015 usD +0.44% | +1.76% -0.96% +1.93% -0.48% +0.06% | +0.22% | -4.57% | +1.18% | +6.90% | -1.82% | +0.25% +4.62%

2016 usD -0.10% | +3.30% +1.28% +3.17% +1.40% +4.97% | +3.0% | +0.13% | +0.11% | -1.83% | +0.88% | -1.76% | +15.29%

2017 usD +1.90% | +1.10% +1.94% +1.03% +2.96% +4.52% | +1.94% | -4.38% | +1.09% | -0.75% | +1.47% | +0.01% | +13.33%

2018 usD +0.41% | +0.42% +0.58% -0.93% -3.24% -0.12% | -1.28% | +0.79% +3.02 -2.14% | +0.45% -2.05% -4.17%

2019 usD -1.63% | +2.90% +1.58% +0.82% -3.35% +1.98% | +1.18% | +1.63% | -1.89% | -2.34% | -1.59% +2.31% +0.70%

2020 usD -1.41% -3.93% -18.44% +12.72% +4.28% -0.28% | +0.78% | +8.65% | +6.02% | +0.72% | +6.91% | +12.77% | +27.66%

2021 usD -1.89% | +9.49% +5.5%* +13.3%*

*According to internal calculations

*The Fund has appointed ACOLIN Fund Services AG, succursale Geneve, 6 Cours de Rive, 1204 Geneva, Switzerland, as its Swiss Representative. NPB Neue Privat Bank
AG, Limmatquai 1, 8024 Ziirich, Switzerland is the Swiss Paying Agent. In Switzerland shares shall be distributed exclusively to qualified investors. The fund offering
documents, articles of association and audited financial statements can be obtained free of charge from the Representative. The place of performance with respect to [shares
distributed in or from Switzerland is the registered office of the Representative.

The fund is authorized for distribution to professional investors in Hong Kong, Japan, Singapore and the UK.

By accessing information contained herein, users are deemed to be representing and warranting that they are either a Hong Kong Professional Investor or are observing
the applicable laws and regulations of their relevant jurisdictions.

DISCLAIMER

Investments in equities in Vietnam are subject to market risk, idiosyncratic risk, liquidity risk, and currency exchange rate risk. The fund may use financial derivative instruments
as a part of the investment process. This document does not constitute an offer to sell, or a solicitation of an offer to buy shares in AFC Vietnam Fund. We will not make such
offer or solicitation prior to the delivery of an offering memorandum, the operating agreement or articles of association, a subscription booklet, and other materials relating to the
matters herein. Before making an investment decision, we advise potential investors to read these materials carefully and to consult with their tax, legal, and financial advisors.
The materials have not been reviewed by the regulatory authority of any jurisdiction. Investment is open only to accredited investors as defined by the relevant legal jurisdiction
of residence and/or nationality. We have compiled this information from sources we believe to be reliable, but we cannot guarantee its accuracy. We present our opinions without
warranty. Past performance is no guarantee of future results. © 2021 Asia Frontier Capital Limited. All rights reserved.



