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Key ratios of the US banking industry

Deposits, Loans and LDR Unit: Billion USD
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» In 2020-2021, Fed applies expansionary monetary policy to injects money into the economy (buying bonds,
financial assets, etc.). Through policy transmission channels, the amount of deposits in banks increased from
USD 13.2k billion in 2019 to ~USD 18k billion in 2021 (up ~36%), while weakening credit demand due to Covid-
19 epidemics and economic recession pushed system-wide LDR to a record low, from 76% (2019) to 60%
(2021).

» With excess capital, banks accelerated disbursement and found alternative investment channels. The push to
invest in fixed-rate assets such as mortgage-backed debt securities in period of rising interest rates with no
reasonable risk management has put many banks in difficult situations and bankruptcies.

Source: Board of Governors of the Federal Reserve System (US)
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Fed rates increased sharply
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SVB: Impressive growth

Total Asset Growth TOI and PBT Growth
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» SVB, 40-year-old bank, achieve impressive growth in Total asset, TOl and PBT comparing
with the sector, specially over the past 5 years

2> ;. SVB had the total asset of about USD 209 billion, ranking 16/4,600 in the US (31 Dec 2022)
> BUT
» Declare bankruptcy in March 2023.
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SVB: Investment structure

Investment Structure
CMBS
13%

US Government Bond

Investment Securities/Total Assets of
SVB reaches 55.4% while the average
of the US banking system is ~30%.

Average remaining duration of US banks
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SVB's business model had high maturity risk

US bank loan-to-deposit ratios
Estimated retail deposit share of total deposits

, 80% 4

= Lower Risk

® IO - WFC CEG_HBAN

o Deposit Base RF PNC

& 60% - g ® 'b'TFC ® KEY

o MTB ® ® eFITB

= 50% 1 @ JPM BAC ZION ___--------__ R

S 40% - ®°UsB sy

w“ ® CMA,~ R

S 30% B ¥

(=]} 1 - = \

£ 20% - ! nghe_r Risk \

g ! Deposit Base !

=g \

o S ecC 3 @ SIVB /

o 0% ; ; . . 7
70% B0D% 90% 100% . 110% 120%

LDR ratio (%)

~<

‘‘‘‘‘‘

This is the highest

risk area with low

proportion of retail

deposits and high
LDR

Mismatch risk was not well managed and hedged: SVB mainly mobilized short-term deposits from
3> institutions (less deposits from individuals) while investing in long-term fixed-income investment assets.

Before the collapse, SVB's asset and funding structure had the highest risk level.

SVB: Deposit structure
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Unrealized losses of AFS and HTM portfolio exceeded Equity as of December 31, 2022
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Financial assets classified as HTM are
recognized according to the amortized cost
method, the profit and loss from mark to
market is not recorded in the income
statement, loss is recorded only when sold
out.
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in comprehensive income), loss is
recorded only when sold out.
On the financial statements at the end of 2022,
the HTM portfolio had a loss of USD 15.2
billion, AFS portfolio had a loss of USD 2.5
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Impact of unrealized securities losses on capital ratios
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»  Equity at the end of 2022: 16.3 ty USD

» As of December 31, 2022: If calculating the entire unrealized loss of the HTM
portfolio (USD -15.2 billion), SVB's CET 1 capital adequacy ratio was close to
0%. If calculating the loss of AFS => CET 1 was negative.

» On March 8, 2023, SVB sold USD 21 billion in AFS portfolio and recorded a loss
of USD 1.8 billion. SVB tried to raise capital from shareholders and took assets
under the HTM portfolio as collateral for loans but failed and so they were
forced to stop operating. And even if SVB succeeded in raising capital
(borrowing,...), it would only be a temporary solution to prolong the bankruptcy
time, not be able to prevent the loss of interest rate gap (Borrowing interest rate
~4.5% while the return on HTM portfolio is at 1.8%).

How SVB is different than Lehman Brothers

_ Sillicon Valley Bank Leman Brothers

According to the financial statement at the end of 2022

Scale -

Ranking

Reasons

Fed's actions

>»> Remark:

Assets: USD 212 billion (0.92% of the system)
Equity: USD 16 billion (0.75% of the system)
Deposits: USD 196 billion (0.94% of the system)

1 6(h

ALM structure: SVB bet against the interest rate trend (Over investment in

fixed rate assets in rising interest rate trend)
Failing to manage concentration risk, interest rate risk, liquidity risk

Using short-term deposits to invest in long-term assets (CMBS, RMBS, ...)

Customers are concentrated in one industry group (startup, technology

companies)

Depositors at SVB with deposit insurance could withdraw money from

March 13.

Implementing a liquidity support program for banks with a scale of USD 25

billion USD per bank.

According to financial statements for the year 2008
- Assets: USD 639 billion (5.8% of the system)

- Equity: USD 26 billion (2.3% of the system)

- Deposits: USD 613 billion (6.2% of the system)

4th-largest investment bank

Investment bank with a high-risk leveraged business
model that invested with largely proportion in
securities backed by subprime mortgage loans.

Fed did not support Lehman Brothers

» 2008: Securitization of subprime loans due to banks taking too much risk
» 2023: Investing in fixed-rate products in a rising interest rate trend and investing in volatile financial assets.

Trend and Trust
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Vietnam context

Amount of corporate bonds in the economy
(trillion VND)
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Challenges but positive
development:

» Rate cut
reduction.
» Policy (Decree No. 8 by

Gov and Circular No. 2
by SBV)
» New funding?

and rate
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Lessons from SVB

> ALM Structure

» DON'T BET AGAINST THE TREND

» Managing interest rate risk, liquidity risk, concentration risk

» Applying advanced practices in governance and risk management

» Managing TRUST

6/25/2023
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Conclusion and Recommendations

@ Central Bank:

v Improve regulations, policies and strengthen the management of interest rate risk and liquidity
risk of the whole system:

v Suplement additional important indicators to bank supervision and stress testing models such as
NSFR (Net Stable Funding Ratio), AOCI (Accumulated Other Comprehensive Income).

v" Incorporate unrealized gain/loss when calculating the CAR of the whole system and each bank
to enhance the capital capacity and risk management of the banking system.

@ Commercial Banks:
v Sharpen market forcasting, strenthening ALM
v' Actively implement stress testing scenarios.

v/ Mark to the market and incorporate potential loss into CAR caculation to improve governance
and proactively taking measures to improve capital capacity.

v Applying advanced management practices (Basel lll, IFRS, etc)
® AI:

v' ALM: country level, sectoral level, corporation level, indidual level,
v Trust management, reputation management

v' Following the right trend will make profits, building TRUST will ensure long lasting
competitiveness.
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Thank you very much
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