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Key Rating Drivers

Strong Consumer Finance Franchise: The ratings of AEON Thana Sinsap (Thailand) Public
Company Limited (AEONTS) are driven by its standalone strengths. AEONTS is one of the
largest non-bank consumer finance companies in Thailand, with a strong franchise in
unsecured retail lending. The company has market shares of around 9%-10% in both credit
cards and personal loans, despite competing against commercial banks. Fitch Ratings believes
AEONTS has built up the scale and franchise to be competitive through the cycle.

Challenging Operating Environment: Economic growth prospects are weak, and consumer
sentiment is muted. Household debt in the financial system also remains high at 78.7% of GDP
(as of June 2019), although the rate of growth is slowing. Nevertheless, this leverage suggests
potential significant downside risks should economic conditions sharply deteriorate.

Earnings Robust, Sustainable: AEONTS's earnings capacity has gradually improved in line with
its enhanced scale and efficiency. Key profit metrics such as pretax income/average assets are
strong compared with global benchmarking peers. Fitch believes the sound market position of
AEONTS also positions the company for profitability, even during a normal cyclical downturn.
However, the challenging operating conditions in Thailand and ongoing credit costs may
constrain further upside for AEONTS's profitability ratios.

Asset Quality Risks Continue: AEONTS's loan impairments have risen, though this is in line
with our expectations due to the weaker environment. Fitch expects the company’s buffers
such as loan-loss allowances and equity to remain sound in a base-case scenario of slow
economic growth.

Medium-Term Capital Trends Positive: AEONTS’s key capital ratios have gradually but
consistently improved through internal capital accumulation, which should remain supported
by the company’s robust earnings prospects. The planned implementation of IFRS9 accounting
rules during 2020 may have a negative impact on the company’s capital, but this would likely
be a short-term and one-off effect.

Growth Initiatives Complementary but Challenging: AEONTS has growth plans in hire Applicable Criteria
purchase in Thailand, as well as consumer lending in neighbouring markets (Cambodia, Non-Bank Financial Inetitutions Ratin
Myanmar and Laos). These initiatives may lead to a more diversified business model - Criteria (October 2018) ¢
currently around 90% of revenue is from the credit card and personal loan businesses.
Nevertheless, these growth segments are also very competitive and entail execution risk.

National Scale Ratings Criteria (July 2018)

Diversified Funding Sources: The company’s funding is relatively diverse compared with other
Thai non-bank financial institutions, with strong banking relationships, supported by the
group’s ties with Japanese banks, and consistent access to financial markets.

. e e Analysts
Rating Sensitivities Parson Singha, CFA
Further Improvements in Franchise, Leverage: There could be upside to the ratings if +6621080151
AEONTS is able to successfully expand its franchise and business model, or if it continues to parson.singha@fitchratings.com
improve its key leverage ratios, even after the accounting impact of IFRS9.
Increased Risk Appetite, Weaker Buffers: Rating pressure may arise if AEONTS's risk Patchara Sarayudh
appetite were to increase materially, such as with rapid growth in higher risk countries or +662108 0152
products, or if existing buffers such as loan-loss allowance coverage and capital were to patchara.sarayudh@fitchratings.com

deteriorate for a material and sustained period.
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Significant Changes
Operating Environment Amplifies Risks

Thailand’s economic growth has been weaker than our expectations in 2019, which has limited
earnings prospects and growth opportunities in the financial sector. The Bank of Thailand’s
GDP growth forecast for 2019 has been consistently lowered, from 4.2% as of September
2018 to0 2.8% in September 2019. However, there is some support from employment and wage
indicators, which appear to be relatively stable.

The central bank has implemented several macro-prudential measures over the past few years
in credit, unsecured consumer lending and mortgages. Authorities have also indicated their
concern over the repayment difficulties of lower-income individuals. These measures have
been preventive rather than reactive. Nevertheless, these measures indicate the potential for
downside risks should operating conditions worsen by more than we expect.

Growth in New Segments Gathers Pace

AEONTS has been expanding relatively quickly in overseas operations and domestic hire
purchase to supplement its existing strengths in personal loans and credit cards. This growth is
from a low base, and the immediate impact on the company’s operations has been limited so
far - overseas revenue (which includes credit cards, personal loans, and hire purchase) made
up 5.8% of total revenue in 1HFY19. Nevertheless, over the medium term, these initiatives
may contribute to shifts in AEONTS's franchise, business model and risk appetite.
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Key Financial Developments

AEONTS'’s profitability and capital trends have been sound over the past several years,
reflecting the company’s strong market position. Earnings will remain linked to credit costs,

but Fitch expects through-the-cycle profitability to support gradual capital retention over the
medium term.

Key Earnings Indicators Capital Trends
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Summary Financials and Key Ratios
31Aug19 28Feb 19 28 Feb 18 28 Feb 17 29Feb 16
6 months - interim Year end Year end Year end Year end
(THBm) (THBm) (THBm) (THBm) (THBm)
Reviewed - Audited - Audited - Audited - Audited -
unqualified unqualified unqualified unqualified unqualified
Summary income statement
Net interest & dividend income 8,914.4 16,469.0 14,644.4 13,793.8 13,224.5
Net fees and commissions 399.4 622.6 549.9 478.1 679.6
Other operating income 247.2 460.5 585.8 698.6 695.5
Total operating income 9,561.0 17,552.1 15,780.1 14,970.5 14,599.6
Operating costs 4573.1 8,546.8 7,976.9 7,307.7 7,2935
Pre-impairment operating profit 4,987.9 9,005.3 7,803.2 7,662.8 7,306.1
Loan & other impairment charges 2,495.1 4,565.6 4,082.0 4,617.6 4,221.6
Operating profit 2,492.8 4,439.7 3,721.2 3,045.2 3,084.5
Other non-operating items (net) -2.0 -5.5 -6.8 -32.4 0.2
Tax 496.1 867.6 720.0 594.7 625.2
Net income 1,994.7 3,566.6 2,994.4 2,418.1 2,459.5
Other comprehensive income -64.9 -40.3 -54.9 -36.3 -7.5
Fitch comprehensive income 1,929.8 3,526.3 2,939.5 2,381.8 2,452.0
Summary balance sheet
Assets
Gross loans 87,016.6 82,331.7 75,652.0 65,982.1 62,982.5
- Ow impaired 2,721.1 2,282.8 1,778.9 1,792.5 2,105.7
Loan loss allowances 3,393.9 2,879.1 2,414.2 2,259.4 2,412.0
Net loans 83,622.7 79,452.6 73,237.8 63,722.7 60,570.5
Interbank n.a. n.a. n.a. n.a. n.a.
Derivatives 184.7 154.8 303.7 1,840.1 3,161.0
Other securities & earning assets 94.7 100.3 52.6 58.2 1,467.3
Total earning assets 83,902.1 79,707.7 73,594.1 65,621.0 65,198.8
Cash and due from banks 4,678.7 4,068.1 4,089.8 3,649.1 3,808.6
Other assets 3,660.0 3,345.7 3,087.5 3,368.2 3,443.8
Total assets 92,240.8 87,121.5 80,771.4 72,638.3 72,451.2
Liabilities
Customer deposits n.a. n.a. n.a. n.a. n.a.
Interbank and other short-term funding 11,907.9 7,100.2 18,305.8 16,365.6 19,759.9
Other long-term funding 55,248.9 56,642.5 41,110.0 39,344.5 37,362.4
Trading liabilities and derivatives 2,106.3 1,984.7 2,772.6 789.9 549.3
Total funding 69,263.1 65,727.4 62,188.4 56,500.0 57,671.6
Other liabilities 3,271.0 3,005.7 2,761.2 2,365.4 2,522.9
Preference shares and hybrid capital n.a. n.a. n.a. n.a. n.a.
Total equity 19,706.7 18,388.4 15,821.8 13,772.9 12,256.7
Total liabilities and equity 92,240.8 87,121.5 80,7714 72,638.3 72,451.2

Ratios (annualised as appropriate)
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Summary Financials and Key Ratios (Cont.)
31Aug19 28Feb 19 28 Feb 18 28 Feb 17 29Feb 16
Operating profit/risk-weighted assets n.a. n.a. n.a. n.a. n.a.
Net interest income/average earning assets 21.6 214 211 20.8 21.3
Non-interest expense/gross revenue 47.8 48.7 50.6 48.8 50.0
Net income/average equity 20.7 20.7 20.4 18.7 21.8
Operating profit/average total assets 5.5 5.3 4.9 4.2 45
Asset quality
Impaired loans ratio 3.1 2.8 24 2.7 3.3
Growth in gross loans 5.7 8.8 14.7 4.8 7.2
Loan loss allowances/impaired loans 124.7 126.1 135.7 126.1 114.6
Loan impairment charges/average gross loans 5.8 5.7 5.8 7.1 6.9
Net charge-offs/average gross loans 5.8 6.1 6.4 8.1 7.8
Capitalisation
Fitch Core Capital (FCC) ratio n.a. n.a. n.a. n.a. n.a.
Tangible common equity ratio 20.2 20.1 18.6 17.8 15.6
Common equity Tier 1 ratio n.a. n.a. n.a. n.a. n.a.
Basel leverage ratio n.a. n.a. n.a. n.a. n.a.
Net impaired loans/FCC -3.7 -3.5 -4.3 -3.7 -2.8
Equity/total assets 214 211 19.6 19.0 16.9
Funding & liquidity
Loans/customer deposits n.a. n.a. n.a. n.a. n.a.
Liquidity coverage ratio n.a. n.a. n.a. n.a. n.a.
Customer deposits/funding n.a. n.a. n.a. n.a. n.a.
Net stable funding ratio n.a. n.a. n.a. n.a. n.a.
Source: Fitch Ratings
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The ratings above were solicited and assigned or maintained at the request of the rated
entity/issuer or a related third party. Any exceptions follow below.

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND
DISCLAIMERS BY FOLLOWING THIS LINK: HTTPS://FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING
DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT
WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL
TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND
OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE. FITCH
MAY HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS
SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY
SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.

Copyright © 2019 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY 10004. Telephone: 1-800-753-
4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is prohibited except by permission. All rights
reserved. In issuing and maintaining its ratings and in making other reports (including forecast information), Fitch relies on factual
information it receives from issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable
investigation of the factual information relied upon by it in accordance with its ratings methodology, and obtains reasonable verification of
that information from independent sources, to the extent such sources are available for a given security or in a given jurisdiction. The manner
of Fitch’s factual investigation and the scope of the third-party verification it obtains will vary depending on the nature of the rated security
and its issuer, the requirements and practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is located, the
availability and nature of relevant public information, access to the management of the issuer and its advisers, the availability of pre-existing
third-party verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal
opinions and other reports provided by third parties, the availability of independent and competent third-party verification sources with
respect to the particular security or in the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch’s ratings and
reports should understand that neither an enhanced factual investigation nor any third-party verification can ensure that all of the
information Fitch relies on in connection with a rating or a report will be accurate and complete. Ultimately, the issuer and its advisers are
responsible for the accuracy of the information they provide to Fitch and to the market in offering documents and other reports. Inissuing its
ratings and its reports, Fitch must rely on the work of experts, including independent auditors with respect to financial statements and
attorneys with respect to legal and tax matters. Further, ratings and forecasts of financial and other information are inherently forward-
looking and embody assumptions and predictions about future events that by their nature cannot be verified as facts. As a result, despite any
verification of current facts, ratings and forecasts can be affected by future events or conditions that were not anticipated at the time a rating
or forecast was issued or affirmed.

The information in this report is provided “as is” without any representation or warranty of any kind, and Fitch does not represent or warrant
that the report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to the
creditworthiness of a security. This opinion and reports made by Fitch are based on established criteria and methodologies that Fitch is
continuously evaluating and updating. Therefore, ratings and reports are the collective work product of Fitch and no individual, or group of
individuals, is solely responsible for a rating or a report. The rating does not address the risk of loss due to risks other than credit risk, unless
such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have shared authorship.
Individuals identified in a Fitch report were involved in, but are not solely responsible for, the opinions stated therein. The individuals are
named for contact purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled,
verified and presented to investors by the issuer and its agents in connection with the sale of the securities. Ratings may be changed or
withdrawn at any time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a
recommendation to buy, sell, or hold any security. Ratings do not comment on the adequacy of market price, the suitability of any security for
a particular investor, or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from issuers,
insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the
applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or
guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or
the applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch
to use its name as an expert in connection with any registration statement filed under the United States securities laws, the Financial Services
and Markets Act of 2000 of the United Kingdom, or the securities laws of any particular jurisdiction. Due to the relative efficiency of
electronic publishing and distribution, Fitch research may be available to electronic subscribers up to three days earlier than to print
subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial services license (AFS license
no. 337123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings information published by Fitch is not
intended to be used by persons who are retail clients within the meaning of the Corporations Act 2001.
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