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PetroVietnam Gas (GAS) [OUTPERFORM +11.5%)] Update Report

Industry: Utilities 2019A 2020F  2021F  2022F 45%
Report Date: February 10, 2020  Rev Growth -0.3%  -2.8% 8.5% 7.5% 30% | g CAS ===t VNIndex
Current Price: VND86,800 EPS growth** 42% -20.4%  24.0% 0.2%
Current Target price: VND91,500 EPS growth*** 1.6% -20.4%  24.0% 0.2% 15% A . e
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Previous Target price: VND109,500 NPM 15.8% 13.0% 14.8% 13.9% 0% A PR (s
Upside to TP: +5.4% EV/EBITDA 10.2x  12.4x 10.2x 10.0x '
Dividend Yield: 6.1% P/Op CF 12.9x  13.5x 12.0x 11.2x -15%
TSR: +11.5%  PJE 142x  17.8x  144x  14.4x Feb-19  Jun-19  Oct19  Feb-20
Market Cap: USD7.2bn GAS *Peers VNI Company Overview
Foreign Room: USD138.3mn P/E (ttm) 14.2x  19.3x 16.3x GAS is the monopoly operator of gas transporting
ADTV30D: uUsD1.1mn P/B (curr) 3.4x 3.3x 2.2x & trading in Vietnam. It provides input feedstock
State Ownership: 96%  NetD/E -56.8%  2.6% NA for 100% of gas thefmalo power plants, 70% of
Outstanding Shares: 1.91 bn ROE 255% 15.1% 13.5% urea production and 100% of industrial parks I

) the country. GAS also has 70% market share in
Fully Diluted Shares: 1.91 bn ROA 19.4% 9.0% 2.2% the LPG wholesale business.
3-Year PEG (2019-2022) NM * includes foreign peers (six-year average for P/E)

** Reported, *** Recurring
Tram Ngo Lower oil prices and no increased profit for under ToP segment
Senior Analyst
tram.ngo@vcsc.com.vn e We cut our target price by 16.4% while revising down 2020-2030F NPAT-MI by 13.6% on
+84 28 3914 3588 ext. 135 average, mainly due to a lower fuel oil (FO) price assumption and no increased profit from the
increased gas prices for the under take-or-pay (ToP) segment. Still, we maintain an

Duong Dinh OUTPERFORM rating as the company’s share price has dropped ~20% since November 2019.

Senior Manager
duong.dinh@vcsc.com.vn
+84 28 3914 3588 ext. 140

o We forecast 2020F NPAT-MI to drop by 20.4% YoY due to FO price and gas volume declines
of 8.7% and 1.4% YoY, respectively, as well as lower profit from the under ToP segment.

e We thus cut our 2020F cash dividend forecast by 18.5% to VND5,300/share (yield 6.1%).

¢ We estimate an EPS CAGR of 7.6% over 2019-2030F, driven by more profit coming from the
transportation segment that will outweigh declining profits from the gas trading segment in the
long term when cheap gas fields run out of reserves. We project profit from the transportation
segment to double and contribute ~70% to GAS’s net profit by 2025F vs ~40% in 2019.

e GAS is trading at our projected 2020 P/E of 17.8x, a 7.6% discount vs its peer P/E average.

e Upside opportunity: changes of reference oil price in gas price formula.

Our lower FO price assumption has a negative impact on GAS. In our recent Energy Thought
Piece, we cut our 2020F Brent oil price base case by 7.7% due to coronavirus weighing on oil prices
in Q1 and potentially slower global growth. These factors, and 2019 average FO price trailing our
expectation by 6%, lead us to revise down our 2020F and 2021-2030F FO price by 8.4% and 2.8%,
respectively. As FO price is the current benchmark for calculating gas output price, the new FO
price results in 14.3% lower 2020F NPAT-MI and ~5% lower 2021-2030F NPAT-MI (see page 3).

Higher possibility of no incremental profit from gas price increase for under ToP segment.
We previously expected more profit from the jump in gas price for the under ToP segment (which
we estimate at ~12% of GAS’s total net profit in 2020F and ~5% p.a. in 2021-2025F) would go to
GAS’s P&L. However, GAS shared there might be new regulations regarding the treatment of this
profit. Moreover, GAS did not book the increased profit for its build-operate-transfer (BOT) power
plants in the Q4 2019 results, signaling a higher posibility of no increased profit for the under ToP
segment. Therefore, we remove these profits from our valuation (see pages 3 & 11).

Long-term potential upside from change of reference oil price in gas price formula. As fuel
oil demand has been lower since late 2019 with new International Maritime Organization (IMO)
regulations becoming effective at the beginning of the year, it is expected that high sulfur fuel oil
prices (HSFO) should decline. As a result, this expected decline leads to a lower gas price
assumption for 2020 (see page 10). GAS is proposing a plan to Government to change the
benchmark for gas prices from FO to another type of oil in order to support profit. If this change is
approved, it might have a positive impact on GAS’s outlook; we will factor this into our forecast

when we have more details.
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2019 recap: Low FO price outweighs strong volume; no

increased profit for under ToP sales to BOT power plants
Figure 1: 2019 recap

2019A % of Explanation

VND bn
2018A* VCSC’s (a) YoY change

Unless sleie) 2019F (b) Vs forecast

Volume
(a) Despite lower volume from the Cuu Long
basin, gas volume was strong thanks to the gas
supply contribution from the Lan Tay — Lan Do

Gas output (million cubic meters) 9,696 9,948 2.6% 100.8%  and Wild Orchid gas fields (Block 06.1).

(b) Slightly higher than expectation thanks to the
gas supply from Block 06.1.

(a & b) LPG trading volume was robust and
higher than our expectation; meanwhile, LPG in-
LPG sales volume (thousand tons) 1,510 1,759 16.5% 106.2% house volume trailed forecast (from both the Ca
Mau and Dinh Co gas processing plants) due to
GAS prioritizing the gas supply for power plants.

Gas price (USD/MMBTU)
Brent oil price (USD/bbl) 71 64 -10.7% 98.0%
(b) Q4 2019 fuel oil (FO) price fell 27.4%YaY,
Fuel oil price (USD/ton) 399 361 -9.4% 93.9% causing 2019 average FO price trail our
forecast.
(a) Prior to March 20, 2019, the under ToP price
was fixed and subject to a 2% increase p.a.
3.08 3.50 13.6% 80.2% Since March 20, 2019, the under ToP price is
46% of medium FO price for the EVNGenco 3
power plant (see page 11).
Whichever is greater between well head input

Output price —
Power plants under take-or-pay (ToP)

Output price —

- 0 0,
Power plants above take-or-pay (ToP) 4.52 4.09 9.4% 93.9% gas price and 46% MFO price.
Output price — Fertilizer producers 4.52 4.09 -9.4% 93.9%
. ) Full market mechanism; approximately in line
—_ - 0, 0,
Output price — Industrial parks 9.82 8.90 9.4% 93.9% with the increase in FO prices.
n } & o (b) Q4 2019 LPG price fell 20.5%YoY, causing
LG e (LIl o =0 Gt R SHE0 2019 average LPG price to trail our forecast.
VND bn
Revenue 75 611 75.348 -0.3% 96.6% (a) Higher gas and LPG sales volume offset

lower FO and LPG prices.

(@) GAS booked a provision expense of
COGS -58,120 -58,357 0.4% 99.8% VND800bn (USD34mn) for the Cuu Long and
PM3 gas pipeline decommissioning.

(a) Lower depreciation expense thanks to the
Cuu Long gas pipeline being fully provisioned,

In'which: Depreciation 2y e DA 95.8% \\ihich outweighed higher depreciation expenses
from the Ca Mau gas processing plant.

Gross profit 17,491 16,991 -2.9% 87.0%

SG&A -3,765 -3,270 -13.2% 89.2%

Operating profit 13,726 13,721 0.0% 86.5%

Financial income 1,477 1,666 12.8% 106.9%

Financial expense -616 -243 -60.6% 85.5%

Profit before tax 14,539 15,141 4.1% 88.3%
(a) Net profit growth was mainly driven by a
profit increase from the ToP segment for
EVNGENCO3’s power plants, which we
estimate at VND1tn (USD43mn). Without this
profit increase, profit should have declined
due to the negative impact of lower FO prices

NPAT-MI, reported 11,454 11,941 4.2% 88.7%  outweighing sales volume growth of 2.6%.
(b) As there was no profit booking for the
under ToP sales to the Phu My 3 and Phu My
2.2 BOT power plants (~VND1tn/USD43mn).
Moreover, 2019 average FO price also was
lower than our expectation.

NPAT-MI, recurring 11,750 11,944 1.7% 88.8%

Source: VCSC. Note: (*) GAS’s 2018 audited NPAT-MI of VND11.4tn (USD491.6mn) is 5.4% lower than the
unaudited number. This difference is due to a further payment of ~VND800bn (USD34.3mn), implying a
VND280bn/USD12.2mn payment p.a. that GAS had to make to PetroVietnam for the period of January 1, 2016
to December 31, 2018, as GAS temporarily used a conversion ratio of 40,000BTU/m3 to the calculate gas cost
from the Cuu Long basin (~10% of GAS'’s total volume) in its unaudited results. In the newly signed contract,
dated March 6, 2019, the conversion ratio is 46,000 BTU/m3.
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New developments regarding the company’s outlook

In this update report, there are two major changes from our previous report, as described below:

- In Eebruary 5, 2020 Energy Thought Piece, we cut our 2020F Brent crude oil price base case by
7.7% due to weakened Q1 demand as a result of the coronavirus outbreak and slower global
growth. These factors, along with 2019 average FO price trailing our expectation, causes us to
revise down 2020F and 2021-2025F fuel oil price assumptions by 8.4% and 2.8%, respectively.
These lower oil prices result in ~14% lower 2020F NPAT-MI and ~5% lower 2021-2030F NPAT-MI.

- Meanwhile, GAS shared there might be new regulations regarding the increased profit from the
under ToP segment. Moreover, GAS did not book the increased profit for its BOT power plants in
the Q4 2019 results, signaling that it is likely that more profit from the jump in gas prices for the
under ToP segment will not go to GAS’s bottom line (see more detals in Figure 3 below and
Appendix 3 on page 11). Excluding these profits from our forecast leads to ~12% 2020F NPAT-MI
and 5% lower 2021-2030F NPAT-MI.

- Finally, from examining 2019 sales volume as well as our communications with industry experts,
we have learned the gas supply from the Cuu Long basin is likely to decline faster than we expected
from 2021. Therefore, we reduce our gas sales volume assumption by ~4% on average in 2021-
2030F, lowering 2021-2030 NPAT-MI by 3%-4% on average.

As aresult, we cut 2020F NPAT-MI by 26.7% and 2021-2025F NPAT-MI by 14.0%, on average.

Figure 2: Long-term forecast changes

Year 2020F 2021F 2022F 2023F 2024F 2025F
Oil price (USD/bbl)

Old Brent oil price (USD/bbl) 65 65 65 65 65 65
New Brent oil price (USD/bbl) * 60 65 65 65 65 65
Change (%) -1.7% 0.0% 0.0% 0.0% 0.0% 0.0%
Old fuel oil price (USD/bbl) 360 360 360 360 360 360
New fuel oil price (USD/bbl) 330 350 350 350 350 350
Change (%) -8.4% -2.8% -2.8% -2.8% -2.8% -2.8%
Output gas price for power plants

above ToP (USD/MMBTU)

Old forecast 4.08 4.08 4.08 4.08 4.08 4.08
New forecast 3.74 3.97 3.97 3.97 3.97 3.97
Change (%) -8.4% -2.8% -2.8% -2.8% -2.8% -2.8%
Gas supply assumption (bcm)

Old forecast 9.7 11.0 11.4 11.4 11.3 13.1
New forecast 9.8 10.6 10.8 10.9 10.9 12.6
Change (%) 0.4% -3.2% -5.2% -4.1% -4.1% -3.9%
NPAT-MI (VND bn)

Old forecast 12,963 13,780 14,008 13,431 14,947 17,611
New forecast 9,508 11,786 11,813 11,391 13,032 15,543
Change (%) -26.7% -14.5% -15.7% -15.2% -12.8% -11.7%
Cash dividend (VND/share)

Old forecast 6,500 5,500 5,500 5,500 5,500 5,500
New forecast 5,300 5,300 5,300 5,300 5,300 5,300
Change (%) -18.5% -3.6% -3.6% -3.6% -3.6% -3.6%

Source: GAS, VCSC (*Brent oil price forecast revision published on February 5, 2020)
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Figure 3: Estimates of profit increase with gas price jump in under ToP segment (which we
now believe will not go to GAS’s P&L and instead go to the Government)

VND bn, unless otherwise stated
Volume under ToP (bcm)

Volume under ToP (MMBTU)

Old under TOP gas price (USD/MMBTU)
New under ToP gas price (USD/MMBTU)
Price difference (USD/MMBTU)
Revenue difference (USDmn)

Revenue difference

PBT

NPAT of under ToP segment

% of GAS’s total NPAT-MI

2020F
3.00
116
3.20
3.74
0.53
62
1,469
1,469
1,175
12.4%

2021F

1.50
58
3.27
3.97
0.70
40
983
983
786
6.7%

2022F

1.50
58
3.33
3.97
0.63
37
909
909
727
6.2%

2023F

1.50
58
3.40
3.97
0.57
33
830
830
664
5.8%

2024F
1.00
39
3.47
3.97
0.50
19
497
497
397
3.0%

2025F

1.00
39
3.54
3.97
0.4
17
436
436
349
2.2%

Source: GAS and VCSC'’s estimates.
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2020 outlook: Lower fuel oil prices and gas sales volume

to lead to lower profits

Figure 4: 2020 forecast — Key assumptions

YoY New vs Old

Growth % Forecast %

Explanation
(a) For YoY growth

Volume

Gas output (million cubic

9,948 9,806 -1.4% 0.8%
meters)

Power plants 7,998 7,724 -3.4% 2.1%
Power plants under ToP 3,041 3,000 -1.3% 0.0%
Power plants above ToP 3,107 2,874 -7.5% 6.0%
Power plants (tariff only) 1,850 1,850 0.0% 0.0%

Fertilizer producers 1,013 1,071 5.7% 3.5%

Industrial parks 937 1,012 8.0% -10.4%

It_oii)sales volume (thousand 1,759 1,670 5.1% 1.6%
LPG in-house 357 405 13.3% -9.6%
LPG trading 1,402 1,265 -9.7% 5.7%

Gas price (USD/MMBTU)

Brent crude oil price (USD/bbl) 64 60 -5.8% -7.7%

Fuel oil price (USD/ton) 361 330 -8.7% -8.4%

Weighted average input price 3.63 3.64 0.3% -0.9%

Output price - power plants a0 B o

under ToP 3.50 3.20 8.4% 21.5%

Output price - power plants Y Y

above ToP 4.09 3.74 8.7% 8.4%

Output price - fertilizer producers 4.09 3.74 -8.7% -8.4%

Output price - industrial parks 8.90 8.12 -8.7% -8.4%

LPG price (USD/ton) 438 486 10.8% -3.7%

b) For New vs Old forecast

(a) Lower gas supply from the Lan Tay-
Lan Do gas field (Block 06.1).

We expect gas supply from Sao Vang
— Dai Nguyet to come online from the
beginning 2021; as a result, there is no
contribution in 2020.

(b) We revise up our forecast thanks to
higher-than-expected sales volume in
2019.

(a) Lower committed volume per contract
term.

(a) Gas supply from the Lan Tay-Lan Do
gas field (Block 06.1) to decline YoY.

(b) There is an upward revision in our
forecast upward revision thanks to higher-
than-expected sales volume in 2019.

(a) DPM’s production volume to recover
following abnormally long maintenance in
2019.

(a) We expect strong volume to IPs.

(a) LPG trading volume to decline off a
high base in 2019.

(a) Higher utilization rate of the Ca Mau
gas processing plant.

(b) In 2019, LPG sales volume trailed our
expectation as GAS prioritized gas supply
for power plants, which prompts us to
revise down our 2020F forecast
accordingly.

(b) We cut our oil price forecast due to a
weakened demand outlook — as stated in
our February 5, 2020 Energy Sector
Thought Piece.

(a) We assume FO prices will fall due to
the new IMO regulations that will weaken
demand for FO with high sulfur content.
(b) We also revise down our FO price
assumption following our downward
revision of Brent oil price.

(a &b) In 2019, gas prices for ToP volume
of EVNGenco 3 (~1.5bcm) were based on
market price while gas prices for BOT
power plants (~1.5bcm) were based on a
fixed price.

As we now expect no increased gas
prices for the total under ToP sales
volume, we assume gas prices will go
back to fixed price from 2020.

Whichever is higher between well head
input gas price and 46% MFO price.

(a & b) Due to a lower FO prices.

Full market mechanism, in line with the
increase in FO prices.

(@) We still expect strong LPG prices
thanks to a robust global LPG growth
outlook (CAGR of ~3% over 2019-2025).
(b) Due to lower-than-expected LPG
prices in Q4 2019.

Source: GAS, VCSC
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Figure 5: 2020 financial forecast

Explanation
D ey 2019A 2020F Yoy  NewvsOld e oy growth
(Unless stated) Growth % Forecast %
b) For New vs Old forecast

(a & b) Lower revenue that is mainly
Revenue 75,348 73,245 -2.8% -7.0% due to lower oil price, resulting in
lower gas and LPG prices.

Natural gas trading segment 42,020 41,792 -0.5% -5.9%
(a) Mainly due to lower FO prices.
1. Power plants under ToP 9,542 8,828 -6.6% ey (D) B DRGNS R EEE D5 S0
under ToP sales volume vs the market

price in our previous forecast.

2. Power plants above (a) Mainly due to lower fuel oil prices.

ToP 17,019 15,769 -6.4% 17.0% (b) Due our upward revision in gas supply
volume.
(a) The gas consumption of the fertilizer
3. Fertilizers 1,564 1,611 4.0% -1.0% segment will recover from 2019’s low
base.
4. Industrial parks 7,875 7,838 0.5% -18.8%
5. Others 6,020 7,746 21.5% -6.9%
LPG segment 19,910 19,784 -0.6% -3.2% (b) Due to a lower LPG price assumption.
. (a) Slightly higher volume along with a 2%
0, - 0,
Gas transportation segment 4,858 4,949 2.9% 1.7% i -
Other segments 8,560 6,720 -21.9% -24.1%
COGS -58,357 -58,418 0.1% -1.6%
. . (a) The Cuu Long gas pipeline was fully
- - - 0, - 0,
In which: Depreciation 2,674 1,851 30.8% 6.0% provisioned beginning in Q4 2019.
Gross profit 16,991 14,828 -12.7% -23.5%
SG&A -3,270 -3,296 0.8% -4.9%
Operating profit 13,721 11,532 -16.0% -27.6%
Financial income 1,666 940 -43.6% -5.7%
Financial expense -243 -312 28.4% -18.9%
Profit before tax 15,141 12,159 -19.7% -26.4%
Reported NPAT-MI 11,941 9,508 -20.4% -26.7%
(a) Due to:
1) Lower profit from the natural gas
trading segment as FO prices and gas
volume declines by 8.7% and 1.4%,
respectively.
2) Lower profit from the under ToP
segment as we now expect no
Recurring NPAT-MI, increased profit for this segment vs an

- 0, - 0,
11,944 9.508 20.4% 26.7% additional profit of VND1tn (USD43mn,

per out estimates) from the under ToP
sales volume for the EVNGenco 3
power plants.

excluding abnormal profit

(b) Mainly due to no increased profit
for the under ToP segment and the
lower oil price assumption.

Source: GAS, VCSC
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Valuation

We use the discounted cash flow method/DCF (70% weight) and P/E method (30% weight) for
valuing GAS. The company secures stable earnings from its natural gas transportation business;
therefore, DCF is the best method in our view to evaluate GAS'’s intrinsic value. On the other hand,
sales to power plants in the under and above take-or-pay segments, as well as the company’s
industrial parks and LPG business, are sensitive to the price of oil. In addition, we take account of
the peer group’s average P/E multiple in setting our target price as it is a simple way to compare
GAS with similar companies in the industry that we do not give forecasts to.

We cut our target price by 16.4% vs our previous report as:

- We trim our DCF valuation by 11.8% as we revise down 2020-2030F NPAT-MI by 13.6% on
average, which is due to our lower fuel oil price assumption and no increased profit from the
increased gas prices for the under take-or-pay (ToP) segment.

- We also cut fair value of the P/E multiple method by 26.7% due to 2020F EPS declining by 26.7%.
Meanwhile, we maintain the target P/E at 17.2x, which is based on the regional peer median P/E
(see more details on pages 7-8).

Figure 6: Target price derivation

Method Fair value (VND/share) Weight (%) Contribution
DCF 94,800 70% 66,360
P/E multiple @ 17.2x 83,682 30% 25,105
Target price (VND) 91,500
Upside (%) 5.4%
Dividend yield (%) 6.1%
TSR (%) 11.5%
TTM P/E at TP (x) 15.1
2020F P/E at TP (x) 18.8

Source: VCSC forecast

Discounted Cash Flow
Figure 7: DCF valuation, VND bn

Cost of capital Prer‘;'grst Revised FCFF (2020F-2030F) VND bn
Beta 1.2 1.2 PV of Free Cash Flows 77,231
Market Risk Premium % 8.7% 8.7% PV of Terminal Val (2% g) 84,706
Risk free rate % 4.5% 4.5% PV of FCF and TV 161,936
Cost of equity % 14.9% 14.9% Cash & ST investments 28,683
Cost of Debt % 5.9% 5.9% Minus Debt -7,892
Debt % 25.0% 25.0% Minus Minority Interest -1,361
Equity % 75.0% 75.0% Equity value (VND bn) 181,367
Corporate Tax Rate % 20.0% 20.0% Shares (millions) 1,914
WACC % 12.4% 12.4% DCF value per share, VND 94,800

Source: VCSC
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Figure 8: Free cash flow forecasts, VND bn

VND bn 2020F 2021F 2022F 2023F 2024F 2025F 2026F 2027F 2028F 2029F  2030F
EBIT 11532 14528 14,620 14,227 16418 19,346 22,019 24231 26,587 29,106 31,809
Plus Depreciation 1,851 2188 2,763 3310 3310 3378 3378 3378 3378 3378 3,378
Minus Tax 2306 -2,906 -2,924 -2,845 -3284 -3.869 -4,404 -4846 -5317 -5821 -6362
Minus Capex 7950 -9,849 -8549 -9487 -8160 -2,298 -2,200 -2200 -2,200 -2,200 -2,200
E";”f‘nf:':éﬁevgggg:‘gase) 713 -419 132 .80 341 1,896 1,168 1,182 1,130 1,084 1,045
Free Cash Flow 3,839 3542 5779 5125 8624 18452 19,961 21,744 23577 25546 27,669
Present Value of FCF 3,839 3152 4576 3612 5408 10297 9912 9,609 9271 8939 8616
Cumulative PV of FCF 3,839 6,991 11567 15179 20,587 30,884 40,796 50,404 59,675 68,615 77,231

USD mn

(Unless stated)

Source: VCSC forecast
Multiple valuation

We have chosen gas transportation and trading companies in India, Indonesia and Malaysia that
have similar sizes and market caps to be the peer group for GAS. GAS has outperformed its peers
in all financial ratios — gearing, return on equity and dividend yield. We assume that Petronas Gas
in Malaysia is the most relevant peer for GAS given its similar scale and margin.

Typically, the share price performance of oil and gas stocks (especially GAS) strongly correlates
with oil price movements in addition to other factors such as interest rates. By observing historical
trends, we see the peer group P/E was stable at ~15x from 2014 to early 2016 when the Brent
crude oil prices fell from USD98/bbl in 2014 to USD45/bbl in 2015 and 2016. Over 2016-2017, when
Brent crude oil prices moved between USD45-USD55/bbl, the peer P/E ranged from 20x to 25x.
The peer P/E decreased to ~20x over 2018 (when the average price of Brent crude oil was
USD72/bbl). Given our oil price assumption of USD60-65/bbl for 2020-2030F, we expect the peer
P/E will be ~20x over the coming years.

We continue to use the target P/E of 17.2x, which is 10% discount to the regional peer P/E
average of 19.3x in 2014-2019.

Figure 9: Regional peers

GAIL India Ltd

Indraprastha Gas

Perusahaan Gas
Tbk

Petronas Gas Bhd
Gas Malaysia Bhd
Average

PetroVietnam Gas

India 7,834 10,854 39.6 936 36.4 4.5 14.9 3.2 8.5 9.2 1.2
India 5,134 825 25.5 120 16.7 -43.9 21.2 0.5 43.4 30.6 8.5
Indonesia 2,701 4,237 -1.4 216 -37.1 66.4 7.3 3.7 12.5 11.1 1.0
Malaysia 7,776 1,321 0.7 427 -10.7 -2.2 13.4 4.4 18.1 17.2 2.4
Malaysia 857 1,676 16.7 44 -3.9 -12.1 18.7 5.0 19.3 19.6 3.6

4,860 3,783 16.2 348.8 0.3 2.6 15.1 3.4 20.4 17.6 3.3
Vietnam 7,172 3,234 -0.3 521 4.2 -56.8 25.5 6.2 14.2 17.8 3.4

Source: VCSC. Note: peer figures are as at February 7, 2020.
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Figure 10: GAS's average P/E vs peer average P/E and oil price

A0 . 120
: GAS's PIE surged as the Government approved a floor price on January  :
35 19,2016 (i.e., the output gas price was linked to oil price, but with a floorit =
- is at least equal to well-head input gas price) : 100
30 T R I o mn .:.I: :-:‘ ----------------------------------- ]
80
25
20 60
40
10
20
e~
: GAS's P/E plunged due to: 1) oil dropping to USD30/bbl; 2) output gas price being linked to an oil
: _price mechanism without a floor .
0 -------------------------------------------------------------------------------------------------------- o 0
’,\b‘ (\’,\63 \\,\‘o 3\03 (\'\b X,\QD :\@ (\’,(\ \\,,(\ ,(\ (\'\% \\,\‘b ’,{b o’,\% \\,,9 ’,\% «(19
GAS (x) - LHS Peer average (x) - LHS Brent oil price (USD/bbl) - RHS

Source: Bloomberg, VCSC

Sensitivity analysis

GAS'’s fair value positively correlates with oil prices as the performance of its gas trading (sales to
industrial parks) and LPG businesses are driven by oil prices. The table below features 1) the
sensitivity of our 2020F earnings projections to various oil price scenarios in 2020 and 2) the
sensitivity of our fair value-based target price to various oil price scenarios for our forecast period
(2020-2030F).

Figure 11: GAS's sensitivity to Brent crude prices

Assumptions for 2020 (*) Low case Base case High case

Brent oil price avg. (USD/bbl) 40 50 60 70 80
Fuel oil price assumption (USD/ton) 216 273 330 386 443
(SL?Q'S?MPI\;;‘;TE’; AToP 2.92 3.09 3.74 4.38 5.02
Selling price for IP (USD/MMBTU) 5.33 6.72 8.12 9.52 10.92
LPG price (USD/ton) 350 418 486 554 621
2020F Financial ratios

NPAT-MI (VND bn) 5,538 7,410 9,508 11,605 13,703
EPS (VND/share) 2,836 3,794 4,868 5,942 7,016
EPS growth (%) -53.6% -37.9% -20.4% -2.8% 14.8%
ROE (%) 12.0% 15.7% 19.7% 23.6% 27.2%
Valuation

2020F PER (x) 30.6 22.9 17.8 14.6 12.4
Fair value (VND/share) 60,500 75,600 91,500 107,300 123,100
Upside (%) -30.3% -12.9% 5.4% 23.6% 41.8%
Dividend yield (%) 6.1% 6.1% 6.1% 6.1% 6.1%
TSR (%) -24.2% -6.8% 11.5% 29.7% 47.9%

Source: VCSC (*) We assume an oil price of USD60/bbl for 2020F and then increase to USD65 in 2021-2030F.
We use oil price +/-USD10/bbl and +/-USD20/bbl from the base case across the forecast period for high case
and low case scenarios, respectively.
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Appendix
1. Gross profit breakdown and gross margin by segments
Figure 13: Gross profit breakdown and gross margin by segment (VND bn)
Year 2014 2015 2016 2017 2018
Oil price (USD/bbl) 98 54 45 55 71
Gross profit breakdown 20,149 13,396 11,555 15,163 17,491
Natural gas trading 12,664 6,685 5,658 7,065 7,760
LPG 2,449 1,527 751 1,860 2,638
Gas transportation 2,508 2,810 2,770 3,399 3,718
Condensate 394 89 (12) 233 663
Others 2,133 2,286 2,387 2,606 2,712
Gross profit margin
Natural gas trading 32% 18% 17% 20% 19%
LPG 12% 10% 6% 11% 12%
Gas transportation 63% 65% 64% 79% 83%
Condensate 48% 27% -3% 35% 38%
Others 23% 32% 31% 36% 33%

Source: GAS, VCSC
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2. Regulation change in shipping sector weighs on fuel oil (FO) demand

International Marine Organization rules have been applied globally since January 1, 2020. These
rules require the shipping industry to consume higher quality fuel that contains a lower sulfur level.
As a result, this change could lead to lower demand for FO and thus weigh on FO prices. Therefore,
while we assume Brent oil price to decline 5.8%YoY to USD60/bbl, we forecast FO prices to drop
by 8.7%YoY in 2020.

Figure 14: Shipping vessel fuel demand by type (million barrels per day)

2015 2016 2017 2018 2019F 2020F 2021F 2022F 2023F 2024F

5

S

w

N

[EY

o

mFuel oil 3.5% max  mFuel oil 3.5% max (scrubber) Blend fuel 0.5% max  mDiesel

Source: OPEC’s World Oil Outlook 2019

Pricing mechanism: GAS’s output gas price is mainly based on FO price, in which the output gas price
for industrial parks is 100% MFO (median fuel oil — the average of high sulfur FO and low sulfur FO);
the output gas price for power plants in the above ToP is 46% MFO; the output gas price for power
plants in the under ToP segment is a fixed number that is subject to a 2% increase p.a.

FO price is highly correlated with Brent crude oil price. We use a regression model (FO price = 5.7x
Brent crude oil price — 11.6) to derive the FO price from our Brent crude oil price assumption. We note
that FO price sometimes diverges from the Brent crude oil price due to its own supply and demand
dynamics.

From 2023, when GAS will import LNG (which is also highly correlated with the Brent crude oil price),
the movement of international gas prices could possibly lead to the same movement in GAS’s output
gas price. We expect the LNG pricing mechanism to be based on the pass-through method. As such,
the low LNG price has no impact on GAS’s earnings.

Figure 15: Relationship between Brent crude oil price, FO price and gas prices (USD/MMBTU)

2014 2015 2019F 2020F 2021F 2022F 2023F 2024F
Brent crude oil price (USD/bbl) 98 54 45 55 71 64 60 65 65 65 65 65
MFO price (USD/ton) 554 285 231 317 399 361 330 350 350 350 350 350
MFO price (USD/MMBTU) (¥) 1364 701 569 7.81 982 890 812 862 862 862 862 862
Sr:‘é‘;‘r‘tT%f SIS 20 (e plet. 284 290 296 302 308 350 320 327 333 340 347 354
Output gas price for power plants 5 a5 447 296 359 452 409 374 397 397 397 397 397
above ToP

g;tlg“ gas pricefanindustial 1282 701 569 781 98 890 812 862 862 862 862 862

Source: GAS & VCSC (*) 1 ton = 40.6MMBTU
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As shown in Figure 16, LPG price is highly correlated with Brent crude oil price for most of the
period depicted. However, LPG price can occasionally diverge from Brent crude oil price
movements due to its own supply and demand dynamics.

Figure 16: Brent oil price, LPG price and FO price - Figure 17: Historical Brent oil prices, Vietham’s

quarterly from 2014 to January 2020

domestic gas prices and LNG prices
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Source: Bloomberg

Source: Bloomberg, VCSC'’s estimates. Note: we assume a
transportation tariff of USD3/MMBTU to derive the fuel oil-
derived gas price

3. Changes in gas price treatment for under ToP segment

Under take-or-pay gas price was officially removed from March 20, 2019. Previously, there
were two gas prices for power plants in Vietnam: under take-or-pay (a much cheaper price that we
estimate at USD3.14/MMBTU in 2019) and above take-or-pay price (linked to market oil price and
equal to 46% of MFO — the median of high sulfur and low sulfur FO prices — which we estimate at
USD4.09/MMBTU). On March 20, 2019, the Ministry of Industry & Trade (MolT) removed the under
take-or-pay price (fixed price; 2% increase p.a.) and established one price (46% of MFO) for all
power plants to prepare for the incoming of imported liquefied natural gas from 2023.

Uncertainty of gas price treatment for the under ToP segment. Originally, GAS guided for the
difference between under and above ToP price to flow directly into the Government’s budget from
March 1, 2019. In particular, the total volume of the under ToP segment is 3.55 billion cubic meters
(bcm), in which the under ToP volume for the Phu My power plant complex of No. 3 Power
Generation Company (GENCO3) is 1.85bcm and the under ToP volume for the Phu My 3 and Phu
My 2.2 build-operate-transfer (BOT) power plants is 1.7bcm.

However, in 2019, GAS already signed an appendix with GENCO3 and has booked a net profit of
~VND1tn (USD43mn) in 2019, per our estimate. GAS previously expected to sign an appendix with
the Phu My 3 and Phu My 2.2 BOT plants and book another VND1tn (USD43mn) retrospective profit
in Q4 2019. Thus, GAS expected the increased profit from the under ToP segment will come to its
P&L as the gas sales and purchase contract was signed between GAS and power plants.

However, GAS did not book the increased profit for the BOT power plants in Q4 2019 results,
signaling that it is likely that the profit from the jump in gas price for the under ToP segment will not
go to GAS’s bottom line. Therefore, we remove these profit out of our valuation.
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4. Long-term project summary

Figure 18: GAS’s capex outlook

Operation Economic

Government’s (VCSC’s interest

Sl Capacity

(USD mn) schedule

estimates

Projects incorporated into our forecast

Ca Mau gas processing p

Nam Con Son 2 gas pipel
Thi Vai LNG terminal

GPP Dinh Co 2

Block B - O Mon gas pipe

207,500 tons of LPG and

Projects not currently incorporated into our forecast

LNG Son My, Binh Thuan
Poly Propylene

Blue Whale
Total

lant (GPP) 500 11000 tons of condensate  2014-2018 Q1-2018  100%
ine phase 2 300 7 bcm p.a. 2017-2021 2021 100%
286 1-3 MMTPA 2015-2022 2023 100%

300,000 tons of LPG 8
S, 150,000 tons of condensate 0l 202 L Az 10

line (*) 570 7 bcm p.a. 2017-2021 2025 51%
1,350 3-5 MMTPA 2020-2023 2023 100%

700 400,000 TPA N/A N/A N/A

N/A N/A N/A N/A N/A

4,217

Source: GAS, VCSC. (*) Block B'’s total investment in pipeline capacity is estimated at USD1.12bn, in which
GAS will hold a 51% interest (capital contribution of USD570mn)

Figure 19: Revenue and profit contribution of Nam Con Son 2 pipeline with phase 2 coming
into operation from 2021

Year 2021F 2022F 2023F 2024F 2025F
Revenue (VND bn) 4,706 6,570 8,512 8,947 8,951
% of GAS'’s revenue 5.9% 7.7% 9.0% 8.5% 7.3%
Net profit (VND bn) 2,217 3,858 5,567 5,990 5,374
% of GAS'’s net profit 18.8% 32.7% 48.9% 46.0% 34.6%

Source: VCSC estimates

Figure 20: Revenue and profit contribution from Thi Vai LNG terminal

Year 2023F 2024F 2025F

Revenue (VND bn) 1,336 2,316 3,855
% of GAS’s revenue 1.4% 2.2% 3.2%
Net profit (VND bn) 400 969 2,473
% of GAS’s net profit 3.5% 7.4% 15.9%

Source: VCSC estimates
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P&L (VND bn)
Revenue
COGS
Gross Profit
Sales & Marketing exp
General & Admin exp
Operating Profit
Financial income
Financial expenses
- o/w interest expense
Associates
Net other income/(loss)
Profit before Tax
Income Tax
NPAT before MI
Minority Interest
NPAT less MI, reported
NPAT less MI, adjusted

EBITDA

EPS reported, VND
EPS adjusted®, VND
EPS fully diluted, VND
DPS, VND

DPS/EPS (%)

R

Financial Statements

(1) Excluding one-off profit

RATIOS

Growth

Revenue growth

Op profit (EBIT) growth
EPS growth, reported
EPS growth, adjusted

Profitability

Gross Profit Margin

Op Profit, (EBIT) Margin
EBITDA Margin
NPAT-MI Margin, adj,
ROE

ROA

Efficiency

Days Inventory On Hand
Days Accts, Receivable
Days Accts, Payable
Cash Conversion Days

Liquidity

Current Ratio x
Quick Ratio x

Cash Ratio x

Debt / Assets

Debt / Capital

Net Debt / Equity
Interest Coverage x

2019  2020F  2021F  2022F
75348 73245 79,461 85,390
58,357  -58,418  -61,357  -67,098
16,991 14,828 18,104 18,292
-875  -1,099  -1,192  -1,281
2,394 2,197  -2384 2391
13721 11532 14,528 14,620
1,666 940 946 823
-243 -312 -464 -396
-198 -275 -343 -284
-1 -1 -1 -1

©) - - -
15141 12,159 15010 15,047
2,083  -2,432  -3,002  -3,009
12,159 9,728 12,008 12,037
-218 -220 -222 -224
11,941 9,508 11,786 11,813
11,944 9,508 11,786 11,813
16,395 13383 16,717 17,384
6,114 4,868 6,035 6,048
6,116 4,868 6,035 6,048
6,116 4,868 6,035 6,048
5,300 5,300 5,300 5,300
86.7%  108.9%  87.8%  87.6%
2019  2020F  2021F  2022F
-0.3% -2.8% 8.5% 7.5%
00%  -160%  26.0% 0.6%
42%  -204%  24.0% 0.2%
16%  -20.4%  24.0% 0.2%
225%  202% @ 22.8%  21.4%
182%  157%  18.3%  17.1%
21.8%  18.3%  21.0%  20.4%
159%  13.0%  14.8%  13.8%
255%  19.7% = 242%  23.4%
19.1%  147%  17.3%  16.8%
10.0 10.0 105 116
22.6 22.7 22.6 22.6
121 145 15.9 175
205 18.2 17.2 16.8
4.2 4.0 3.2 2.6
4.1 3.8 3.0 2.4
0.4 1.0 0.5 0.1
45%  11.7%  10.5% 9.0%
53%  13.8%  124%  10.9%
-54.8%  -434%  -29.4%  -20.6%
69.2 41.9 42.4 51.5

B/S (VND bn)

Cash & equivalents
ST investment
Accounts receivables
Inventories

Other current assets
Total Current assets
Fixed assets, gross

- Depreciation

Fix assets, net

LT investment

LT assets other
Total LT assets
Total Assets

Accounts payable
Short-term debt
Other ST liabilities
Total current liabilities
Long term debt

Other LT liabilities
Total Liabilities

Preferred Equity
Paid in capital
Share premium
Retained earnings
Other equity
Minority interest
Total equity
Liabilities & equity

Y/E shares out, mn

CASH FLOW (VND bn)
Beginning Cash Balance
Net Income

Dep, & amortization

Chge in Working Cap
Other adjustments

Cash from Operations

Capital Expenditures, net
Investments, net
Cash from Investments

Dividends Paid

A in Share Capital

A in ST debt

Ain LT debt

Other financing C/F
Cash from Financing

Net Change in Cash
Ending Cash Balance

2019
4,476
24,915
4,673
1,592
6,379
42,034
51,963
-33,207
18,756
405
1,060
20,220
62,254

1,927
1,341
6,692
9,960
1,456
1,154
12,570

19,140
37
10,146
19,047
1,141
49,684
62,254

1,914

2019
6,706
11,941
2,674
-1,095
-687
12,833

-2,662
-1,869
-4,531

-8,389
0

2,344
-4,302
0
-10,348

-2,229
4,476

2020F  2021F  2022F
10,768 5,924 3,093
17,915 15915 13,915
4,542 4,928 5,295
1,594 1,765 2,137
6,185 6,694 7,181
41,004 35226 31,621
59,913 69,762 78,311
-35,058  -37,246  -40,009
24,855 32516 38,302
405 405 405
1,060 1,060 1,060
26,320 33981 39,766
67,323 69,206 71,387
2,315 2,675 3,218
1,249 1,419 1,331
6,694 6,982 7,533
10,259 11,075 12,082
6,642 5,845 5,125
1,154 1,154 1,154
18,055 18,074 18,361
19,140 19,140 19,140
37 532 532
9,510 11,152 12,821
19,047 19,047 19,047
1,361 1,583 1,807
49268 51,132 53,026
67,323 69,206 71,387
1,914 1,914 1,914
2020F  2021F  2022F
4,476 10,768 5,924
9,508 11,786 11,813
1,851 2,188 2,763
713 -419 -132
257 344 337
12,328 13,899 14,781
7,950 9,849  -8,549
6,999 1,999 1,999
951  -7,850  -6,549
-10,144  -10,144  -10,144
0 0 0

-841 0 0
5,936 -628 -807
-36 -121 -112
5,085 -10,893  -11,063
6,292  -4844  -2,831
10,768 5,924 3,093

Source: Company data, VCSC
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Stock ratings are set based on projected total shareholder return (TSR), defined as (target price — current price)/current
price + dividend yield, and are not related to market performance.

BUY If the projected TSR is 20% or higher
OUTPERFORM If the projected TSR is between 10% and 20%
MARKET PERFORM If the projected TSR is between -10% and 10%
UNDERPERFORM If the projected TSR is between -10% and -20%
SELL If the projected TSR is -20% or lower

The company is or may be covered by the Research Department but no rating or
target price is assigned either voluntarily or to comply with applicable regulation
and/or firm policies in certain circumstances, including when VCSC is acting in an
advisory capacity in a merger or strategic transaction involving the company.

NOT RATED

A rating may be suspended, or coverage terminated, if fundamental information is
RATING SUSPENDED; deemed insufficient to determine a target price or investment rating or due to a
COVERAGE TERMINATED reallocation of research resources. Any previous investment rating and target price
are no longer in effect.

Unless otherwise specified, these performance parameters are set with a 12-month horizon. Movement in share prices
may cause a temporary mismatch between the latest published rating and projected TSR for a stock based on its market
price and the latest published target price.

Target prices are generally based on the analyst's assessment of the stock’s fair value over a 12-month horizon.
However, the target price may differ from the analyst’s fair value if the analyst believes that the market will not price the
stock in line with assessed fair value over the specified time horizon.

Risks: Past performance is not necessarily indicative of future results. Foreign currency rates of exchange may adversely
affect the value, price or income of any security or related instrument mentioned in this report. For investment advice,
trade execution or other enquiries, clients should contact their local sales representative.
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solicitation of an offer to buy securities described herein, in Canada or any province or territory thereof, Any offer or sale of the securities
described herein in Canada will be made only under an exemption from the requirements to file a prospectus with the relevant Canadian
securities regulators and only by a dealer properly registered under applicable securities laws or, alternatively, pursuant to an exemption from
the dealer registration requirement in the relevant province or territory of Canada in which such offer or sale is made, The information contained
herein is under no circumstances to be construed as investment advice in any province or territory of Canada and is not tailored to the needs
of the recipient, To the extent that the information contained herein references securities of an issuer incorporated, formed or created under
the laws of Canada or a province or territory of Canada, any trades in such securities must be conducted through a dealer registered in
Canada, No securities commission or similar regulatory authority in Canada has reviewed or in any way passed judgment upon these
materials, the information contained herein or the merits of the securities described herein, and any representation to the contrary is an
offence, Dubai: This report has been issued to persons regarded as professional clients as defined under the DFSA rules, United States:
This research report prepared by VCSC is distributed in the United States to Major US Institutional Investors (as defined in Rule 15a-6 under
the Securities Exchange Act of 1934, as amended) only by Decker&Co, LLC, a broker-dealer registered in the US (registered under Section
15 of Securities Exchange Act of 1934, as amended), All responsibility for the distribution of this report by Decker&Co, LLC in the US shall be
borne by Decker&Co, LLC, All resulting transactions by a US person or entity should be effected through a registered broker-dealer in the
US, This report is not directed at you if VCSC Broker or Decker&Co, LLC is prohibited or restricted by any legislation or regulation in any
jurisdiction from making it available to you, You should satisfy yourself before reading it that Decker&Co, LLC and VCSC is permitted to
provide research material concerning investment to you under relevant legislation and regulations,
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Dung Nguyen
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dung.nguyen@vcsc.com.vn
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109 Tran Hung Dao
Hoan Kiem District, Hanoi
+84 24 6262 6999

Transaction Office

236-238 Nguyen Cong Tru Street
District 1, HCMC

+84 28 3914 3588

Alastair Macdonald, Head of Research, ext 105

alastair.macdonald@vcsc.com.vn

Macro
- Luong Hoang, Senior Analyst, ext 364
- Nguyen Truong, Analyst, ext 132

Oil & Gas and Power

Duong Dinh, Senior Manager, ext 140
- Tram Ngo, Senior Analyst, ext 135

- Thanh Nguyen, Senior Analyst, ext 173
- Duc Le, Analyst, ext 196

Industrials and Transportation
- Nam Hoang, Senior Analyst, ext 124
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Quynh Chau

+84 28 3914 3588, ext 222
quynh.chau@vcsc.com.vn
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