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Hoa Phat Group (HPG) [BUY +78.5%]

Update Report

Industry Steel 2021 2022F 2023F 2024F 20%

Report Date May 26, 2022 Rev yly 66.1%  3.0%  4.0% 21.2% 10%

Current Price VND34,450 EPS yly 157.3% -12.1% 0.1% 12.8% 0%

Target Price VND61,000 GPM 27.5%  241% 24.0% 22.2% -10%

Last Target Price VND63,000 NPM 23.0% 19.4% 18.6% 17.3% -20%

Upside to TP +77.1% EV/EBITDA 3.8x 4.0x 3.9x 3.2x -30%

Dividend Yield 1.5% P/B 1.7x 1.3x 1.1x 0.9x -40%

TSR +785%  PIE 47x  54x  53x  4T7x May-21 Aug-21 Nov-21 Feb-22 May-22

Market Cap USDG6.7bn HPG Peers* VNI Company Overview

Foreign Room USD1.9bn P/E (ttm) 4.6x 5.8x  13.5x HPG is Vietnam’s largest private steel producer. Its

ADTV30D USD34.3mn P/B (curr) 1.6x 0.7X 2.1x main products include construction steel (capacity of
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We maintain our BUY rating for HPG while trimming our target price by 3% to VND61,000/share

mainly because we apply a lower target P/E of 8.0x compared to 10.0x as previously.

¢ HPG achieved strong Q1 2022 results with NPAT-MI of VND8.2tn (USD357.3mn; +18% YoY and
+11% QoQ) on the back of 1) robust sales volume across product segments and 2) high steel selling
prices throughout the quarter that partially offset rising input (i.e., coal) prices. This earnings result
was in line with our expectations as it fulfilled 28% of our full-year forecast.

o We keep our 2022F NPAT-MI unchanged at VND29.8tn (USD1.3bn; -13% YoY) as we maintain our
steel sales volume forecast for 2022F and expect that elevated input prices (i.e., iron ore and coal)
will be partially passed on through higher ASPs.

o We reiterate HPG as our top stock pick to gain exposure to Vietnam’s construction sector. HPG’s
leading position, established scale and proven operational efficiency — along with its capacity
expansion and product diversification through the ramp-up of Dung Quat Steel Complex 1 (DQSC 1)
and investment in DQSC 2 — should allow it to capture future domestic construction growth. We
forecast a 9% 2022-2026F NPAT-MI CAGR.

¢ We view HPG’s current valuation of a 2022F P/E of 5.4x (based on our forecasts) vs 1) the one-year
average of the regional peer TTM P/E median of 6.5x and 2) the five-year average TTM P/E of HPG
of 8.0x as compelling against HPG’s growth outlook and superior profitability vs regional peers.
HPG’s share price has corrected 25% over the last three months as softening steel prices dampened
market sentiment toward steel stocks.

o Risks to our positive view: Stronger-than-expected margin compression due to steel price correction.

We expect steel demand to remain strong in 2022 as COVID-19 disruptions fade. For 2022F, we
maintain our forecast for HPG’s construction steel sales volume to rise 10% YoY to 4.3 million tonnes
with hot rolled coil (HRC) sales volume of 2.6 million tonnes (more details in Figures 2 & 7). We continue
to believe that HPG’s dominant position and growing demand for construction materials — especially
for infrastructure projects — will support the company’s steel sales volume growth in 2022.

We continue to expect 2022F margins to decline from a high base in 2021. We expect input (i.e.,
iron ore and coking coal) material prices to remain high throughout 2022, thus putting pressure on HPG'’s
margin. However, we expect demand for construction materials to recover in 2022 from 2021’s low base
and maintain finished steel prices high compared to pre-COVID-19 prices, in turn allowing steelmakers
to maintain relatively high margins. We maintain our 2022F gross margin at 24.1% vs 27.5% in 2021.

DQSC 2 is expected to operate by 2024. We continue to model DQSC 2’s capex and projected future
earnings contribution using a 10-year multistage DCF approach. DQSC 2 will have a total capacity of
5.6 million tonnes per annum (4.6 million tonnes of flat steel products and one million tonnes of other
steel products). Capex for this project is proposed at VND70tn (USD3.0bn). At HPG’s AGM held on May
25, 2022, management shared that DQSC 2 completed all necessary contracts to start construction that
month, which will allow the project to launch commercial products by 2024.
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Q1 2022 Recap: Upbeat profit amid high sales volume,
steel prices

Figure 1: HPG’s Q1 2022 results

1 YoY 1las %
2(?22 Growth 2022F (?f 2022F VCSC comments
Net revenue 31,177 44,058 41% 154,115 29%
* HPG’s delivered robust Q1 2022 steel volume sales as
domestic demand recovered from COVID-19 disruptions
(sales volume details in Figure 2).
* We attribute the strong sales volume performance in Q1
2021 mainly to 1) robust export sales of flat steel products
— especially galvanized steel (for which HRC is a key input
material) — and 2) additional HRC capacity from the DQSC
Phase 1.
* HPG’s construction steel ASP was approximatel
- Steel 28804 42381 47% 142640 0% \ND17.1mnitonne (USD743/tonne) — 21% p\?ov highe);
compared to VND14.2mn/tonne (USD615mn/tonne) in Q1
2021 and 4% QoQ higher compared to VND16.5mn/tonne
in Q4 2021. Meanwhile, Shanghai exported HRC prices
increased 14% on average in Q1 2022 compared to Q1
2021.
* HPG continued to solidify its position as Vietnam’s largest
steel producer with market shares of 36% in construction
steel and 29% in steel pipes for Q1 2022.
- Real estate 126 49 -61% 1,345 4%
- Agriculture 2,248 1,628 -28% 10,129 16%
Gross profit 8,183 10,108 24% 37,155 27%
SG&A expenses -621 -841 35% -3,373 25%
EBIT 7,562 9,268 23% 33,782 27%
Financial income 898 769 -14% 2,671 29%
Financial expense -768 -1,111 45% -4,030 28%
Net other gain/loss -3 -3 22% 50 -7%
PBT 7,690 8,922 16% 32,477 27%
NPAT 7,006 8,206 17% 29,879 27%
NPAT-MI 6,978 8,217 18% 29,842 28%
- Steel 6,545 8,240 26% 28,172 29%
- Real estate 40 33 -19% 299 11%
- Agriculture 392 -56 -114% 1,370 -4%

* Strong global demand kept steel prices across product

categories high during Q1 2022.

* Nevertheless, HPG’s gross margin dropped to 22.9% from
Gross margin 26.2% 22.9% 24.1% 26.2% in Q1 2021, which we mainly attribute to surging

input coal prices. Benchmark hard coking coal prices

increased 2.6x in Q1 2022 compared to Q1 2021 and have

jumped more than 40% YTD.

SG&A exp./Sales 2.0% 1.9% 2.2%
EBIT margin 24.3% 21.0% 21.9%
NPAT-MI margin 22.4% 18.7% 19.4%

Source: Company’s Q1 2022 financial statements, VCSC forecast
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Figure 2: HPG’s steel sales volume summary and forecast

(Thousand tonnes) VCSC 4M % YoY 4M 2022 as
2022F 2021 growth of 2022F
3,400 3,889 4,279
Construction steel ’ ’ ' 1,284 ~1,600 +28% 37%
uet (+23% YoY) (+14% YoY)  (+10% YoY) ° °
N/A
HRC L ~2,600 2,600 665 1,000 +16% 38%
(new production in late 2020) ° °
822 676 729
Steel pipes 271 261 -8% 34%
pip (+10% YoY) (-18% YoY)  (+8% YoY) ° °
~150 428
Gal ized steel sheet 4 74 1 +47% 32%
alvanized steel sheets (VCSC's estimate) (+185% YoY) 30 36 (] (]

Source: HPG, VCSC forecast

Figure 3: Construction steel and steel pipe market share of major producers
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Source: Vietnam Steel Association (VSA), VCSC compilation. Note: (1) Data for Formosa is not available for 2013-
2016; Formosa'’s construction steel sales are solely wire rod (i.e., no rebar sales); (2) VSA restated 2020 and 2021
data by adding sales from new members, thus the market shares of the top players in these two years are restated

in this report.

Figure 4: Construction steel sales volume growth of the total

industry and key producers
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In 2021, steelmakers whose targeted
markets are concentrated in southern
Vietnam like Pomina and Vinakyoei
were hit more severely by the fourth
wave of COVID-19 in Vietnam.

On the other hand, HPG was able to
mitigate the negative impact from the
fourth wave and maintain healthy
sales volume growth due to its
nationwide market coverage and
diversified product portfolio (i.e., both
long steel and flat steel).

Sales volume across the steel industry
posted recovery in Q1 2022 with HPG
taking the lead with the highest
growth.

Note: HPG’s 2018 steel sales volume growth was close to the total industry’s growth due to HPG running at full

capacity.

Source: VSA, VCSC compilation
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2022 Outlook: Sales volume, prices to remain strong
while margins soften

Figure 5: 2022 forecast

2022F 2022F

2022F 2022F

2021 old Revised Revised Revised VCSC assumptions for 2022F
vs Old vs 2021
Net revenue 149,680 154,115 154,115 0% 3%
* We maintain our 2022F sales volume forecast of 4.3 million
tonnes (+10% YoY). We expect HPG’s dominant position and
growing demand for construction materials — especially for
. infrastructure projects — will continue to support the
- S[ZZISUUCUOH 61,263 66,325 66,325 0% 8% company’s construction steel sales growth.
* We maintain our assumed 2022F ASP of VND15.5mn/tonne
(UsSD674/tonne; -2% YoY). We expect steel prices across
product categories to soften from 2021 but remain elevated
due to strong demand and high input material prices.
* HRC: We maintain 2022F sales volume at 2.6 million tonnes
(flat YoY). Additionally, we maintain 2022F average HRC price
at ~USD740.
- (Ofiner SEs 79,062 76,316 76,316 0% 3% * Steel pipes: We maintain 2022F sales volume at 729,000
products
tonnes (+8% YaoY).
* Galvanized steel sheets: We maintain 2022F sales volume
at 430,000 tonnes (flat YoY).
- Real estate 1,319 1,345 1,345 0% 2%
- Agriculture 7,965 10,129 10,129 0% 27%
* We expect 1) selling prices across steel product categories
Gross profit 41,108 37.155 37.155 0% -10% to correct slnlghtly from 2021’s h_|gh base and_ 2) the bqost in
gross margins from accumulating low-cost inventory in the
rising price environment to fade in the remainder of 2022.
SG&A expenses -3,444 -3,373 -3,373 0% -2%
EBIT 37,664 33,782 33,782 0% -10%
Financial income 3,071 2,671 2,672 0% -13%
Financial expense -3,732 -4,030 -4,030 0% 8%
Net other gain/loss 53 50 50 0% -5%
PBT 37,057 32,477 32,479 0% -12%
NPAT 34,521 29,879 29,880 0% -13%
NPAT-MI 34,478 29,842 29,843 0% -13%
- Steel 33,296 28,172 28,173 0% -15%
- Real estate 464 299 299 0% -36%
- Agriculture 718 1,370 1,370 0% 91%

* We expect iron ore costs to remain high in 2022F, while hard
coking coal costs will surge (details in Figure 6).
* We expect elevated input (iron ore and coal) prices to put
pressure on margin despite strong demand helping

Gross margin 27.5% 24.1% 24.1% steelmakers to partially pass on higher costs through higher
ASPs. As such, we forecast HPG’s 2022F margins will slide
from their high base in 2021.
*We continue to expect robust demand will keep finished steel
prices high compared to pre-COVID-19 levels.

SG&A as % sales 2.3% 2.2% 2.2%

EBIT margin 25.2% 21.9% 21.9%

NPAT-MI margin 23.0% 19.4% 19.4%

Source: Company’s financial statements, VCSC forecast
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Figure 6: VCSC’s assumptions on HPG’s construction steel and HRC

VCSC assumptions 2019 2020 2021 2022F 2023F 2024F  2025F 2026F

Current forecast

Construction steel sales volume

(million tonnes) 2.8 3.4 3.9 4.3 45 4.7 4.9 5.1
% utilization rate 67% 66% 76% 83% 87% 91% 94% 98%
HRC sales volume (million tonnes) N/A 0.6 2.6 2.6 2.6 45 4.4 4.4
% utilization rate N/A 43% 93% 93% 93% 87% 87% 86%
Construction steel ASP (VND mn/tonne) 121 11.2 15.8 155 15.7 15.8 16.0 16.1
Construction steel ASP (USD/tonne) 524 486 685 674 681 687 694 701
HRC ASP (USD/tonne) N/A 555 783 739 739 739 739 739
Estimated average iron ore costs
(USDJtonne) 9 80 70 90 85 85 85 85 85
Estimated average coal costs (USD/tonne) 189 120 180 220 218 218 222 227
(Ej;gzgidng;)nstructlon steel/iron ore spread 444 416 505 589 596 602 609 616
Estimated HRC/iron ore spread (USD/tonne) N/A 485 693 654 654 654 654 654
HPG'’s blended gross margin 17.6% 21.0% 27.5% 24.1% 24.0% 222% 21.2% 24.7%
HPG’s NPAT-MI (VND bn) 7,527 13,450 34,478 29,842 29,875 33,701 33,748 42,408

Previous forecast

Construction steel sales volume

(million tonnes) 3.9 4.3 4.5 4.7 4.9 51
% utilization rate 76% 83% 87% 91% 94% 98%
HRC sales volume (million tonnes) 2.6 2.6 2.6 4.5 4.4 4.4
% utilization rate 93% 93% 93% 87% 87% 86%
Construction steel ASP (VND mn/tonne) 15.8 155 15.7 15.8 16.0 16.1
Construction steel ASP (USD/tonne) 685 674 681 687 694 701
HRC ASP (USD/tonne) 783 739 739 739 739 739
Estimated average iron ore costs
T " ! 90 85 85 85 85 85
Estimated average coal costs (USD/tonne) 180 220 218 218 297 227
(Ejgrng)idnz;)nstructlon steel/iron ore spread 505 589 506 602 609 616
Estimated HRC/iron ore spread (USD/tonne) 693 654 654 654 654 654
HPG'’s blended gross margin 27.5% 24.1% 24.0% 222% 21.2% 24.7%
HPG’s NPAT-MI (VND bn) 34,478 29,842 29,875 33,701 33,748 42,408
Change in forecast
Construction steel sales volume 0% 0% 0% 0% 0%
HRC sales volume 0% 0% 0% 0% 0%
Construction steel ASP 0% 0% 0% 0% 0%
HRC ASP 0% 0% 0% 0% 0%
Estimated average iron ore costs 0% 0% 0% 0% 0%
Estimated average coal costs 0% 0% 0% 0% 0%
Estimated construction steel/iron ore spread 0% 0% 0% 0% 0%
Estimated HRC/iron ore spread 0% 0% 0% 0% 0%
HPG’s blended gross margin (ppt) 0.0 0.0 0.0 0.0 0.0
HPG’s NPAT-MI 0% 0% 0% 0% 0%

Source: HPG, VCSC assumptions
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Figure 7: HPG’s designed capacity and sales volume by product
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Source: HPG, VCSC forecast for 2022-2024. Note: 1) Utilization rate of construction steel is sales volume over year-
end designed capacity; additional construction steel capacity in 2013, 2016 and 2019.

Figure 8: HPG’s average construction steel selling prices vs iron ore prices
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Figure 9: HPG’s average construction steel selling prices vs coking coal prices
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Source: Bloomberg, VSA, VCSC
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Figure 10: Spread between benchmark iron ore (63% Fe — delivered to Qingdao) price and

Chinese rebar price
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Source: Bloomberg, VCSC compilation
Figure 11: Rebar/iron ore spread and HPG’s share price
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Figure 12: Benchmark steel-related commodity prices
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Recap on Dung Quat Integrated Steel Complex (DQSC)

DOSC 1: Phase 1 has operated at full capacity since December 2019; Phase 2 started commercial
operations in November 2020.

The two blast furnaces of Phase 1 (construction steel with annual designed capacity of two million
tonnes) effectively increased HPG's total designed construction steel capacity to 4.2 million tonnes per
annum. HPG launched commercial products of Phase 2 (HRC with an annual designed capacity of two
million tonnes) in November 2020. We note that for each phase DQSC, the actual capacity can expand
up to 2.8 million tonnes — equivalent to a total capacity of 5.6 million tonnes per year for the whole
complex. In addition to the main steel production facilities, HPG has invested in DQSC's deep-water
seaport (consisting of 11 berths that can accommodate up to 200,000 DWT vessels), electrical plant
(able to supply up to 70% of DQCS's electricity demand) and waste processing facilities.

DQSC 2: HPG expects to start construction in May 2022.

DQSC 2 will have a total capacity of 5.6 million tonnes per annum, consisting of 4.6 million tonnes of flat
steel products and one million tonnes of high-quality construction steel & other steel products. The total
investment for this project is proposed at VND85tn (USD3.7bn) with VND70tn (USD3.0bn) for capex
and VND15tn (USD652.2mn) for working capital. The new facility will span a 284-ha area near the
existing DQSC (430 ha).

At HPG’s AGM held on May 25, 2022, HPG shared that the DQSC 2 has completed all necessary
contracts to start construction that month, which will allow the project to launch commercial products by
2024. We currently model DQSC 2's capex and projected future earnings contribution using a 10-year
multistage DCF approach, assuming that 1) VND70tn (USD3.0bn) of capex will be disbursed over the
three years from 2022 (i.e., VND28tn/USD1.2bn in 2022, VND28tn/USD1.2bn in 2023 and the rest in
2024) and 2) HPG will use debt to finance 40% of the total capex (i.e., VND28tn/USD1.2bn). More details
are noted in the valuation section.

Figure 13: HPG’s steel capacity
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Source: VCSC compilation
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We continue to apply a combination of 10-year multistage DCF (70% weighting) and P/E (30%
weighting) methodologies to derive a target price for HPG of VND61,000/share — 3% lower compared
to our previous target price VND63,000/share.

1. Our DCF-derived valuation is 4% higher compared our last Update Report as 1) we roll over our
target price horizon to mid-2023 and 2) use a higher cash balance of VND46.3tn (USD2.0bn) at end-
Q1 2022 vs VND40.7tn (USD1.8bn) at end-2021 while maintaining our aggregate 2022-2026F
NPAT-MI.

2. Our P/E-derived valuation is 20% lower compared to our last Update Report. We apply a slightly
higher 2022-2023F EPS forecast of VND6,442 compared to our previous 2022F EPS forecast of
VND®6,430 while lowering our target P/E of to 8.0x from 10.0x as previously.

Figure 14: Valuation summary

Valuation method Fair price Weight (VND/share)
DCF 64,800 70% 45,500
Target P/E of 8.0x 51,500 30% 15,500
Target price 61,000
2022F P/E at target price 9.5x
2023F P/E at target price 9.5x

Source: VCSC

Discounted cash flow (DCF)

We continue to include DQSC 2’s capex and projected future earnings contribution, assuming that 1)
VND70tn (USD3.0bn) of capex will be disbursed proportionally in three years from 2022 and 2) HPG will
use debt to finance 40% of the total capex (i.e., VND28tn/USD1.2bn). Therefore, we use a 10-year
multistage DCF model to capture HPG’s long-term growth coming from investments in DQSC 2. We
apply an intermediate growth rate of 4% for the transitional period of 2027-2031 and then apply 2% in
the terminal years.

Figure 15: Discounted cash flow forecasts

VND bn 2022F 2023F 2024F 2025F 2026F
EBIT 33,782 34,934 38,939 38,015 45,981
- Tax -2,703 -3,493 -3,894 -3,802 -4,598
+ Depreciation 8,095 8,595 13,322 14,788 15,688
- Capex -35,000 -33,104 -12,018 -9,220 -9,220
- Working cap increase 801 -4,346 -18,233 -6,100 -2,405
Free Cash Flow 4,976 2,587 18,117 33,682 33,682
Present value of FCF 4,708 2,191 13,739 22,868 20,473
Total PV of FCF 4,708 6,900 20,639 43,508 63,981
Cost of Capital HISTIOE Revised DCF VND bn
report
Beta 11 11 PV of Free Cash Flow ** 147,030
Market Risk Premium % 7.0 7.0 PV of Terminal Val ** 159,239
Risk Free Rate % 5.5 5.5 PV of FCF and TV 306,268
Cost of Equity % 13.2 13.2 Plus: Cash + Short term deposit 46,309
Cost of Debt % 10.0 10.0 Less: Debt 60,183
Corporate Tax Rate % 20.0 20.0 Value of Equity 292,395
Debt-to-capital ratio % 38.7 38.7 Fully diluted shares (million) 4,473
WACC % 11.7 11.7 DCF value per share (VND) 64,828
Terminal Growth Rate* % 2.0 2.0

Source: VCSC. Note: (*) For terminal years after 2031; (**) 10-year multistage DCF model.
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Figure 16: Sensitivity analysis of our target price for HPG (VND/share) in relation to DCF’s WACC
and terminal growth rate, ceteris paribus

o 10.2% 10.7% 11.2% 11.7% 12.2% 12.7% 13.2%
i 0.5% [ 65500 62,500 59,800 57,300 55,000 53,000 51,100
Bl 10% | 67,100 63,900 61,000 58,400 56,000 53,800 51,800
B 15% | 69,000 65,500 62,400 59,600 57,000 54,700 52,600
=l 2.0% | 71,000 67,200 63,900 58,200 55,700 53,500
=l 25% | 73,300 69,200 65,600 62,400 59,500 56,900 54,500
= 3.0% | 75900 71,400 67,500 64,000 60,900 58,100 55,600
Bl 35% | 79,000 74,000 69,600 65,800 62,500 59,500 56,800

Source: VCSC

Figure 17: Sensitivity analysis of our target price for HPG (VND/share) in relation to DCF’s WACC
and intermediate growth rate of 10-year multistage DCF modeling, ceteris paribus

(O]

8 10.2% 10.7% 11.2% 11.7% 12.2% 12.7% 13.2%
= 25% | 68,100 64,600 61,400 58,600 56,100 53,800 51,700
M 3.0% | 69,000 65,400 62,200 59,400 56,800 54,400 52,300
5 35% | 70,000 66,300 63,100 60,100 57,500 55100 52,900
=B 4.0% | 71,000 67,200 63,900 58,200 55700 53,500
450 | 72,000 68,200 64,700 61,700 58,900 56,400 54,200
M 5.0% | 73,000 69,100 65,600 62,500 59,700 57,100 54,800
ol 5.5% | 74,100 70,100 66,500 63,300 60400 57,800 55400

Source: VCSC

Peer P/E multiple

We select leading construction steel producers in Asian countries such as South Korea, China, India
and Taiwan to form a comparable universe for HPG.

Our selected peer group reported solid earnings recoveries in Q4 2019 and Q1 2020; therefore, the peer
group median P/E dove to the 9.0x range in January-April 2020. However, COVID-19 and the surge in
iron ore prices caused these companies to report weak earnings in Q2 2020, thus pushing the peer
group median P/E to spike to around 12.0x. In Q3 2020, rising global demand for steel — especially
from China — drove a strong Q3 2020 earnings recovery for steel manufacturers as well as market
expectations for the steel sector’s earnings outlook in future years. This situation caused the peer group
median P/E to spike to over 20.0x in Q2-Q3 2020. Nevertheless, the earnings of the peer group have
not caught up with these expectations, causing share prices and thus P/E to correct in Q4 2020.

In 2021, a strong global steel market and record-breaking rally in steel prices continued to raise market
sentiment for the steel industry, pushing share prices and P/E of the peer group to over 15.0x in H1
2021. As global steelmakers started to report strong earnings in H2 2021 on the back of robust demand
and high steel prices, the P/E of the peer group corrected to below 10.0x. In our previous Update Report,
we also used 10.0x as our target P/E for HPG thanks to the company superior profitability compared to
peers (TTM ROE of 37.6% vs a peer median of 15.4%) and solid growth prospects with an NPAT-MI
CAGR of 9% in 2022-2026F (based on our forecast).

Although we are positive on the steel sector’s overall outlook, we want to be more conservative on the
target P/E applied for HPG in this Update Report given 1) the expected higher volatility of steel-related
commodities in 2022 that results in a greater risk for 2022F earnings growth, 2) weaker market sentiment
toward steel stocks amid an expected decline in 2022F earnings from 2021’s high base, and 3) HPG
being in the first year of another significant capex cycle (i.e., DQSC 2). In this Update Report, we
therefore use HPG’s five-year average historical P/E of 8.0x as target P/E. We take the average historical
P/E from 2017-2022 as HPG started the construction of DQSC 1 in February 2017, hence this period
can represent one complete capex and earnings cycle for the company.
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Figure 18: Regional peers
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Source: Bloomberg, VCSC

Figure 19: Historical price-to-earnings ratio (P/E) of HPG vs peers
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Figure 20: Historical VCSC target price vs share price (VND/share)
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Financial Statements

P&L (VND bn) 2021 2022F 2023F 2024F

Revenue 149,680 154,115 160,287 194,277
COGS -108,571 -116,960 -121,843 -151,170
Gross Profit 41,108 37,155 38,444 43,106
Sales & Marketing exp -2,120 -2,140 -2,227 -2,613
General & Admin exp -1,324  -1,233 -1,282 -1,554
Operating Profit 37,664 33,782 34,934 38,939
Financial income 3,071 2,672 2,734 3,186
Financial expenses -3,732 -4,030 -4,483 -4,682
- o/w interest expense -2,526 -2,966 -3,575 -3,780
Associates 4 4 4 4
Net other income/(loss) 48 50 50 50
Profit before Tax 37,057 32,479 33,239 37,497
Income Tax -2536  -2598  -3324  -3,750
NPAT before Ml 34521 29,880 29,915 33,747
Minority Interest -43 -38 -38 -43
NPAT less MI, reported 34,478 29,843 29,877 33,704
NPAT less MI, adjusted 34,478 29,843 29,877 33,704
EBITDA 43,733 41,877 43,530 52,261
EPS reported, VND 7,327 6,438 6,446 7,271
EPS adjusted, VND 7,327 6,438 6,446 7,271
EPS fully diluted, VND 7,327 6,438 6,446 7,271
DPS, VND 500 500 1,000 1,500
DPS/EPS (%) 7% 8% 8% 14%
RATIOS 2021  2022F  2023F  2024F
Growth
Revenue growth 66.1% 3.0% 4.0% 21.2%
Op profit (EBIT) growth 120.0% -10.3% 3.4% 11.5%
PBT growth 141.3% -12.4% 2.3% 12.8%
EPS growth, adjusted 157.3% -12.1% 0.1% 12.8%
Profitability
Gross Profit Margin 27.5% 24.1% 24.0% 22.2%
Op Profit, (EBIT) Margin 25.2% 21.9% 21.8%  20.0%
EBITDA Margin 29.2%  27.2%  27.2%  26.9%
NPAT-MI Margin, adj, 23.0% 19.4% 18.6%  17.3%
ROE 46.0%  28.7%  228% 21.3%
ROA 22.3% 15.4% 133%  13.4%
Efficiency
Days Inventory On Hand 115.0 129.3 127.0 129.2
Days Accts, Receivable 10.9 12.2 13.3 14.1
Days Accts, Payable 58.2 74.4 72.2 63.8
Cash Conversion Days 67.7 67.1 68.1 79.5
Liquidity
Current Ratio x 13 14 1.6 2.0
Quick Ratio x 0.7 0.8 0.9 1.0
Cash Ratio x 0.3 0.4 0.5 0.5
Debt / Assets 321%  29.4%  26.9% 21.5%
Debt / Capital 38.7%  344%  30.9% 24.8%
Net Debt / Equity 18.2% 13.6% 12.6% 4.0%
Interest Coverage x 15.9 12.4 10.8 11.3

B/S (VND bn) 2021 2022F 2023F 2024F
Cash & equivalents 22,471 30,565 31,135 34,997
ST investment 18,236 15,000 15,000 15,000
Accounts receivables 4,973 5,353 6,358 8,665
Inventories 42,134 40,699 44,067 62,958
Other current assets 6,339 6,819 7,093 8,474
Total Current assets 94,154 98,437 103,653 130,094
Fix assets, gross 102,361 137,361 170,465 182,482
- Depreciation -22,514 -30,610 -39,205 -52,527
Fix assets, net 79,847 106,752 131,260 129,956

LT investment 7 7 7 7

LT assets other 4,228 4,228 4,228 4,228
Total LT assets 84,082 110,986 135,495 134,190
Total Assets 178,236 209,423 239,147 264,284
Accounts payable 23,729 23,955 24,256 28,601
Short-term debt 43,748 40,936 36,553 30,234
Other ST liabilities 5,983 5,983 5,983 5,983
Total current liabilities 73,459 70,874 66,792 64,818
Long term debt 13,465 20,601 27,736 26,707
Other LT liabilities 532 532 532 532
Total Liabilities 87,456 92,006 95,059 92,057
Preferred Equity 0 0 0 0
Paid in capital 44729 44,729 44,729 44,729
Share premium 3,212 3,212 3,212 3,212
Retained earnings 41,763 68,362 94,995 123,090
Other equity 922 922 922 922
Minority interest 155 192 231 274
Total equity 90,780 117,417 144,089 172,227

Liabilities & equity 178,236 209,423 239,147 264,284

Y/E shares out, mn 4,473 4,473 4,473 4,473
CASH FLOW (VND bn) 2021  2022F  2023F  2024F
Beginning Cash Balance 13,696 22,471 30,565 31,135
Net Income 34,521 29,880 29,915 33,747
Dep, & amortization 6,069 8,095 8,595 13,322
Chge in Working Cap -3,988 801 -4,346  -18,233
Other adjustments -9,136 -1,044  -1,046 -1,180
Cash from Operations 27,466 37,732 33,119 27,657
Capital Expenditures, net -12,116 -35,000 -33,104 -12,018
Investments, net -8,354 3,236 0 0
Cash from Investments -20,404 -31,764 -33,104 -12,018
Dividends Paid -1,704  -2,236  -2,236  -4,473
A in Share Capital 0 0 0 0
A'in ST debt 6,949 -2812 -4383 -6,319
Ain LT debt -3,878 7,136 7,135  -1,028
Other financing C/F 346 38 38 43
Cash from Financing 1,713 2,125 554 -11,777
Net Change in Cash 8,775 8,093 570 3,863
Ending Cash Balance 22471 30,565 31,135 34,997

Source: Company’s financial statements, VCSC forecasts
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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

NOT RATED 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.

RATING SUSPENDED, A rating may be suspended, or coverage terminated, if fundamental information is deemed
COVERAGE TERMINATED insufficient to determine a target price or investment rating or due to a 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.

See important disclosure at the end of this document WWw.vcsc.com.vn | VCSC<GO> May 26, 2022 | 14


http://www.vcsc.com.vn/

VIET CAPITAL
SECURITIES

RS

Disclaimer

Analyst Certification of Independence

I, Vy Nguyen, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities or issuers. | also
certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in this
report. The equity research analysts responsible for the preparation of this report receive compensation based upon various factors, including the
quality and accuracy of research, client feedback, competitive factors, and overall firm revenues, which include revenues from, among other business
units, Institutional Equities and Investment Banking.

VCSC and its officers, directors and employees may have positions in any securities mentioned in this document (or in any related investment) and
may from time to time add to or dispose of any such securities (or investment).VCSC may have, within the last three years, served as manager or
co-manager of a public offering of securities for, or currently may make a primary market in issues of, any or all of the entities mentioned in this
report or may be providing, or have provided within the previous 12 months, significant advice or investment services in relation to the investment
concerned or a related investment.

Copyright 2013 Viet Capital Securities Company “VCSC”. All rights reserved. This report has been prepared on the basis of information believed to
be reliable at the time of publication. VCSC makes no representation or warranty regarding the completeness and accuracy of such information.
Opinions, estimates and projection expressed in this report represent the current views of the author at the date of publication only. They do not
necessarily reflect the opinions of VCSC and are subject to change without notice. This report is provided, for information purposes only, to
institutional investors and retail clients of VCSC in Vietnam and overseas in accordance to relevant laws and regulations explicit to the country where
this report is distributed, and does not constitute an offer or solicitation to buy or sell any securities discussed herein in any jurisdiction. Investors
must make their investment decisions based upon independent advice subject to their particular financial situation and investment objectives. This
report may not be copied, reproduced, published or redistributed by any person for any purpose without the written permission of an authorized
representative of VCSC. Please cite sources when quoting.

U.K. and European Economic Area (EEA): Unless specified to the contrary, issued and approved for distribution in the U.K. and the EEA by VCSC
issued by VCSC has been prepared in accordance with VCSC’s policies for managing conflicts of interest arising as a result of publication and
distribution of investment research. Many European regulators require a firm to establish, implement and maintain such a policy. This report has
been issued in the U.K. only to persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005 (all such persons being referred to as "relevant persons"). This document must not be acted on or relied on by persons who
are not relevant persons. Any investment or investment activity to which this document relates is only available to relevant persons and will be
engaged in only with relevant persons. In other EEA countries, the report has been issued to persons regarded as professional investors (or
equivalent) in their home jurisdiction. Australia: This material is issued and distributed by VCSC in Australia to "wholesale clients" only. VCSC does
not issue or distribute this material to "retail clients". The recipient of this material must not distribute it to any third party or outside Australia without
the prior written consent of VCSC. For the purposes of this paragraph the terms "wholesale client" and "retail client" have the meanings given to
them in section 761G of the Corporations Act 2001. Hong Kong: The 1% ownership disclosure as of the previous month end satisfies the
requirements under Paragraph 16.5(a) of the Hong Kong Code of Conduct for Persons Licensed by or Registered with the Securities and Futures
Commission. (For research published within the first ten days of the month, the disclosure may be based on the month end data from two months
prior.) Japan: There is a risk that a loss may occur due to a change in the price of the shares in the case of share trading, and that a loss may occur
due to the exchange rate in the case of foreign share trading. In the case of share trading, VCSC will be receiving a brokerage fee and consumption
tax (shouhizei) calculated by multiplying the executed price by the commission rate which was individually agreed between VCSC and the customer
in advance. Korea: This report may have been edited or contributed to from time to time by affiliates of VCSC. Singapore: VCSC and/or its affiliates
may have a holding in any of the securities discussed in this report; for securities where the holding is 1% or greater, the specific holding is disclosed
in the Important Disclosures section above. India: For private circulation only, not for sale. Pakistan: For private circulation only, not for sale. New
Zealand: This material is issued and distributed by VCSC in New Zealand only to persons whose principal business is the investment of money or
who, in the course of and for the purposes of their business, habitually invest money. VCSC does not issue or distribute this material to members of
"the public" as determined in accordance with section 3 of the Securities Act 1978. The recipient of this material must not distribute it to any third
party or outside New Zealand without the prior written consent of VCSC. Canada: The information contained herein is not, and under no
circumstances is to be construed as, a prospectus, an advertisement, a public offering, an offer to sell securities described herein, or 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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