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Pharmaceutical

Non-rated
Slow but steady wins the race

2Q22: Dissapointed results

Although the absolute result of the pharmaceutical industry showed a positive
signal about the recovery of the pharmaceutical industry, it was not very
impressive as the revenue growth only inched 4.6% qoq in 2Q22 and the NPAT
posted a fall of 4.7% qoqg. Moreover, 2Q22 aggregated revenue of pharma
producers dropped by 12.5% yoy, while aggregated net profit declined by 5.9%
yoy. In which, DVN and DHG still maintain their leading position with an
8.2%/11.1% yoy increase in revenue. Meanwhile, after benefiting from the
production of Molnupiravir in 1Q22, MKP (UPCoM)’s revenue dropped sharply
by 56% qoq and 26% yoy.

The net margin was not very attractive

The gross margin and net margin were 25.4%/6.7%, nearly the same as 1Q22
but +4.9%p/+0.4%p yoy. SG&A to sales was 17% and it stayed at the same level
as the first quarter but was higher than the 2021’s average of around 15. TRA
had an excellent performance when achieving the highest gross margin of 63.2%,
+10.8% qoq, while those of DHG was 49.5%, +2.1% qoq. Although DHG'’s net
margin in 2Q22 was more attractive than TRA’s (21.0% vs 14.4%), the net
margin of TRA seems more stable than DHG at about 13%/year.

Growth momentum sustains in 2H22F

The IIP index showed an increase since Jun which proved the rising in volume
production. Although we do not have specific volume figures yet, we remain our
view that there will be plenty of room for growth in the pharmaceutical sector in
the next quarters. Drug demand for fever treatment is currently increasing when
dengue fever become serious in the rainy season (from Apr to Oct). The demand
for antibiotics, functional foods and specific drugs used in hospitals (such as
cancer treatment drugs, and dialysis solutions) could become the key growth
driver for the pharmaceuticals sector in 2H22F.
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Table 1. 29 aggregated pharmaceutical producers’ earnings (VND bn, %)

4Q21 1Q22 2Q22 YoY QoQ
Revenue 10,998 9,685 10,130 (12.5) 4.6
opP 810 830 842 41 1.4
NP 727 717 683 (5.9) 4.7)

Source: Fiinpro, KIS
Note: Aggregated revenue of 29 companies made up around 100% of total industry revenue

Results from collected data of our 29 companies implied that revenue growth
declined 12.5% yoy, while NPAT dropped 5.9% yoy. Although the absolute result
showed a positive signal about the recovery of the pharmaceutical industry, it
was not very impressive as the revenue growth only inched 4.6% qoq in 2Q22
and the NPAT posted a fall of 4.7% qgog. One-point worth noting was that
although revenue increased qoq, it seems that the rise in costs of goods sold
and other operating expenses led to a decrease in net profit.

Figure 1. 29 drug producers’ aggregated earnings Figure 2. Revenue growth by quarters
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Big guys stand still

Contrary to the general trend of the industry, the top four drug producers showed
growth in revenue. In detail, DVN (UPCoM) and CDP (UPCoM) reaped
8.2%/7.3% yoy and 34%/37% qoq revenue growth. DHG and TRA recorded
revenue growth of 11.1%/18.9% yoy and 5%/-5% qoq. Currently, DVN and DHG
still maintain their leading position. The revenue of these two companies grew
steadily over the quarters since 3Q21. In general, 1H22’s revenue fulfilled
around 44-52% of their 2022F revenue guidance. Based on the results in 2Q22,
we think that pharmaceutical producers will have to make a lot of effort to
complete the whole year’s guidance.

In contrast, both DVN and CDP showed a decline of 104.8%/11.1% yoy in net
profit, while DHG and TRA recorded a rise of 16.9%/21.4% yoy. Moreover, in
2Q22, DMC emerged as a new player with a net profit increase of 55% qoq and
15% yoy. Another notable name is DBT with a 592% qoq/684% yoy increase in
net profit in 2Q22. In 2Q22 DBT recorded VND25bn NPAT, an all-time high level.
We believe with this growth momentum these two companies could take great
strides in the next quarters.
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Figure 3. Revenue of top drug producers Figure 4. Net profit of top drug producers
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Gross margin tends to move sideways

In 2Q22, the gross margin of the pharmaceutical sector was 25.4%, nearly the
same as 1Q22 but upped 4.9%p yoy. SG&A to sales was 17% and it stayed at
the same level as the first quarter but rose 3.0%p yoy. Moreover, SG&A to sales
in 2Q22 was higher than the 2021’s average of around 15%. Net margin was
6.7%, -0.7%p qoq, and +0.4%p yoy. It seems that the pharmaceutical industry
spends more money on SG&A expenses than other manufacturing industries,
so then the net margin of this may not be very attractive.
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Figure 5. Gross margin tends to move sideways Figure 6. Vietnam’s pharmaceutical industry 1IP
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Breaking into detail, in 2Q22, the king of oriental medicine, TRA, gave an
excellent performance when achieving the highest gross margin of 63.2%,
+10.8% qoq. Unlike other pharmaceutical manufacturers that heavily depend
on imported raw material (about 70% of material costs are imported ingredients),
TRA has the advantage of being independent in input supply and so they can
completely improve their gross margin. Unsurprisingly, the second position was
DHG with a gross margin of 49.5%, +2.1% qoq. At the same time, DHG’s net
margin was more attractive than TRA’s (21.0% vs 14.4%). However, the net
margin of TRA seems more stable than DHG at about 13%/year.
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Figure 7. Gross margin of top producers Figure 8. Net margin of top producers
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2H22F catalyst

One of the positive signals that could prove the recovery of the pharmaceutical
sector is the IIP index. The IIP index showed an increase since Jun which
proved the rising in volume production. Although we do not have specific volume
figures yet, we remain our view that there will be plenty of room for growth in
the pharmaceutical sector in the next quarters. The demand for antibiotics,
functional foods and specific drugs used in hospitals (such as cancer treatment
drugs, and dialysis solutions) could become the key growth driver for the
pharmaceuticals sector. Moreover, with a humid climate, dengue fever becomes
an endemic disease in Vietnam, especially in the rainy season (from Apr to Oct).
Thus, drug demand for fever treatment is currently increasing.
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m  Guide to KIS Vietnam Securities Corp. stock ratings based on 12-month forward performance
* BUY: Expected total return will be 15%p or more

Hold: Expected total return will be between -5%p and 15%p

Sell: Expected total return will be -5%p or less

KIS Vietnam Securities Corp. does not offer target prices for stocks with Hold or Sell ratings.

m  Guide to KIS Vietnam Securities Corp. sector ratings for the next 12 months
* Overweight: Recommend increasing the sector’s weighting in the portfolio compared to its respective weighting in the VNIndex based on market capitalization.
* Neutral: Recommend maintaining the sector’s weighting in the portfolio in line with its respective weighting in the VNIndex based on market capitalization.
* Underweight: Recommend reducing the sector’s weighting in the portfolio compared to its respective weighting in the VNIndex based on market capitalization.

m  Analyst Certification
I/We, as the research analyst/analysts who prepared this report, do hereby certify that the views expressed in this research report accurately reflect my/our personal
views about the subject securities and issuers discussed in this report. I/\We do hereby also certify that no part of my/our compensation was, is, or will be directly or
indirectly related to the specific recommendations or views contained in this research report.

n Important compliance notice
As of the end of the month immediately preceding the date of publication of the research report or the public appearance (or the end of the second most recent
month if the publication date is less than 10 calendar days after the end of the most recent month), KIS Vietnam Securities Corp. or its affiliates does not own 1%
or more of any class of common equity securities of the companies mentioned in this report.

There is no actual, material conflict of interest of the research analyst or KIS Vietnam Securities Corp. or its affiliates known at the time of publication of the research
report or at the time of the public appearance.

KIS Vietnam Securities Corp. or its affiliates has not managed or co-managed a public offering of securities for the companies mentioned in this report in the past
12 months;

KIS Vietnam Securities Corp. or its affiliates has not received compensation for investment banking services from the companies mentioned in this report in the past
12 months; KIS Vietnam Securities Corp. or its affiliates does not expect to receive or intend to seek compensation for investment banking services from the
companies mentioned in this report in the next 3 months.

KIS Vietnam Securities Corp. or its affiliates was not making a market in securities of the companies mentioned in this report at the time that the research report
was published.

KIS Vietnam Securities Corp. does not own over 1% of shares of the companies mentioned in this report as of 3 Aug 2022.
KIS Vietnam Securities Corp. has not provided this report to various third parties.
Neither the analyst/analysts who prepared this report nor their associates own any shares of the company/companies mentioned in this report as of 3 Aug 2022.

Prepared by: Ngan Le
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Global Disclaimer

mGeneral

This research report and marketing materials for Vietnamese securities are originally prepared and issued by the Research Center of KIS
Vietnam Securities Corp., an organization licensed with the State Securities Commission of Vietnam. The analyst(s) who participated in
preparing and issuing this research report and marketing materials is/are licensed and regulated by the State Securities Commission of Vietnam
in Vietnam only. This report and marketing materials are copyrighted and may not be copied, redistributed, forwarded or altered in any way
without the consent of KIS Vietnam Securities Corp..

This research report and marketing materials are for information purposes only. They are not and should not be construed as an offer or
solicitation of an offer to purchase or sell any securities or other financial instruments or to participate in any trading strategy. This research
report and marketing materials do not provide individually tailored investment advice. This research report and marketing materials do not take
into account individual investor circumstances, objectives or needs, and are not intended as recommendations of particular securities, financial
instruments or strategies to any particular investor. The securities and other financial instruments discussed in this research report and marketing
materials may not be suitable for all investors. The recipient of this research report and marketing materials must make their own independent
decisions regarding any securities or financial instruments mentioned herein and investors should seek the advice of a financial adviser. KIS
Vietnam Securities Corp. does not undertake that investors will obtain any profits, nor will it share with investors any investment profits. KIS
Vietnam Securities Corp., its affiliates, or their affiliates and directors, officers, employees or agents of each of them disclaim any and all
responsibility or liability whatsoever for any loss (director consequential) or damage arising out of the use of all or any part of this report or its
contents or otherwise arising in connection therewith. Information and opinions contained herein are subject to change without notice and may
differ or be contrary to opinions expressed by other business areas or KIS Vietnam Securities Corp. The final investment decision is based on
the client’s judgment, and this research report and marketing materials cannot be used as evidence in any legal dispute related to investment
decisions.

= Country-specific disclaimer

United States: This report is distributed in the U.S. by Korea Investment & Securities America, Inc., a member of FINRA/SIPC, and is only
intended for major U.S. institutional investors as defined in Rule 15a-6(a)(2) under the U.S. Securities Exchange Act of 1934. All U.S. persons
that receive this document by their acceptance thereof represent and warrant that they are a major U.S. institutional investor and have not
received this report under any express or implied understanding that they will direct commission income to Korea Investment & Securities,
Co., Ltd. or its affiliates. Pursuant to Rule 15a-6(a)(3), any U.S. recipient of this document wishing to effect a transaction in any securities
discussed herein should contact and place orders with Korea Investment & Securities America, Inc., which accepts responsibility for the
contents of this report in the U.S. The securities described in this report may not have been registered under the U.S. Securities Act of 1933,
as amended, and, in such case, may not be offered or sold in the U.S. or to U.S. person absent registration or an applicable exemption from
the registration requirement.

United Kingdom: This report is not an invitation nor is it intended to be an inducement to engage in investment activity for the purpose of
section 21 of the Financial Services and Markets Act 2000 of the United Kingdom ("FSMA"). To the extent that this report does constitute such
an invitation or inducement, it is directed only at (i) persons who are investment professionals within the meaning of Article 19(5) of the Financial
Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended) of the United Kingdom (the "Financial Promotion Order"); (i)
persons who fall within Articles 49(2)(a) to (d) ("high net worth companies, unincorporated associations etc.") of the Financial Promotion Order;
and (i) any other persons to whom this report can, for the purposes of section 21 of FSMA, otherwise lawfully be made (all such persons
together being referred to as "relevant persons"). Any investment or investment activity to which this report relates is available only to relevant
persons and will be engaged in only with relevant persons. Persons who are not relevant persons must not act or rely on this report.

Hong Kong: This research report and marketing materials may be distributed in Hong Kong to institutional clients by Korea Investment &
Securities Asia Limited (KISA), a Hong Kong representative subsidiary of Korea Investment & Securities Co., Ltd., and may not otherwise be
distributed to any other party. KISA provides equity sales service to institutional clients in Hong Kong for Korean securities under its sole
discretion, and is thus solely responsible for provision of the aforementioned equity selling activities in Hong Kong. All requests by and
correspondence with Hong Kong investors involving securities discussed in this report and marketing materials must be effected through KISA,
which is registered with The Securities & Futures Commission (SFC) of Hong Kong. Korea Investment & Securities Co., Ltd. is not a registered
financial institution under Hong Kong’s SFC.

Singapore: This report is provided pursuant to the financial advisory licensing exemption under Regulation 27(1)(e) of the Financial Advisers
Regulation of Singapore and accordingly may only be provided to persons in Singapore who are "institutional investors" as defined in Section
4A of the Securities and Futures Act, Chapter 289 of Singapore. This report is intended only for the person to whom Korea Investment &
Securities Co., Ltd. has provided this report and such person may not send, forward or transmit in any way this report or any copy of this report
to any other person. Please contact Korea Investment & Securities Singapore Pte Ltd in respect of any matters arising from, or in connection
with, the analysis or report (Contact Number: 65 6501 5600).
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