Viet Nam
Securities Corporation

trueﬁriend K I
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1Q20 preview: COVID-19 is still

negligible

impact

Volume offsets narrow margin

We estimate 1Q20 long steel of Hoa Phat at 700k tonnes, up 0.6% YoY, of which
selling volume to the South may exceed 80k tonnes, up 93.5% YoY, thanks to
the operation of Dung Quat complex. Combined with billet consumption of
around 320k tonnes, we estimate long steel and billet consumption at 1.02mn
tonnes in 1Q20, +46% YoY. We believe this surge comes from Dung Quat
complex, which has added 500k tonnes per quarter to Hoa Phat’s capacity, +74%
YoY.

Despite the 10.7% YoY decrease of China rebar average price in 1Q20, domestic
rebar price was quite stable. In our opinion, the billet selling activities of Hoa Phat
in 1Q20 reduced the competition pressure in the rebar market. There was also
the 3.9% ytd increase of pipe steel price which may be a temporary situation.

We estimate 1Q20 revenue of Hoa Phat at VND16,882bn, up 12.8% YoY. Given
the fact that iron ore is remaining at the high level of around USD91 per tonne,
+10% YoY, and the additional VND600bn of D&A and interest, we estimate NPAT
at VND1,546bn, -14.6% YoY.

COVID-19 impact to be worse in 2Q20

We expect the impact will be the most severe in 2Q20 after the Prime Minister
has requested people to reduce daily spending down to only basic need in at
least 15 days from 01 Apr 2020 in order to contain the virus spreading. Hoa Phat
has also saw another effect of the virus as Italian engineers cannot go to Vietnam,
delaying the progress of the 2" phase of Dung Quat

Yr to Sales oP NP EPS %chg EBITDA  PEEVEBTDA PB ROE DY
Dec  (VNDbn) (VNDbn) (YNDbn)  (VND) (YoY) (VNDbn)  (x) ® 0 %) (%)
2017A 46,162 9,622 8,007 2689 495 11626 6.4 30 06 308 00
2018A 55836 10,550 8573 2,965 103 12810 58 43 07 236 00
2019 63,658 9,743 7,508 2556 -138 12381 6.7 54 08 170 0.0
2020F 74,761 10,580 6,228 2120 -17.0 15218 81 41 07 123 00
2021F 83,624 14,967 10,473 3565 682 20517 4.8 26 06 17.9 00

Note: Net profit, EPS and ROE are based on figures attributed to controlling interest
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VNIndex (Apr 01, pt) 680
Stock price (Apr 01, VND) 17,250
Market cap (USD mn) 2,019
Shares outstanding (mn) 2,761
52-Week high/low (VND) 34,150/16,200
6M avg. daily turnover (USD mn) 6.15
Free float / Foreign ownership (%) 51.5/36.6
Major shareholders (%)

Chairman & affiliates 324
Dragon Capital 5.0
Vinacapital 4.9
CEO Tran Tuan Duong 27
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Hoa Phat Group (HPG)

Table 1. Earnings trend and outlook (VND bn, million tonnes, %, %p)
2019 2020F 2019  2020F 1Q20F

1Q 2Q 3Q 4Q 1QF QoQ YoY Consensus
Volume 869 840 803 1,009 866 3,520 4,167 (14.2) (0.4)
Long steel 697 649 621 808 705 2,775 3,385 (12.7) 1.2
Pipe steel 172 191 181 201 161 745 782 (20.0)  (6.6)
Net sales 14,963 15,633 15087 17,975 16,882 63,658 74,761 (6.1 128
Steel 11,964 12,171 12,291 14,808 13,679 51,233 61,442 (7.6) 14.3
Agriculture 1,753 1,809 1,816 2,607 1,925 7,985 8,766 (26.2) 9.8
Real estate 437 656 255 275 437 1,622 1,622 59.0 -
Others 809 998 725 286 841 2,818 2,930 194.3 4.0
Gross profit 2,622 3,028 2,703 2,849 2,483 11,203 12,274 (12.9) (5.3)
Steel 2,206 2500 2,289 2,152 1,989 9,147 10,181 (7.6) (9.9
Agriculture 154 91 160 470 196 875 891 (58.4) 27.4
Real estate 136 268 103 132 136 639 639 35 -
Others 126 169 151 96 162 542 564 68.2 28.5
Gross margin 17.5 19.4 17.9 15.9 14.7 17.6 16.4 (11  (28)
Steel 18.4 20.5 18.6 14.5 14.5 17.9 16.6 0.0 3.9)
Agriculture 8.8 5.0 8.8 18.0 10.2 11.0 10.2 (7.9) 1.4
Real estate 31.2 40.9 40.4 47.9 31.2 39.4 39.4 (16.7) -
Others 15.6 16.9 20.9 33.7 19.2 19.2 19.2 (14.4) 3.7
Operating profit 2308 2653 2,326 2,466 2,128 9743 10,580  (13.7)  (7.8)
EBT 2,172 2481 2162 2,291 1,870 9,097 8,349 (18.4) (13.9)
Net profit 1812 2051 1,788 1,804 1546 7,578 6298  (18.4) (14.6)
NP of controlling interest 1,802 2,037 1,748 1,888 1,537 7,508 6,228 (18.6) (14.7)
EBITDA 2,891 3,266 2,965 3,270 3,159 12,381 15,218 (3.4) 9.3
EBITDA margin 19.3 20.9 19.7 18.2 18.7 19.4 20.4 0.5 (0.6)
OP margin 15.4 17.0 15.4 13.7 12.6 15.3 14.2 (11  (28)




Hoa Phat Group (HPG)

Figure 1. Hoat Phat long steel market share, 2M20 Figure 2. Hoa Phat pipe steel market share, 2M20
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Figure 3. Rebar steel price fluctuation Figure 4. Pipe steel fluctuation
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Figure 5. Iron ore price fluctuation Figure 6. HRC fluctuation
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H Company overview

Hoa Phat Group (HPG) is the No.1 steel producer in Vietnam with the market share of 26.1% for long products
and 31.5% for pipe products in 2019. Hoa Phat is one of the few local companies that has a value chain from iron
ore to finished steel. Most of Hoa Phat steel billet is manufactured using BOF technology. In the recent years,
aside from aggressively expanding its steel capacity, Hoa Phat is promoting the development of agriculture with

animal feed, beef, pork and poultry eggs.
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Balance sheet (VND bn) Income statement (VND bn)
FY-ending Dec. 2017A 2018A 2019A 2020F 2021F FY-ending Dec. 2017A 2018A 2019A 2020F 2021F
Current assets 32,506 23,566 28,926 36,888 45,214
Cash & cash equivalents 14201 6240 5939 9574 1580  Sales 46,162 55836 63,658 74,761 83,624
Accounts & other receivables 6,555 3,210 3,575 4,198 4,696 Operating profit 9622 10550 9,743 10,580 14,967
Inventory 11,749 14,115 19,412 23,116 24,698
Non-current assets 18,875 51,136 69,287 69,287 69,287 Financial income 186 294 471 277 342
Fixed assets 18,858 51,070 69,261 69,261 69,261 Interest income 109 163 277 277 342
Investment assets 17 67 26 26 26
Others 1,642 3521 3577 3577 3577 Financial expenses 556 772 1,182 2,508 2,518
Total assets 53,022 78,223 101,791 109,753 118,079 Interest expenses 480 540 037 2508 2518
Advances from customers 824 361 409 480 537
Unearned revenue 3 10 31 36 40 Other non-operating profit 36 (1) 66 - -
Trade payables 6,789 12,898 16,859 20,076 21,450 Gains (Losses) in associates, ©) o
Others 28 2 25 25 25 subsidiaries and JV
ST debt & bonds 11,326 11,186 13,301 17,115 19,145 Earnings before tax 9,288 10,071 9,097 8,349 12,791
LT debt & bonds 1,654 13,119 23,379 18,117 12,436
—— Income taxes 1,274 1,471 1,518 2,051 2,248
Total liabilities 20,625 37,600 54,003 55,850 53,632
Controlling interest 32,176 40,369 47,422 53,650 64,123 Net profit 8,015 8,601 7,580 6,298 10,544
Capital stock 15,171 21,239 27,611 27,611 27,611 ) o
. Net profit of controlling interest 8,007 8573 7,509 6,228 10,473
Capital surplus 3,202 3212 3212 3212 3212
Other reserves 406 792 741 741 741 EBITDA 11,626 12,810 12,381 15218 20,517
Retained earnings 13,397 15,126 15,858 22,086 32,559
Minority interest 111 127 183 253 324
Shareholders' equity 32,287 40,496 47,605 53,903 64,447
Cash flow (VND bn) Key financial data
FY-ending Dec. 2017A 2018A 2019A 2020F 2021F FY-ending Dec. 2017A 2018A 2019A 2020F 2021F
CIF from operations 5002 17,493 8585 9,903 15,449 Per-share data
(VND, adj.)
Net profit 8,015 8601 7,580 6,298 10,544 EPS 2,689 2,965 2556 2120 3565
, , BPS 11,694 14,667 17,241 19,431 23,224
Dep’n & Amort’'n 2,005 2,260 2,638 4,638 5,550
DPS 0 0 0 0 0
Net incr. in W/C (4,927) 6,633 (1,633) (1,034)  (645) Growth (%)
CIF from investing (17,926) (20,533) (18,698) (4,638) (5,550) Sales growth 387 210 140 174 119
OP growth 20.8 18.9 15.3 14.2 17.9
Capex (8,875) (27,594) (21,622) (4,638) (5,550) NP growth 174 154 11.9 a4 126
Incr. in investment (9,051) 7,061 2,924 - - EPS growth 49.5 10.3 (13.8) (17.0) 68.2
) . EBITDA growth 22.0 10.2 (3.3) 22.9 34.8
C/F from financing 2,624 19,298 12,675 (929) (944) -
Profitability (%)
Incr. in equity 5,057 1 0 - - OP margin 20.8 18.9 15.3 14.2 17.9
Incr. in net debt (2430) 19287 12675 (5,081) (9,899) NP margin 174 15.4 11.9 84 126
EBITDA margin 25.2 22.9 19.4 20.4 24.5
Divi 4 - - - -
dends @ ROA 15.1 11.0 7.4 55 8.4
C/F from others (0) @ 0 0 0 ROE 30.8 23.6 17.0 12.3 17.8
Dividend yield - - - - -
Dividend payout ratio - - - - -
Stability
Net debt (VND bn) -1,221 18,066 30,741 25,704 16,167
Net debt/equity (%) (3.8) 44.5 64.3 477 25.1
Valuation (x)
PE 6.4 5.8 6.7 8.1 4.8
PB 0.6 0.7 0.8 0.7 0.6
EV/EBITDA 31 4.3 5.5 4.1 2.6
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Changes to recommendation and price target

Company (Code) Date Recommendation lce toa/ﬁ[e); i vs.par\i/cgé L VS'(TA?IJ;
HPG 03 Apr 2020 Hold
26 Mar 2020 Hold
18 Feb 2020 Buy 28.000
18 Dec 2019 Buy 28,000
02 Aug 2019 Buy 26,000
03 Apr 2019 Buy 29,231
02 Jan 2019 Buy 30,000
19 Nov 2018 Buy 36,154
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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.

= 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.

m 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 Apr 2020.
KIS Vietnam Securities Corp. has not provided this report to various third parties.
KIS Vietnam Securities Corp. has issued CW with underlying stocks of Hoa Phat Group (HPG) and is the liquidity provider.

Prepared by: Vinh Chu
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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"); (ii)
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).

Copyright (© 2020 KIS Vietnam Securities Corp.. All rights reserved. No part of this report may be reproduced or distributed in any manner
without permission of KIS Vietnam Securities Corp..




