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A’S STEEL INDUSTRY IS CHANGING STEEL INDUSTRY

The state is forcing decarbonization and solving overcapacity in the steel industry.
* China aims to achieve net zero carbon emissions before 2060 and raise the portion of EAF steel capacity from the current 10% to over 15% by 2025.
*  China plans to hold the crude steel output in 2021 flat to the 2020 levels, which means production volume must be cut in 2H after increasing by 13% YoY in TH.

* The state has posted the lists of steel mills that not meet ultra-low carbon emission and will be replaced. We estimate that mills with capacity of 74 mn tons per year
(tpy) will be transformed to be more eco-friendly, and thus, reduce capacity by 23 mn tpy.

More drastic actions are being carried out.

*  The country launched the world’s largest carbon emissions trading scheme in July 2021, with sectors like steel to be added as soon as 2025.
* Besides, BF suspension rate has increased in most-producing provinces, such as Hebei (Figure 1).

e VAT tax rebate on CRC, coated steel export has been removed, and export tax was imposed on pig iron since August.

This can benefit Vietnam'’s producers by reducing competition and maintaining steel price in high level due to increasing production cost in China.

Figure 1: BOF capacity suspension rate (%) in Tangshan Figure 2: China’s crude steel, & steel export volume (thousand tons)
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SECURITIES

RONGVIET % / INCREASING MATERIAL PRICES CAN SUPPORT STEEL PRICES STEEL INDUSTRY

. L . . . Figure 3: Iron ore balance (mn tons) and price (USD/ton) forecast
Increasing material price contributed to the rising steel price

Balance (LHS) Price (RHS)

e lIron ore price has gained 24% YTD due to high demand worldwide and weak 150 250
supply from Brazil, coupling with the increasing coking coal price that made
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93
e lIron ore price can maintain at USD 160/ton in 2022 as demand can rise in ex- 0 & 75 75 100
China countries, and Brazil mining volume grows slowly. Thus, BOF production 50 50

cost is anticipated to stay high, and we believe that steel price is hard to
collapse. -100 0
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North America markets can support steel price to be stable at current range AL I T e S S ¢
until TH2022. Source: Goldman Sachs, RongViet Securities
Figure 4: Material price changes Figure 5: Steel prices (USD/ton)
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SECURITIES

RONGVIET % / HIGH NPAT GROWTH DRIVEN BY EXPORTS AND STEEL PRICES STEEL INDUSTRY

Construction steel: Volume grew at a higher pace than construction industry because of exports.

* Total sales volume increased 8.7% YoY, higher compared to construction growth rate of 5.6% YoY. Export volume rose by 27% to contribute 15.6% to total
sales volume. Meanwhile, domestic production increased by only 5.9%.

* Increasing construction steel and HRC prices boosted HPG’s GPM from 19% in 1H2020 to roughly 30% in 1H2021.
Coated steel: Benefits from strong demand overseas and increasing selling prices

* Total sales volume grew by 44% YoY, supported by strong export volume growth, which was 133% YoY. Export volume to EU and North America rose
sharply due to recovering demand in these countries and the ban/high import taxes on China’s steel. EU-North America markets accounted for 80-90% of
NKG's export volume, and 30% of HSG’s.

* Besides, HRC prices increased by roughly 25% QoQ each quarter in TH, boosting NKG and HSG’s NPAT increased by 1,880% and 426% YoY in 6M2021.

Figure 6: Steel sales volume and construction industry growth Figure 7: Steel exports, by country (thousand tons)
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RONG VIET % / COATED STEEL EXPORT WILL STILL BE STRONG IN 2H&2022 STEEL INDUSTRY

Table 1: EU’s steel import quota for VN’s group (thousand tons)
Trade policies and robust demand still support coated steel exports

, IR
* Steel demand in Europe is forecasted to grow by 10.2% YoY in 2021 Jun 2021 Jun 2024

and 4.8% in 2022.
Hot Rg ';‘:9' Sheets 4,000 4,051 4172 4,297
e EU has extended steel import safeguards, mainly targeting China, nps
India, South Korea and Turkey. Producers, such as NKG, HSG, received Cold Rolled
. ) ) 1,100 1,054 1,086 1,118
sufficient orders until November, Sheets & Strips
. Produce.rs can increase ASEAN's portion -to maintain high selling Metallic coated 2000 2045 2106 2169
volume if demand from Europe-North America falls. sheets (4A)
e Vietnam's export volume will still high until 2023 as EU plans to apply Ofgasf;]i;:;ated 112 158 163 168

carbon border mechanism, harming Vietnam’s competitiveness.
Source: EUROFER, RongViet Securities

Figure 8: Vietham’s steel export to Europe (thousand tons) Figure 9: Construction industry growth outlook
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Srdian il % / COATED STEEL EXPORT’S GPM ARE ACCEPTABLE IN MID-TERM STEEL INDUSTRY

Vietnam'’s steel producers has strong competitiveness in terms of prices.

* The price gap between the EU & Vietnam has been increasing and varied in a range of USD 300-530/ton. We estimate GPM for Vietnam'’s exporters can
range from 19%-22% in 2H.

* Assuming each ton of steel (BOF) needs to emit 1.85 tons of CO2 (WSA), production cost in EU will be 120 USD higher compared to Vietnam, India due
to the cost of purchasing emission rights.

»  Electricity prices range in USD 150-330/Mwh in EU, and USD 77/Mwh in Vietnam. This implies electricity cost (BOF) is USD 15-35 higher per ton in EU.

» Steel produced by Electric arc furnaces accounts for 40% of steel output in Europe and has 15%-20% higher production cost than steel produced by

BOF.
We expect GPM of exporting to EU-North America can steadily decrease from 22% in 2Q to 14% in 2022, but it is still higher compared to 2018-
2019 period.
Figure 10: HRC prices difference (USD/ton) Figure 11: Carbon prices (USD/ton)
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Source: Bloomberg, RongViet Securities Source: EMBER, ICE, RongViet Securities
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RONGVIET

RONGVIET %) / HRC & CONSTRUCTION STEEL STEEL INDUSTRY

HRC consumption will be robust owing to strong downstream demand

HRC selling price in 3Q is still high due to the strong demand for exporting to EU-North America markets, which banned Chinese-origin steel.

For 2022, we expect the HRC consumption will be still high. The high price gap between Europe-North American and Vietnam allows HPG and Formosa to

export with high profitability. Besides, coated steel export volume can remain strong due to Vietnam’s competitive steel prices and the construction
industry in EU-North American can keep recovering.

Hence, HPG and Formosa will still enjoy high profitability and sales volume in 2H2021 in HRC segment.

But demand for construction steel is weak

Figure 12: Flat steel sales volume (thousand tons)

Directive-16 can be applied at least until 14 August in the South, where accounts for 34% of construction steel consumption, can lead to low sales volume
in 3Q. The consumption can recover strongly in 4Q due to seasonality and postponed projects in 3Q, but still depends on pandemic status.

Coupled with increasing production cost, construction steel producers’ GPM will be put under high pressure in 2H.

Figure 13: Construction steel sales volume (thousand tons)
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RONGVIET INDUSTRY COMPARABLE (TTM) STEEL INDUSTRY

Sales EBITDA | EBITDA | OPerating |\ ¢ Income| Net Profit

Market cap Growth Growth Margin I'\r,'::(r)n?e Growth Current P/E(Current P/B
(% YoY) | (% YoY) (%) (%3'“ (% YoY)
HPG 9,188.9 59,000 29.6 56.5 29.3 24.6 86.6 21.6 18.3 39.5 0.0 8.4 29
NKG 795.3 42,500 37.3 533 13.4 11.2 143.7 9.1 18.3 47.6 0.0 4.9 1.9
HSG 2734 42,800 61.4 143.4 11.6 9.5 374.9 7.5 14.0 39.2 0.9 43 14
SMC 123.7 47,500 24.8 158.0 6.7 6.1 222.7 5.1 12.9 533 2.1 3.0 1.3
VGS 362.3 N/A 15.9 33.2 4.5 3.0 138.7 34 4.5 10.3 0.0 7.9 0.9
TVN 27.8 N/A -2.8 N/A 0.0 0.0 19.0 0.0 0.0 0.0 6.6 5.2 0.8
TIS 79.1 N/A 17.3 274 3.7 24 500.2 1.0 1.2 5.8 0.0 16.2 0.9

Source: Bloomberg, RongViet Securities. Share price as of 02 Aug 2021.
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PE, PB AND ROE (TTM) STEEL INDUSTRY
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Source: FiinGroup, Rong Viet Securities. Bubble size equals respective ROE. Share price as of 09 Aug 2021.
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SECURITIES

RONGVIET % / BENEFITING FROM HIGH PRICES AND STRONG DEMAND FOR HRC HSX: HPG

<BUY: 26%> <MP: 47,250> <TP:59,000> STOCKINFO FINANCIALS 2020A 2021F 2022F
60 - Volume (000 shares, RHS) [ 4000 Low Risk Sector Basic Materials Revenue (VND Bn) 90,119 143,454 154,861
. brice (000 VND, LHS) i Market Cap (6 mn) 211,346 NPATMI (VND Bn) 13,439 32,724 33,546
L 3000 3 ROA (%) 10.3 22 18.2
40 - Firizi?als ? HighGrowth  CUrrent Shares O/S (mn shares) 4473 ROE (%) 228 328 27.4
30 A - 2000 0 3M Avg. Volume (K) 30,965 EPS (VND) 2,824 6,877 7,050
20 A 3M Avg. Trading Value (VND Bn) 1,656 Book Value (VND) 13,204 22,301 27,351
- 1000 . . Cash dividend (VND) 0 500 2,000

10 4 Remaining foreign room (%) 22
el Urder Valed P/E (x) (*) 6.6 7.0 6.9

0 * ‘ ‘ 0 anage 2- k VN 21,700 - 67,800
08/20  11/20  02/21  05/21 >2-weekrange (VND) P/B () (%) 2.3 2.2 1.8

INVESTMENT RATIONALES

HPG can maintain a high profitability in the flat segment in 2H and 2022 due to high prices, favorable trade, and environmental policies in China and Europe.

* HPG’s hot rolled steel (HRC) price in 3Q will keep increasing, from USD 870/ton to USD 960/ton. We expect that the HRC price can remain at USD 900/ton in 4Q. Hence, the company can see
its GPM at 38.5% in 2H2021.

* For 2022, HPG'’s profitability in the flat steel segment can be still high. EU’s trade defense on steel import, which focuses on India, Turkey, and South Korea, while the rising carbon price in

the EU, leading to high steel production cost in EU, will be favorable market conditions for Vietham’s producers. The competition from China can decrease as this country is forcing
decarbonization and reduce steel export.

* The company has plentiful production capacity to reach high sales volume growth after the pandemic.
* After the pandemic, demand for construction steel can recover, allowing HPG to sell more finished products and to reduce billet export volume, which has low gross margin.

* We expect HPG’s construction steel sales volume will grow by 15% YoY in 2022, higher compared to a pace of 9% YoY in 2021.

RISKS TO OUR CALL
* Steel prices can decrease sharply, thus, harming HPG’s GPM.

* Changes in EU’s trade policies can affect HPG’s NPAT significantly.
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SECURITIES

RONGVIET % / TH2021: NEW FACTORIES MET FAVORABLE MARKET CONDITIONS

Figure 1: Leading construction steel companies’ price (VND/kg)

HPG —Southern Steel Company —\/ina Kyoei
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Source: Rong Viet Securities
Figure 2: Sales volume, by product (thousand tons)
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Source: HPG, Rong Viet Securities

HSX: HPG

1H: Revenue of VND 66,295 bn (+67%YoY); NPAT of VND 16,751
bn (+231% YoY); sales volume of 4.36 million tons (+62% YoY).

Increasing steel prices enhanced gross margin

* Quarterly HRC prices rose by 20% QoQ in 1Q and 26% QoQ to
reach USD 870/ton in 2Q. Construction steel prices also rose

strongly during the same period (figure 1).

* Material inventory accumulated at low prices allowed HPG to
have a gross margin of 29.7% in TH2021, increasing from 18.8%
in 1TH2020.

High-profitability product sales volume increased strongly

e HPG boosted finished construction steel exports as domestic
demand was relatively weak. Sales volume grew by 22% YoY to

1.84 million tons in 1H, of which exports volume rose by 80%,

800 while domestic sales grew by only 12%.

60

20 * Robust demand from EU-North America has boosted HRC and

20 coated steel sales. HRC volume reached 1.33 million tons in TH,
=N — = contributing of 30.5% total steel sales (internal and external).
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SECURITIES

RONGVIET % / 2H2021: FLAT STEEL SEGMENT CAN MAINTAIN IMPRESSIVE PROFITABILITY HSX: HPG

Figure 3: Steel segment’s gross margin (%) and gross profit (VND bn)

Flat steel segment: Profit margin to keep increasing compared to 1TH

mmm Construction steel (LHS) mmm HRC (LHS) . . . .
) ) e Downstream demand for domestic HRC is strong owing to vibrant coated
mmm Steel pipes & Coated steel (LHS) == Gross margin (RHS)

25,000 40.0% steel export activities to EU and North American, which imposed a high
tax on China’s steel.

20,000 28.2% 27.2% 30.0%
: ' *  HPG’s HRC price in 3Q is roughly USD 960/ton and is forecasted to be USD
15,000 20.0% 900/ton in 4Q. Due to high selling prices, we expect the company can earn
10,000 a GPM of 37.5% in 2H, increasing slightly from 34.4% in 1H. GPM in this
5 000 10.0% segment can reach 36.2% in 2021.
§ § 0.0% e For 2022, we expect HRC's GPM will be still high, reaching 31%, due to
2020E 2021F 2022F 2023F e favorable demand and prices in Europe and North America.
Source: Rong Viet Securities Construction steel segment: Weak construction steel demand and rising
. roduction cost
Figure 4: Sales volume forecast (thousand tons) i
¢ Domestic steel demand is weak in 2H due to measures to control the
B Finished Cons' steel m Steel billets * Steel pipes = Coated steel = HRC pandemic. HPG could sell 880,000 tons of finished products in 3Q, and
5000 1.02 million tons in 4Q. Sales volume in 2H2021 can be flat YoY.

*  Rising production costs caused by both iron ore and coking coal, coupled
with weak demand, will put pressure on profitability. We expect GPM can

3,000 decrease from 24.0% in 1H to 15.8% in 2H. GPM in this segment can reach
19.8% in 2021.
2,000
For 2022, we expect demand for construction steel to recover, and HPG's
1,000 I- l . I I sales volume to increase by 15%.

- We forecast revenue and NPAT will be VND 77,000 bn (USD 3,348 mn, +53%
2018 2019 2020 2021E 2022F YoY) and VND 16,300 bn (USD 709 mn, +93% YoY) in 2H2021.

Source: HPG, Rong Viet Securities
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4,000



RONGVIET ) / BOOSTING EXPORT ACTIVITIES HSX: HSG

<MP:37,400> <TP:42,800> STOCKINFO FINANCIALS 2020A 2021F 2022F
Low Risk Sector Basic Materials Revenue (VND Bn) 27,543 46,025 58,908
50 1 Volume (000 shares, RHs) [ 30000 i Iy 182917 NPATMI (VND Bn) 1,151 4393 3,575
Price (‘000 VND, LHS) 3 arket Cap (> mn) "~ ROA (%) 6.5 19.6 13.9
40 - - 20000 Firi‘;‘z?als f HighGrowth  Current Shares O/S (mn shares) 489.1 ROE (%) 17.4 41.1 255
0 3M Avg. Volume (K) 13046.5 EPS (VND) 2,588 8,353 6,798
20 - 10000 3M Avg. Trading Value (VND Bn) 507.4 BookV.aI.ue (VND) 14,860 21,863 28,661
- TS %) . Cash dividend (VND) 0 0 0

emaining foreign room :
o ansged Undervalued g TOTE i P/E () (¢ 60 45 56
08/20 11/20  02/21  05/21 g 52-week range (VND) 21,700-67,800 p/p () (%) 1.1 1.7 13

INVESTMENT RATIONALES
Robust demand overseas allows HSG to run coating factories at full capacity in 2H2021

* HSG will increase export volume in 4Q/FY20-21 to net-off the weak demand for coated steel in the domestic market. The company received sufficient orders overseas for production until
November-December. Coated steel export volume can increase by 10% QoQ in 4Q, while selling volume in the domestic market can decrease by 11% QoQ.

* HSG can increase export’s GPM to 19.5% in 4Q from 18.9% in 3Q. This is because export volume to the EU & US, which have a high GPM of roughly 22%, can grow by 120% QoQ to 184,000
tonsin 4Q.

HSG can maintain strong export volume in the next fiscal year due to strong demand, favorable trade and environmental policies in Europe

* EU and America are commencing a bunch of infrastructure projects, demanding large amount of steel. Besides, Vietnam’s producers benefit from the EU’s trade defense on steel imports,
which focus on India, Turkey and Korea. Rising carbon price in the EU leads to high steel production costs, which will make Vietnam steels competitive.

* We expect that HSG's export volume can be stable at 1.2 million ton in FY 2021-2022, which is high compared to previous years.

RISKS TO OUR CALL

» Changes in the EU’s trade policies can affect HSG's NPAT significantly.
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RONGVIET % / 9M/FY20-21: BENEFIT FROM STEEL PRICE AND STRONG DEMAND OVERSEAS HSX: HSG

Figure 1: Revenue and NPAT (VND bn)

9M: Revenue of VND 32,932 bn (USD 1,419mn,+72%YoY); NPAT of

R LHS G fit (RHS NPAT (R
evenue (LHS) ross profit (RHS) (RHS) VND 3,308 bn (USD 142mn, +372% YoY); sales volume of 1,731,000
35,000 7,000 tons (+56% YoY);
30,000 6,000
25,000 5,000 ASP increasing by 10% YoY.
20,000 l 4,000 .
- |/ 3,000 Interest expenses dropping from VND 446 bn (USD 19mn) to VND

15,000
10,000 l I . 2,000 320 bn (USD 14mn) in 9M.

>000 . - - ‘ 1,000 Increasing steel prices boosted the gross margin
9M2016 9M2017 9M2018 9M2019 9M2020 9M2021 J

Source: Rong Viet Securities

Figure 2: Sales volume (thousand tons)

Quarterly HRC prices rose by 20%-31% QoQ each quarter from USD
582/ton in 1Q/FY20-21 to USD 920/ton in 3Q.

e Gross margin increased from 16.1% in 9M/FY19-20 to 19.2% in

m Steel pipes  m Coated steel, export ~ m Coated steel, domestic 9M/FY20-21.
250,000 Selling volume increased strongly mainly due to export activities
?gg:ggg In 9M, coated steel volume grew by 59%, of which export volume
100,000 grew by 110%.
20,000 I I I I I I I I I I | | | | | I I Robust demand from EU-North America has boosted export
0 c0 0020228888888 88/arRRR R volume. These markets accounted for 25%-30% of export volume in
$345382553358585888255 0

Source: HSG, Rong Viet Securities
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SECURITIES

RONGVIET % / OUTLOOK: COUNT ON EU-AMERICA MARKETS HSX: HSG

Figure 3: HSG’s inventory (VND bn) and HRC price (USD/ton) 4Q/FY20-21: Focus on export markets
we Inventories (LHS) ~ ——HRC price (RHS) o, e HSG can increase its export volume from 304,000 tons in 3Q to 334,000 tons
14,000 1,000 in 4Q. Coated steel selling volume can reach 480,000 tons in 4Q, increasing
12,000 700 800 by 3% QoQ.
10000 o3 coy 582 , , .
8,000 482 450 482 . 492 600 « Steel pipes selling volume can decrease by 18% to 116,500 tons due to
6,000 ) 11646 400 directive-16 implementation in the South of Vietnam.
‘21888 41537 41933 alal4 4b7: 4994 4585 5526 4775 2 200 *  EU-America markets can increase export portion in sales volume from 27% in
’ 0 0 3Q to 55% in 4Q. GPM in these market is roughly 22%.
O WO O WO D D D DA D * GPM can fall to 19.5% in 4Q from 22.7% in 3Q as we expect GPM in the
Ofé OfZ\ Ofé Ofé 0&* 0&* OfZ\ Ofé Ofé 0&* domestic market can decrease from 28% in 3Q to 20% in 4Q due to the weak
A 2 M S M S N N demand and stable steel prices.
source: fong Viet Securities »  Revenue: VND 13,095 bn (USD 564mn), +57%. NPAT: VND 1,100 billion (USD
Figure 4: Sales volume forecast (thousand tons) 47mn), +144% Yoy,
] Coated. steel, export | Coatgd s_teel, domestic FY21-22: Market conditions allow HSG to maintain a high export volume
Steel pipes Plastic pipe
2,500 * Export volume is expected to be stable at 1.2 million tons owing to favorable
2,000 trade policies and robust demand in Europe after the pandemic, which may
come from rising infrastructure investments.
1,500
*  Domestic coated steel & steel pipe volume are expected to grow by 6% YoY.
1, . . .
000 * GPMin 2022 can fall from 19.2% to 14.1 % mainly due to stable steel prices.
500 As a result, NPAT can decrease by 19% YoY to VND 3,575 bn (USD 154mn).

, FY22-23: Due to EU’s carbon border, HSG’s export volume can decrease by
2018-2019  2019-2020F 2020-2021F 2021-2022F 2022-2023F 15% and GPM fall from 14.1% in previous FY to 12.7%.

BLOOMBERG VDSC <GO> a

Source: HSG, Rong Viet Securities



SECURITIES

RONGVIET % / EXPORTING TO BOOST SALES AND PROFITABILITY HSX: NKG

<BUY: 24%> <MP: 34,550> <TP:42,500> STOCKINFO FINANCIALS 2020A 2021F 2022F
60 Volume (000 shares, RHS) [ 4000 LSOW Risk Sector Basic Materials Revenue (VND Bn) 11,560 28,166 29,062
50 | Price (000 VND, LHS) i Market Cap ($ mn) 6288.1 NPATMI (VND Bn) 295 2,264 1,503
- 3000 3 ROA (%) 3.9 20.1 12.4
40 | FinGacl)wc;cijaIs ? High Growth Current Shares O/S (mn shares) 182.0 ROE (%) 93 43. 232
. L 2000 3 3M Avg. Volume (K) 5237.8 EPS (VND) 1,101 11,820 7,847
| 000 3M Avg. Trading Value (VND Bn) 169.1 BookValue (VND) 17,479 28,799 35,646
20 . . Cash dividend (VND) 0 300 1,000
Remaining foreign room (%) 35.2 P/E (x) (¥ 9. 3 o

10 : : : 0 Well M d Under Valued _ ; ) ’ -
08/20 1120 02/21  05/21 o Henage ndertalue 52-week range (VND) 21,700-67,800 p/B (x) (*) 0.9 1.3 1.1

INVESTMENT RATIONALES

Strong exporting activities will net-off the weak demand in domestic market in 2H2021

* NKG has received orders for production until November, helping factories run at full capacity in 2021. Export volume can account for roughly 80% of total coated steel sales volume.

* NKG can earn high export profit margin in 2H2021, compared to 2H2020 as NKG accumulated cheap HRC in June, coupling with the increasing ASP in its main markets Europe, American.
Favorable trade and environmental policies in Europe can support NKG's export in the next year

* EU extends trade-defense policy on steel import by three years, which focus on South Korea, Turkey. Then, this will create opportunity for Vietnam’s exporters.

* Carbon prices have been increasing, leading to high steel production cost in EU compared to many countries, such as Vietnam and India.

Expanding capacity to seize opportunities

* NKG is building a new warehouse and moving its steel pipe production lines to new factory, which can increase steel pipe capacity by 80% to 330,000 tons and coating capacity by 15% to
1.15 million tons.

RISKS TO OUR CALL
* Changes in EU’s trade policies can affect NKG’s NPAT significantly.
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RONGVIET % / TH2021: TOOK ADVANCE STEEL PRICE UPTREND AND EXPORT CHANCES HSX: NKG

Figure 1: HRC price (USD/ton) and GPM (%)

: . 1H: Revenue of VND 11,862 bn (USD 511mn, +149%YoY); NPAT of
——HRC price (LHS) —Gross margin (RHS) 18.6%

1,000 - 20.0% VND 1,166 bn (USD 50mn, +1,884% YoY); sales volume of 518,000
900
200 15.0% tons (+75% YoY)
200 10.0% !’osmve effect of increasing steel price was amplified by large
600 o0 inventory
500 = *  Quarterly HRC price rose by 31% QoQ from USD 700/ton to USD
400

1 0.0% 920/ton. NKG earned large profit by accumulating HRC at

N RRXLERI O QO DD D> relatively low price in March. Its inventory increased by 63% QoQ
B RS AK KK KT KT KT KT KT K AR LK KT KK i i
FoedIFIFodIFod IS in 1Q in terms of value.
Source: Rong Viet Securities ¢ 2Q2021 ASP increased by 28% QoQ.

Figure 2: Coated sales volume, by market (thousand tons) Gross margin increased from a high level of 12.6% in 1Q to 18.6%

00 m Export m Domestic in 2Q, which was very impressive compared to historical margins.

Export brings high profitability and boost sales volume

80

60 * Due to the large difference of HRC price between Europe and

20 Vietnam, NKG earned high GPM for exporting, which we estimate
was roughly 22%.

20

Export volume increased by 160% YoY to 518,000 tons in 1H,
contributing roughly 59% to total sales volume. This implied that
most its factories ran at full capacity and the company also used
external CRC to exploit coating capacity of one milline ton/year.
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RONGVIET % / OUTLOOK: EXPORT WILL SUPPORT NPAT IN 2H AND 2022 HSX: NKG

Figure 3: Inventory (VND bn) increased sharply in 2Q2021 2H2021: Focus on export markets

7,000 5958 e Currently, HRC prices reached USD 1,400/ton in Europe, higher compared
6,000 to USD 900-1000/ton in Vietnam, implying high GPM for exporting
5,000 segment.

4,000 3,500 . .

' *  We forecast that GPM for exporting to EU can reach 19% in 3Q2021, lower
3,000 2,150 than 2Q2021 but still better than that in last year. Overall, GPM can
2,000 decrease to 12.2% in 2H2021 from 16.1% in TH2021 because steel prices
1,000 can be stable in 2H2021, while increasing strongly in 1TH2021.

0
D D D DO O O 9 O 0 O O N AN * Despite pandemic, NKG's factories can run at full capacity owing to large
N NN NN NN NN AP AP0
<<* <<* <<* <<* <<* ‘3 ‘é <<* ‘é ,* ,* ,* ,* 55 orders from Europe and North America. Volume is forecasted to reach 536
FFIFIFFIdIFIFTIdIIXFY
thousand tons in 2H2021, +32% YoY.
Source: Rong Viet Securities
o . [0)
Figure 4: Sales volume forecast (thousand tons) Revenue and NPATMI to post VND 16,350 bn (USD 705mn), +140% and
VND 1,160 bn (USD 50mn), +390% YoY, respectively in the H2 2021.
——Coated steel export ——CS in domestic market ~——Steel pipes L . .
800 2022: NKG can maintain strong export volume and increase capacity.
667
642

* We expect that export volume can grow slightly in 2022 owing to

600 favorable trade policy, and robust demand in Europe after the pandemic,

N which may come from rising infrastructure investments.

400
2 212 232 255 * NKG is investing roughly VND 120 billion (USD 5.2mn) in its new
200 e warehouse and steel pipe factory (moved from NK2 factory). Coated steel
— N 176 184 and steel pipe capacity will increase by 15% and 80% respectively in 2022.
141

0 119 *  GPM in 2022 will decrease from 13.7% to roughly 9.0% due to stable steel

2018 2019 2020 2021E 2022F prices. NPAT in 2022 will decrease by 34% to VND 1,500 bn (USD 64.7mn).

Source: NKG, Rong Viet Securities
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RONGVIET % / FACING DIFFICULTIES IN THE SHORT-TERM HSX: SMC

<MP: 46,700> <TP:47,500> STOCKINFO FINANCIALS 2020A 2021F 2022F
Low Risk q q

60 1 Volume (000 shares, RHS) [ 4000 5 Sector Basic Materials Revenue (VND Bn) 15,736 23,345 23,755
o 4 Market Cap ($ mn) 2845.1 NPATMI (VND Bn) 300 820 409
* Price (OOOVND/LHS) 4 200 3 ROA (%) 45 115 57
40 - Fi;‘:ﬁals f High Growth ~ Current Shares O/S (mn shares) 60.9 ROE (%) 198 36.1 157
30 4 L 2000 0 3M Avg. Volume (K) 913.6 EPS (VND) 4932 13295 6,641
20 | 3M Avg. Trading Value (VND Bn) 35.7 BookValue (VND) 24,907 37,202 42,843
- 1000 Rmrefint ng Geretan e (G4 270 Cash dividend (VND) 1,000 1,000 1,000

10 + 0 .
Well Managed Under Valued P/E (X) (*) 4.0 3.3 6.6
0 , , , 0 52-week range (VND) 21,700-67,800 P/B (x) (*) 0.8 1.2 1.0

08/20 11/20 02/21 05/21

INVESTMENT RATIONALES
SMC'’s sales activities will face obstacles from measures to control COVID-19 in 3Q, but can recover in 4Q

* By applying Directive-16 in the South, construction activities in the South will be suspended at least until August. We expect that trading and manufacturing volume will decrease by 19%
QoQ and 15% QoQ respectively in 3Q, before growing 24% QoQ and 54% QoQ in 4Q as we expect that the demand will recover quickly after social distancing.

* Total volume can reach 1.2 million tons in 2021, 14% lower than our expectations before applying Directive-16 in the South.
New factories can be completed in early 4Q, allowing seizing recovering demand after the pandemic

» Two new factories, including a Coil Center and a Precision Mechanical factory, can start operating in late-September. SMC’s coil processing capacity will increase be 32.5% in 2022, reaching
530,000 tons of products.

» We expect these factories can provide 16,500 tons of products in 2021, contributing 4% to processing coil volume, before increasing to 150,000 tons in 2022, contributing 31% to
processing coil volume.

RISKS TO OUR CALL
* Iron ore prices can decrease sharply, leading to lower steel prices, thus, harming GPM. Besides, measures to control COVID-19 can be extended, thus affecting negatively SMC’s sales volume.

* Upside risk can come from China’s export tax on HRC, which can boost HRC price in Vietnam, then impacting on domestic steel pipe and coated steel prices.
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RONGVIET % / 1H: NPAT REACHED RECORD LEVEL HSX: SMC

Figure 1: Revenue (VND bn) and Gross margin (%)

1H REVIEW:
R LHS — in (RHS
7,000 evenue (LHS) ross margin { )” oo 140% Revenue of VND 11,019 bn (USD 475 mn, +56%YoY); NPAT of VND 710 bn
6,000 > 12.0% (USD 30.6 mn, +1,244% YoY); APS increased by 49% YoY.
8.5% 0
2888 7.2% ;%OO//O SMC’s inventory period has been increasing since 4Q2020 and enough for
/] . (0]
3,000 5.29%.4% 49% [ > 6.0% two-month production in 2Q2021. Working capital was managed well as
2,000 -3%2.2/ 4.0% the cash conversion cycle remained 29.4 days, lower than 2018-2019 level.
1,000 2.0% Increasing steel prices, coupled with low-price inventory, boosted
i o o 0 5 N N . 0.0% gross margin
W \ \\ N\ P yV v
\Q\'l9 Cx Cx tx tx tx 0 « Quarterly HRC prices rose by 20%-31% QoQ each quarter from USD
, . 582/ton in 1Q/FY20-21 to USD 920/ton in 3Q.
Source: Rong Viet Securities
i 2: Activi ios (d * The company accumulated roughly 125,000 tons of flat steel at the
igure 2: Activity ratios (days) average price of USD 760/ton in March. Hence, it earned large profit
Receivable p?r'Od Inventory pel’.IOd from the increase of steel price in 2Q, exposing on a record high gross
20,0 Payables period —(Cash conversion cycle margin of 11.5%.
60.0 60.1 Strong demand allowed SMC to run its factories at full capacity in 5M,
50.0 before facing a decrease in sales due to the pandemic
40.0 /"\ o After the pandemic’s peak in 2Q2020, manufacturing, and
= ‘ 3 truction activities have recovered, leading to robust demand for
30.0 29.4 constru , g
0.0 N steel products and coil-processing services.
> B D B O O * Steel pipe and processed coil volume reached 103,000 tons (+20%
\\ \\ \\ \'\ % \ O\ 0\’1’ O\"’ 0\"’ 0\"’ 0\"’ 0\"’ YoY) and roughly 200,000 tons (+0% YoY) in TH, respectively.

e Sales volume in TH reached 646,305 tons (+4.4% YoY).
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Figure 3: Inventory (VND bn) and HRC price (USD/ton)

2H: FROM PEAKTO NORMAL

Inventory (LHS) ===HRC prices (RHS)
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Figure 4: SMC’s sales volume forecast (thousand tons)
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0
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Source: SMC, Rong Viet Securities

2023F

HSX: SMC

Demand can be very weak in 3Q, but it can recover fast in 4Q

» Sales activities face challenges due to the rainy season, high steel
price, and Directive-16 implementation in the South. We expect
sales volume can decrease by 17% QoQ in 3Q, and then grow by
34% QoQ in 4Q.

*  We estimate inventory volume has increased by 10% QoQ in July.
In which, flat steel inventory is sufficient for production in three
months (140,000-150,000 tons), and the construction steel
inventory period is roughly one month (~45,000 tons).

e GPMinin 2H can fall from a 2Q record level because HRC price is
expected to be stable in 2H while increasing sharply in TH.

e We expect NPAT in 2H will decrease to VND 120 bn (USD 120mn), -
50% YoY.

New factories and recovering steel demand can bring back
growth momentum, but GPM can decrease in 2022

* Coil-processing volume can increase by 10% in 2022, with 100,000
tons from new factories.

* GPM can fall to 4.4% in 2022, from 6.8% as the effect of increasing
steel prices will fade. NPAT can decrease to VND 410 bn (USD 17.7
mn) in 2022, before increasing to VND 480 bn (USD 7.76mn) in
2023 as factories will ramp up steadily.
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