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Hoa Sen Group (HSG - HSX)
The hard part has gradually done!

Particulars (VND bn) Q3-FY13/14  Q2-FY13/14 +-qoq  Q3-FY13/14 +-yoy
Net Revenues 43254 3,342.2 29% 3,261.5 33%
EBIT 110.9 67.8 64% 185.4 -40%
PAT 183.4 133. 38% 265.6 -31%
EBIT margin (%) 4.2% 4.0% 26bps 8.1% -390bps

Sources: HSG

e Disappointed earnings in the first 3 quarters of the fiscal year.

e Speeded expansion of capacity and distribution network.

e Disadvantages of HSG' cash management model in expansion phase.
e FY2013-2014 business’ prospect.

Outlook and Valuation:

HSG is pursuing a blitz strategy in its investments in order to take advantage of
economies of scale. In comparison with its peers, HSG has cutting-edge technologies
and has been quite successful in establishing itself as a prestigious brand. Those, in
combination with a wide distribution network are the reasons why we think HSG will
succeed in increasing sales volume and revenue. Nonetheless, expanding production
scale and markets are not easy tasks. For instance, the Company has had to sacrifice a
portion of its profit margins to push sales in the context of high material price volatility.
Moreover, the increase of the debt burden makes the impact of financial expenses on
net income increasingly concerning. In FY2013-14, we forecast that HSG's sale volume
will continue to increase such that revenue will reach about VND15,415 bn (+31% yoy)
and net profit about VND399 bn (-38% yoy), translating to EPS of VND4,140.

Based on relative valuation, we think current market price of HSG has reflected
reasonable company prospect for FY 2013-2014. However, with the brighter expectation
for the next fiscal year, we suppose that investor could consider HSG as an investment
opportunity if its gross margin shows a positive shift, especially in Q1 of FY2014-2015.
Based on 3 valuation methods, i.e. the 5-year cash flow for the firm discount model
(FCFF), the P/E approach and EV/EBITDA method, we estimate that the intrinsic per-
share value of HSG is VND48,100. In comparing this with the closed price as of August
20, 2014, we rate the stock as ACCUMULATE in the INTERMEDIATE term.

Key financials

Y/E Dec (VND bn) FY11/12 FY12/13 9M-FY13/14 FY13/14E FY14/15F
Net Revenues 10,088.0 11,759.9 10,966.0 15,414.6 17,869.8
% chg 23.5% 16.6% 28.1% 31.1% 15.9%
PAT 368.1 580.8 281.4 398.7 612.1
% chg 129.8% 57.8% -47.7% -31.4% 53.5%
EBIT margin (%) 3.6% 4.9% 2.6% 2.6% 3.4%
ROA (%) 6.6% 9.3% 5.4% 7.8%
ROE (%) 19.4% 27.5% 17.4% 24.0%
EPS (VND) 3,761 5,941 4,140 6,355
Adjusted EPS (VND) 2,195 5,941 4,140 6,355
Book value (VND) 20,027 21,931 23,511 27,084
Cash dividend (VND)

P/E (x) 4.6 6.7 10.9% 6.5%
P/BV (x) 0.9 1.8 1.8*% 1.5%

Sources: HSG, RongViet Securities, *Stock price as of 20/08/2014
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Exhibit 1: 3QFY13/14 and YTD Results

Particulars (VND bn) Q3-FY13/14 Q2-FY13/14 +-(qoq) Q3-FY12/13 +-(yoy) 9M-FY13/14 +/-(yoy)
Net Revenues 43254 3,342.2 29.4% 3,261.5 32.6% 10,966.0 28.1%
Gross profits 453.8 386.8 17.3% 502.5 -9.7% 1,244.7 -8.7%
SGRAC 284.9 265.9 7.2% 2274 25.3% 775.2 33.3%
Operating Income 126.0 69.5 81.4% 2155 -41.5% 3223 -47.8%
EBITDA 275.9 216.3 27.5% 3424 -19.4% 758.6 -23.5%
EBIT 183.4 133.1 37.8% 265.6 -31.0% 504.8 -34.7%
Financial expenses 534 61.2 -12.8% 74.8 -28.7% 173.4 -9.8%
- Interest Expenses 395 50.7 -22.1% 46.2 -14.5% 137.2 -8.1%
Dep. and amortization -92.5 -83.3 11.0% -76.7 20.5% -253.8 16.2%
Non-recurring ltems (¥)
Extraordinary Items (¥) 17.9 12.9 38.7% 3.9 358.0%
PBT 143.9 824 74.7% 2195 -34.4% 367.5 -41.1%
PAT 110.9 67.8 63.6% 185.4 -40.2% 2814 -47.7%
(*) Adjusted PAT 97.1 57.1 69.9% 182.1 -46.7% 2814
Sources: HSG, RongViet Securities
Exhibit 2: Q3-FY13/14 performance analysis
Particulars Q3-FY13/14  Q2-FY13/14 +-(qog)  Q3-FY12/13 +-(yoy)
Profitability Ratios (%)
Gross Margin 10.5% 11.6% -108bps 15.4% -491bps
EBITDA Margin 6.4% 6.5% -10bps 10.5% -412bps
EBIT Margin 4.2% 4.0% 26bps 8.1% -390bps
Net Margin 2.6% 2.0% 54bps 5.7% -312bps
Adjusted Net Margin 2.2% 1.7% 53bps 5.6% -334bps
Turnover *(x)
-Inventories 48 33 15 4.2 0.6
-Receivables 20.6 16.0 4.6 216 -1.0
-Payables 20.7 10.7 10.1 14.6 6.2
Leverage (%)
Total Debt/ Equity 24 3.0 -0.7 20 04

Sources: HSG, RongViet Securities (*) Annualized turnover

Disappointed earnings in the first 3 quarters of this fiscal year.

In the first 3 quarters of FY2013-14, the Company reported a 36.8-percent increase in sales volume to
595,911 tons. As the result, revenue also increased sharply to VND10,966 bn (+28.1% from a year
earlier). We saw a dramatic change in the net sales structure during the period wherein the share of
domestic sales in total sales increased to 36.5% while that of exports decreased to 40.5%. The increase
of local sales may be caused by the expansion of retail distribution since the early of the fiscal year,
company opened 2-3 new outlets per month average. By product, steel sheet remained the primary
sale, accounting for 54% of net sales with the total consumption volume up to 454,000 tons in the first 9

months of the fiscal year.

Please refer to important disclosures at the end of this report
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Figure 1: Sales by distribution channels Figure 2: Sales by products
® Exports mDomestic = Whole sale Others m Steel m Steel sheet = Plastic ' Others
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Source: HSG Source: HSG

Though revenue grew remarkably, the gross profit margin dropped sharply to 11.4% (as compared
t016% FY2012-13). We suppose this was because the Company did not benefit as much from raw
material speculation as it had previously done. In November 2013, HSG signed contracts to buy
approximately 500,000 tons HRC at the 550-560 USD/ton, said BoD Chairman Le Phuoc Vu at the
FY2012-2013 AGM. However, the downtrend in HRC price has since marched on, forcing the Company
to push sales in its distribution channels in order to liquidate the remaining high-cost inventories of
finished products. The average selling price in the first 3 quarters of FY2013-2014 decreased 6% to
VND18.4 million/ton. After 9 months, net profit reached only VND281.4 bn, a 48-percent decrease from
a year earlier and an equivalent to 47% of the fiscal year’ profit target.

Figure 3: Hot Rolled Coil (HRC) price
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Please refer to important disclosures at the end of this report
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Speeding expansion of capacity and distribution network.

The completion of Hoa Sen Phu My Steel Sheet Plant Phase 2 would help HSG increase its cold rolling
capacity by 69% to 980,000 tons/year in 2014; the cold rolling line No. 4 was put into operation on
schedule in June and another will have been operational by September 2014. Aside from the two cold
rolling lines, a 150,000-ton-per-year coating line and a 400,000- ton-per-year hot galvanizing line were
completed in early 2014.

We expect the gross profit margin of HSG to increase after the completion of the second phase as: (1)
enlarged capacity in the cold rolling line will reduce outside service costs; (2) hot dip galvanized steel
(HGI) is now HSG's strength, standing second only to galvalume steel sheet (GL) in term of sales with its
share in total sales having increased from 15.4% in FY 2012-2013 to 18.8% in 1H FY 2013-2014. HGI
consumption prospect is fairly encouraging given its wide variety of applications in both civil and
industrial production. Moreover, HGI offers one of the highest profit margins in all of HSG's products.

In parallel with the expansion of capacity, HSG has planned to increase the number of retail outlets in
the local market from now to 2018. Since the beginning of the fiscal year, the Company has
continuously opened new outlets and already met its goal to open 20 new outlets in FY2013-2014.
According to the Company, the nationwide distribution network is one of its competitive advantages at
the moment. It allows HSG to be more flexible both in its sales policy and in dealing with material price
volatility. In the near future, the opening of new outlets should result in a growth of market share.
However, such strategy may also result in higher management risk while requiring more inventories to
be maintained within the system.

Figure 4: New retail outlets (2009-2018)

25 +
20
15

10

Source: HSG

For exports, the Company has distribution channels in more than 40 countries all over the world with
above 50% of its exports coming from South East Asian region but only small portion from the other
markets, including developed countries under the TPP. The current structure of exports plays an
important role in mitigating exchange rate risk; it also enables the Company to borrow USD at low
interest rate while gaining more flexibility in its sales policy. For upcoming periods, HSG intends to
increase the share of exports in its net revenue to 50%, which we see highly possible given the prospect
of Vietnam'’s signing into trade agreements such as the Vietnam-EU FTA and the TPP.

Please refer to important disclosures at the end of this report
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Figure 5: Liquidity ratios
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Disadvantages of HSG’ cash management model in expansion phase.

For its unique style of management, the Company usually maintains only a low amount of cash in hand
during the business cycle, about VND100-150 bn average; working capital is funded mostly with short-
term borrowings. This management model has put the Company’s liquidity in alert with both current
ratio and quick ratio being lower than 1; the risk appears even higher when the firm expand its business.
In FY2010-11, for example, when Phase 1 of Hoa Sen Phu My steel sheet plant was put into operation,
the current ratio decreased to 0.88 times and gross profit margin to only 12.9% from the average of 19%

during FY 2009-2010.

Current ratio Quick ratio
0.97 0.97
0.96
0.38
0.36 0.40
0.30 0.91
0.28
0.88

2009-2010 2010-2011

Source: HSG, RongViet Securities

2011-2012 2012-2013 Q3 (2013-
2014)

From our perspective, the Company has been in same situation again in FY 2013-2014. In order to
prepare for new production lines of Phu My Plant Phase 2, the Company has invested heavily in
materials. The fact that the Company stepped up in its material purchase (mainly HRC) while HRC price
was falling put a heavy downward pressure on the profit margins, gross profit margin in the first 3
quarter of the fiscal year was only 11.4%. Nonetheless, we think company has fixed its mistake partly
through pushing production and sales. The financial report at the end of Q3 showed that company has
dealt a large number of inventories of raw materials. So that, inventories of raw materials decreased to
VND392 bn, a sharp fall compared to the earlier two quarters. However, inventory of finished goods was
still high and company must continue to intensify sales in the last quarter. We suppose this may be one
of the reasons that HSG has expanded its retail distribution rapidly since the early of this fiscal year and
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Figure 6: Gross profit margin
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Source: HSG, RongViet Securities

the number of new outlets exceeded this year plan .

FY 2013-2014 business’ prospect.

Quarter 4 is usually off-season stay of domestic demand due to rainy season, thus, company will balance
its sales’ strategy through pushing exports. In parallel with diversifying local sales’ points through new
outlets, we expect sales’ speed of HSG will be maintained, estimated sales volume is about 242,000 tons,
increases slightly compared to Q3. Meanwhile, average selling price may not change much because
there is still high finished goods’ stock level in the warehouse. In general, we do not expect much about
the last quarter’ business result, estimated revenue for the FY2013-14 is about VND15,415 bn (+31%yoy)
and net income about VND399 bn, a year-on-year decline of roughly 31%, an equivalent to only 66.5%

its full-year profit target.

Please refer to important disclosures at the end of this report
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Exhibit 3: Quarter 4 and FY2013-2014 Forecast

Particulars (VND bn) Q4-FY13/14E 2014 Plan 2014E +/-yoy
Net Revenues 4,448.6 14.000 15,414.6 31.1%
Gross profits 5339 1,778.6 4.2%
EBIT 170.2 674.9 20.3%
PAT 1173 600 398.7 -31.4%

Sources: HSG, RongViet Securities

Though, we expect the Company could gain better results in the next fiscal year after the new cold
rolling line is put into operation. In addition, the downtrend of HRC price has been steadied recently
which also is considered to be a positive factor for the Company.

Outlook and valuation

HSG is pursuing a blitz strategy in its investments in order to take advantage of economies of scale. In
comparison with its peers, HSG has cutting-edge technologies and has been quite successful in
establishing itself as a prestigious brand. Those, in combination with a wide distribution network are the
reasons why we think HSG will succeed in increasing sales volume and revenue. Nonetheless,
expanding production scale and markets are not easy tasks. For instance, the Company has had to
sacrifice a portion of its profit margins to push sales in the context of high material price volatility.
Moreover, the increase of the debt burden makes the impact of financial expenses on net income
increasingly concerning. In FY2013-14, we forecast that HSG's sale volume will continue to increase such
that revenue will reach about VND15,415 bn (+31% yoy) and net profit about VND399 bn (-38% yoy),
translating to EPS of VND4,140.

Based on relative valuation, we think current market price of HSG has reflected reasonable company
prospect for FY 2013-2014. However, with the brighter expectation for the next fiscal year, we suppose
that investor could consider HSG as an investment opportunity if its gross margin shows a positive shift,
especially in Q1 of FY2014-2015. Based on 3 valuation methods, i.e. the 5-year cash flow for the firm
discount model (FCFF), the P/E approach and EV/EBITDA method, we estimate that the intrinsic per-
share value of HSG is VND48,100. In comparing this with the closed price as of August 20, 2014, we rate
the stock as ACCUMULATE in the INTERMEDIATE term.

V;I:&tlt;n Price Weight Avearge
FCFF 50,781 60% 30,468
EV/EBITDA 43,313 20% 8,663
P/E 45,204 20% 9,041
Gid binh quan 100% 48,172

Please refer to important disclosures at the end of this report
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VND Billion

VND Billion
INCOME STATEMENT FY11/12 FY12/13 FY13/14E FY14/15F
Revenue 10,088.0 11,759.9 154146 17,869.8
COGS 86828 10,0524 13,636.0 155388
Gross profit 1,405.1 1,707.5 1,778.6  2,330.9
Selling Expense 386.4 4913 693.7 822.0
G&A Expense 261.2 350.5 400.8 500.4
Finance Income 48.6 39.7 34.0 44.6
Finance Expense 409.2 246.6 262.3 298.4
Other profits 14.7 20.3 60.0 30.0
PBT 411.6 679.0 515.8 784.7
Prov. of Tax 43.5 98.2 117.1 172.6
Minority's Interest 0.0 0.0 0.0 0.0
PAT to Equity Shareholder 368.1 580.8 398.7 612.1
EBIT 751.9 846.9 674.9 967.8
EBITDA 1,025.9 1,137.4 990.0 1,331.0
%
FINANCIAL RATIO FY11/12 FY12/13 FY13/14E FY14/15F
Growth
Revenue 23.5% 16.6% 31.1% 15.9%
Operating Income 35.8% 14.3% -21.0% 47.4%
EBITDA 172.5% 10.9% -13.0% 34.5%
EBIT 346.3% 12.6% -20.3% 43.4%
PAT 129.8% 57.8% -31.4% 53.5%
Total Assets -10.0% 34.2% 7.9% 4.7%
Equity 13.2% 9.5% 7.2% 15.2%
Internal growth rate 6.1% 15.6% 6.4% 14.1%
Profitability
Gross profit/Revenue 13.9% 14.5% 11.5% 13.0%
Operating profit/ Revenue 7.5% 7.4% 4.4% 5.6%
EBITDA/ Revenue 10.2% 9.7% 6.4% 7.4%
EBITDA/ Revenue 7.5% 7.2% 4.4% 5.4%
Net margin 3.6% 4.9% 2.6% 3.4%
ROAA 6.6% 9.3% 5.4% 7.8%
ROIC or RONA 29.6% 31.1% 22.3% 28.4%
ROAE 19.4% 27.5% 17.4% 24.0%
Efficiency
Receivable Turnover 14.5 15.6 19.2 19.3
Inventory Turnover 49 4.4 4.8 53
Payable Turnover 9.3 9.3 8.5 8.7
Liquidity
Current 1.0 1.0 1.0 1.1
Quick 0.4 0.3 0.4 0.4
Solvency
Total Debt/Equity 163.4% 222.9% 225.1% 195.4%
Current Debt/Equity 101.1% 127.3% 116.9% 94.8%
Long-term Debt/ Equity 30.0% 26.6% 37.2% 30.4%

BALANCE SHEET
Cash and equivalents
Short-term investment
Receivables
Inventories

Other current assets
Total Current Asset
Tangible Fixed Assets
Intangible Fixed Assets
Construction in Progress
Investment Property
Long-term Invest ment
Other long-term assets
Long-term Asset
Total Asset

Payables

Other current liabilities
Current Debt
Long-term Debt

Other long-term liabilities
Total Liability
Owner’s Equity
Capital

Retained Earnings
Funds & Reverses
Others

Total Equity
Minority’s Interest
TOTAL RESOURCES
CASH FLOW STATEMENT
Profit before tax
-Depreciation
-Adjustments

+/- Working capital
Net Operating CFs

+/- Fixed Asset

+/- Deposit, equity investment
Interest, dividend, cash profit
received

Net Investing CFs

+/- Capital

+/- Debt

Dividend paid

Net Financing CFs

+/- cash & equivalents
Beginning cash & equivalents
Impact of exchange rate

Ending cash & equivalents

FY11/12

67.4

4.0
757.9
1,539.8
236.9
2,606.1
2,199.5
240.3
26.0

0.0

59.5
191.6
2,716.9
5,322.9
495.0
152.9
2,039.9
606.3
5.0
3,299.2
2,018.5
1,007.9
605.1
10.7

0.0
2,018.5
0.0
5,317.7

FY11/12

411.6
274.0
338.0
-571.2
452.3
-59.9
0.0

39

-56.1
-28.1
-330.9
-96.6
-455.6
-59.4
128.4
-1.6
67.4

FY13/14E FY14/15F

FY12/13
177.3 399.6
0.0 0.0
748.2 860.4
3,019.6 2,648.1
269.8 503.4
4,214.8 4,411.4
2,2357 2,410.7
2345 230.8
197.1 390.0
0.0 0.0
59.5 53.1
200.6 208.6
2,927.3  3,293.2
7,142.2  7,704.6
1,390.9 1,500.0
128.9 177.2
2,814.4 2,771.1
588.0 881.7
5.0 5.0
4,927.3 5,334.9
2,2104  2,369.7
1,007.9 1,007.9
821.5 968.2
10.5 23.1
0.0 0.0
2,2104  2,369.7
0.0 0.0
7,137.7 7,704.6
FY12/13 FY13/14E FY14/15F
679.0 515.8
290.6 315.0
171.6 0.0
-920.3 65.9
220.9 896.7
-485.0 -680.7
0.0 -0.2
59 0.0
-479.1 -680.9
-24.3 0.0
735.1 250.4
-337.8 -243.9
373.0 6.5
114.8 2223
67.4 177.3
-4.9 0.0
177.3 399.6

304.7
0.0
989.4
3,212.8
453.0
4,959.9
2,538.5
227.1
100.0
0.0

53.1
185.3
3,103.9
8,063.9
1,709.3
203.0
2,588.2
828.6
5.0
5,334.0
2,729.8
1,007.9
1,328.3
23.1
0.0
2,729.8
0.0
8,063.9

784.7
363.2
0.0
-581.0
567.0
-174.0
0.0

0.0

-174.0
0.0
-236.0
-252.0
-488.0
-95.0
399.6
0.0
304.7

Please refer to important disclosures at the end of this report
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RESULT UPDATE

This report is created for the purpose of providing investors with an insight into the discussed company that may assist
them in the decision-making process. The report comprises analyses and projections that are based on the most up-to-
date information with the objective which is to determine the reasonable value of the stock at the time such analyses are
performed. Through this report, we strive to convey the complete assessment and opinions of the analyst relevant to the
discussed company. To send us feedbacks and/or receive more information, investors may contact the assigned analyst or
our client support department.

RATING GUIDANCE

Ratings
BUY ACCUMULATE NEUTRAL REDUCE SELL
Return Potential
Intermediate- term (up to 6 >20% 10% to 20% -5% to10% -15% to- 5% <-15%
months)
Long-term (over 6 months) >30% 15% to 30% -10% to 15% -15% to -10% <-15%
ABOUT US

RongViet Securities Corporation (RongViet) was established in 2007, licensed to perform the complete range of
securities services including: brokerage, financial investment, underwriting, financial and investment advisory and
securities depository. RongViet now has an operating network that spreads across the country. Our major shareholders,
also our strategic partners, are reputable institutions, i.e Eximbank, Satra, Viet Dragon Fund Management, etc... Along with
a team of the professional and dynamic staffs, RongViet has the man power as well as the financial capacity to bring our
clients the most suitable and efficient products and services. Especially, RongViet was one of the very first securities firms
to pay the adequate attention to the development of a team of analysts and the provision of useful research report to
investors.

The Analysis and Investment Advisory Department of RongViet Securities provides research reports on the macro-
economy, securities market and investment strategy along with industry and company reports and daily and weekly
market reviews

Network

Headquarter

Address: Floor 1-2-3-4, Viet Dragon Tower, 141 Nguyen Du, Ben Thanh Ward, Dist.1, Tp.HCM
Phone: 84.8 6299 2006 Fax: 84.8 6291 7986

Website: www.vdsc.com.vn

Ha Noi Branch Nha Trang Branch Can Tho Branch
2C Thai Phien - Hai Ba Trung District 50Bis Yersin - Nha Trang 08 Phan Dinh Phung -Céan Tho
- Ha Noi

DISCLAIMERS

This report is prepared in order to provide information and analysis to Rong Viet's clients only. It is and should not be construed as an offer to sell or a solicitation of
an offer to purchase of subscribe for any investment. No consideration has been given to the particular investment objectives, financial situation or particular
needs of any recipient. The readers should be aware that Rong Viet may have a conflict of interest with investors when does this research. Investors are advised
make their own financial decisions based on their independent financial advisors as they believe necessary and based on their particular financial situation and
investment objectives. Rong Viet will not take any responsibility for any loss/damages occurred as a result of using the information herein.

The views expressed in this research report accurately reflect the analyst's personal views about any and all of the subject securities or issuers; and no part of the
research analyst's compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in the report.

The information herein is believed by Rong Viet to be reliable and is based on public Sourcess believed to be reliable. We do not warrant its accuracy or
completeness. Opinions, estimations and projection expressed in this report represent the current views of the author as of the original publication date appearing
on this report only and the information, including the opinions contained herein, are subject to change without notice.

Copyright 2013 Viet Dragon Securities Corporation. This report shall not be copied, reproduced, published or redistributed by any person for any purpose without
the express permission of Rong Viet in writing.
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