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Hoa Phat Group (HPG — HSX)

A new chapter

Particulars (VND bn) 3QFY13 2QFY13 % (goq) 3QFY12 % (yoy)
Net Revenues 4,194.8 4,3449 -3.5% 4,022.0 4.3%
EBIT 496.1 511.6 -3.0% 288.8 71.8%
PAT 677.4 677.0 0.1% 461.3 46.8%
EBIT margin (%) 16.1% 15.6% 57bps 11.5%  468bps

Sources: HPG
e Q3 profit surged from the previous year thanks to the reversal of doubtful debt
provision and gross profit margin gained well.
e With the Integrated Steel Comples - Phase going into operation in early
October 2013, Q4 will see new chapter opened for HPG production expansion.
e HPG's earning in 2014 should be strong growth thanks to profits from Mandarin
and the efficiency at the Integrated Steel Complex - Phrase Il

Outlook and Valuation: FY2014's upbeat earnings should be a great support for HPG
price. However, now that the Integrated Steel Complex has just started operating, it is
difficult to evaluate accurately how well its products can sell. Also, it should be noted
that the prices of some materials (i.e. coke, iron ore) has been on retreat since the year's
beginning while the future contracts prices suggest a coming rebound. Finally, HPG may
have to settle for a trimmed gross profit margin in order to nurture volume expansion in
2014. Given all those factors, we are relatively conservative on our estimate of next
year's gross profit margin for the steel manufacturer.

In this report, we revise the target price for HPG up 16% from the price included in our
latest strategy report of VND46.600/share due to some changes in our opinion about
Company’s business operations. First, concerns over the output of the Integrated Steel
Complex — Phase 2 are lifted in part by recent positive sales data. Second, we notice
some movements in the markets for basic materials which suggest recovery in the
manufacturing sector in 2014, for which HPG has soon prepared their capacity.
Therefore, we also revise our recommendation for HPG from NEUTRAL to ACCUMULATE
in the medium term.

Key financials
Y/E Dec ( VND bn) FY2011 FY2012 9M/FY2013 FY2013E FY2014F
Net Revenues 17,8519 16,826.9 12,474.0 18,145.5 27,009.3
% chg 25.1 -5.7 -1.2 7.8 48.8
PAT 1,236.4 994.0 1,464.6 1,955.2 24124
% chg -84 -19.6 78.8 96.7 234
EBIT margin (%) 6.9 5.9 11.7 10.8 89
ROA (%) 7.6 54 9.5 11.2
ROE (%) 17.9 12.8 227 24.8
EPS (VND) 3,573 2,386 4,666 5,757
Adjusted EPS (VND) 2,973 2,386 4,666 5,757
Book value (VND) 21,426 19,294 21,763 24,326
Cash dividend (VND) 1,000 2,000 2,000 3,000
P/E (x) 45 7.2 8.4 6.8
P/BV (x) 0.7 1.1 1.8 1.6

Sources: HPG, Stock price as of21/11/2013
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Exhibit 1: 3QFY2013 and YTD Results

Particulars (VND bn) 3QFY13 2QFY13 % chg (qoq) 3QFY12 % chg (yoy) 9M/FY13 % chg (yoy)
Net Revenues 4,194.8 4,344.9 -3.5 4,022.0 4.3 12,474.0 -1.2
Gross profits 657.0 835.8 -21.4 540.4 21.6 2,184.4 234
SG&AC (14.7) 1294 151.4 271.5 -35.3
Operating Income 671.7 706.4 -4.9 389.1 72.6 19129 90.1
EBITDA 841.9 830.6 1.4 606.8 388 2,477.8 32.1
EBIT 6774 677.0 0.1 461.3 46.8 2,008.0 40.8
Financial expenses 105.4 170.1 -38.0 124.8 -15.6 3733 -25.6
- Interest Expenses 79.4 77.7 2.3 108.6 -26.8 2385 -45.6
Dep. and amortization -164,5 -153,6 -7.1 -145,5 13,1 -469,7 -4.8
Non-recurring ltems (¥)
Extraordinary Items (*) 164.0 269.9
PBT 598.0 599.3 -0.2 3527 69.5 1,769.5 79.1
PAT 496.1 511.6 -3.0 288.8 71.8 1,464.6 78.8
(*) Adjusted PAT 373.1 -27.1 29.2 1,262.2 54.1
Sources: HPG, RongViet Securities
(*)provision reverse of VND 164 billion (3QFY13) and transfer subsidiary share of VND105.9 billion (1QFY13)
Exhibit 2: 3QFY2013 performance analysis
Particulars 3QFY13 2QFY13 % Chg. (qoq) 3QFY12 % Chg.(yoy)
Profitability Ratios (%) 15.7 19.2 -357bps 13.4 222bps
Gross Margin 27.3 22,6 474bps 22,6 473bps
EBITDA Margin 16.1 15.6 57bps 1.5 468bps
EBIT Margin 11.8 11.8 Sbps 7.2 465bps
Net Margin 11.9 11.8 6bps 7.3 457bps
Adjusted Net Margin
Turnover *(x) 1.8 2.0 -0.2 2.1 -0.3
-Inventories 11.4 10.5 0.8 84 3.0
-Receivables 15.8 26.5 -10.7 29.2 -13.5
-Payables
Leverage (%) 1.4 13 0.1 1.1 0.4
Total Debt/ Equity 15.7 19.2 -357bps 134 222bps

Sources: (*) Annualized turnover

Q3 profit surged from the previous year thanks to the reversal of doubtful debt provision

Q3 is normally known as a trough in HPG business cycle. However, in order to prepare for the operation
of the Integrated Steel Complex - Phase Il, HPG maintained its offensive stance towards sales volume. As
the result, Q3 output was up 5.1% from the previous quarter to 169,000 tons. Nonetheless, the average
selling price was down 4%, keeping steel revenue relatively unchanged and decreasing total revenue by
3.5%. Also due to the eased selling price, Q3 gross profit margin (15.7%) shrank significantly from that of

Q2 (19.2%).

An unforeseen turning in Q3 was HPG's successful collection of VND 264 billion of “bad debt” regarding
transactions with Nguyen Duc Kien. The Company, therefore, fully reversed VND 164 billion of doubtful

Please refer to important disclosures at the end of this report
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HPG’s quarterly volume and sel

debt provision allocated earlier, which helped bring Q3 profit up 71.8% year-on-year. Even leaving the
reversal aside, net profit was still optimistic at VND 373.1 billion, up 29.2% from a year earlier.

We highly appreciate the Company'’s effort and responsiveness in the strained industry. Low demand
and selling price trending downward have suppressed growth in the steel industry since the beginning
of the year. To make up for what the market fails to offer, HPG has taken advantages of its closed-end
production line and constant declines in input prices to lower selling prices and bolster sales volume.
With a well-tinkered strategy, the Company has seen its gross profit margin adding up from a year ago
for each of the past 3 quarters of 2013. Even after the deductions of profits from subsidiary share
liquidation and the above-mentioned provision reversal, HPG's quarterly profit still exhibited good
growth over the past 9 months (see chart). Year-to-date NPAT of the holding company’s shareholders
was reported at VND 1.465billion, which leads the annual targets by 22%.

ling price chart HPG’s quarterly GPM and NPAT chart
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Q4 is the turning point for production expansion

The Integrated Steel Complex - Phase I, which started synchronous operation officially in 08 October,
should help raise HPG's capacity from 650,000 tons to 1.15 billion tons in the last quarter of 2014. The
firm expects to add around 100,000 tons to sales volume in Q4 from this expansion. In our opinion,
however, putting 35,000 tons of finished steel products each month on top of the standard output of
55,000 tons each month may place a substantial pressure on the Company'’s sales team. As the matter of
prudence, we assume that the Integrated Steel Complex-Phase Il will supply an additional 35,000 tons
of finished steel products and about 70,000 tons of steel billets in Q4.

As prices of input materials such as scrap steel, iron ore, coking coal... have been on a rebound since
early September, HPG’'s Q4 gross profit margin should not be as high as in Q3. To add to the margin
shrinkage, it would be hard for the Company to lift its selling price without denting its volume-boosting
strategy. For that reason, non- real-estate gross profit margin for Q4 is forecasted around 14.9%.

The hard-coking coal price chart
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HPG's forecasted volume in 2013-2017

About the Mandarin project, the transfer schedule for finished apartments has been set back so that
no sooner than October can house buyers receive the keys to their new homes. However, we still
assume that HPG will able to recognize about VND 100 billion from these real estates in last quarter of
2013. Q4 revenue and NPAT are estimated VND490 billion, meaning a whole-year profits figure of
VND1,955 billion or VND4,700 per share.

Exhibit 4: 4QFY2013 Forecast

Particulars (VND bn) 4QFY13 %chg (goq) %chg (yoy)
Net Revenues 5671.5 35.2 339
Gross profits 908.9 384 28.7
EBIT 711.9 5.1 132.7
PAT 490.6 -1.1 180.1

Sources: RongViet Securities

HPG's earning in 2014 should be strong growth thanks to profits from Mandarin and the
efficiency at the Integrated Steel Complex - Phrase

As finished steel supply overwhelms demand and stiff competition become more problematic, we
believe that HPG will continue to include steel billets in sales strategy for the coming years. However,
the portion of billet sales in total sales may decrease gradually. Although the profit margin of this semi-
finished product is lower than that of finished steel, we see that this is a proper step for the Company
given the current market conditions. Advantaged by its closed-end production line, HPG's billet selling
price is currently 5-7% lower than what offered in the overall market, which leaves the door open for the
steel manufacturer to gain domination of this specific segment. Also, since steel billets are the main
inputs of rolling mills it should not be hard to find a market for the product. Up to October, HPG has
been selling billets to a Japan-based company in Viet Nam while targeting the other markets South East
Asian region. In 2014, billet and finished steel volumes are expected at 250,000 tons and 850,000 tons
(include of 200,000 tons from the Integrated Steel Complex - Phase ), respectively. As we will maintain
constant update on HPG selling activity, such forecast assumption is open for revision in case finished
steel consumption turns out to be more positive.

At the end of October, the Mandarin project still had about 200 apartments yet to find buyers (of the
total 1,000). However, from the firm's information, we know that recent selling have been fairly positive
so that 1 unit is sold in every 1-to-3 day. Thus it is safe to assume that Mandarin will finish selling and the
remaining VND 400 billion of profit will be recognize in 2014. Next year's revenue and NPAT is
accordingly estimated at VND27,009 billion (+49% yoy) and VND2,412 billion (+23% yoy).

HPG’s forecasted revenue and NPAT in 2013-2017

m Steel product (,000 tons) Billet (,000 tons) m Revenue (VND billion) NPAT (VND billion)
27,009
24,787 25995
150.0 23,711
250.0
18,145
] I 1,955 2,412 2,223 2,485 2,821
2013f 2014f 2016f 2017f 2013f 2014f 2015f 2016f 2017f

Sources: RongViet Securities

Sources: RongViet Securities
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Outlook and valuation

FY2014's upbeat earnings should be a great support for HPG price. However, now that the Integrated
Steel Complex has just started operating, it is difficult to evaluate accurately how well its products can
sell. Also, it should be noted that the prices of some materials (i.e. coke, iron ore) has been on retreat
since the year's beginning while the future contracts prices suggest a coming rebound. Finally, HPG
may have to settle for a trimmed gross profit margin in order to nurture volume expansion in 2014.
Given all those factors, we are relatively conservative on our estimate of next year's gross profit margin
for the steel manufacturer.

In this report, we revise the target price for HPG up 16% from the price included in our latest strategy
report of VND46.600/share due to some changes in our opinion about Company'’s business operations.
First, concerns over the output of the Integrated Steel Complex — Phase 2 are lifted in part by recent
positive sales data. Second, we notice some movements in the markets for basic materials which
suggest recovery in the manufacturing sector in 2014, for which HPG has soon prepared their capacity.
Therefore, we also revise our recommendation for HPG from NEUTRAL to ACCUMULATE in the medium
term. Nonetheless, we have had no more than one month to evaluate the feasibility in HPG's latest sales
strategy. Thus, we suggest that prudent investors to maintain their cautious stance in wait for Q4 sales
results.

We alter some of the assumptions for FY2013 forecast after gross profit surpassed our previous estimate in Q2
(material price dropped at quicker rate than selling price) and HPG was able to recover the doubtful amount
regarding the transactions with Nguyen Duc Kien in Q3. In this report, we also account for the fact that HPG
will sell billets in Q4 instead of selling only finished steel products as per our previous forecast.

Exhibit 5: Key Assumption

Particular Earlier Estimates Revised Estimates
FY2013E FY2014E FY2013E FY2014E
Revenue growth (%) 6.6 - 7.8 4838
Steel volume growth (%) 8.9 B 127 224
Billet volume growth (5) - - 257.1
Gross margin (%) 16.0 - 17.0 16.7
Sources: RongViet Securities
Exhibit 6: Changes in Estimates
Particular (VND bn) FY2013E FY2014E
Earlier Revised Var (%) Earlier Revised  Var (%)
Estimates Estimates Estimates Estimates
R —— 17,944.0 18,145.5 1.1 - 27,0093 -
Gross profits 16.0 17.0 100bps - 16.4 -
SGRAC 765.0 4785 -37.5 - 10750 -
Operating Income 2,106.0 2,614.8 24.2 - 33551 -
Financial expenses 392.0 493.3 258 - 5300 -
PBT 1,931.0 2,391.5 23.8 - 2,995.1 -
PAT 1,530.0 1,955.2 278 - 24124 -
EBITDA 2,988.0 3,426.3 147 - 43934 -
EBIT 2,282.0 2,720.0 19.2 : 34122 -
EPS (VND) 17,944.0 18,145.5 1.1 - 27,009.3 -

Sources: RongViet Securities
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VND Billion

VND Billion
INCOME STATEMENT 2011A 2012A 2013E 2014F
Revenue 17,8519 16,8269 18,1455  27,009.3
COGS 14,9791 14,3416 150521  22,579.2
Gross profit 2,872.8 2,485.2 3,093.3 4,430.1
Selling Expense 2174 274.0 233.7 534.8
G&A Expense 401.8 587.0 2448 540.2
Finance Income 3293 164.6 277.0 170.0
Finance Expense 1,069.8 585.0 4933 530.0
Other profits -13.2 14.9 -7.0 0.0
PBT 1,489.1 1,218.2  2,391.5 2,995.1
Prov. of Tax 1923 187.7 3554 499.0
Minority’s Interest 60.4 36.5 80.8 83.6
PAT to Equity Shareholder 1,236.4 994.0 1,955.2 2,412.4
EBIT 2,254.7 1,745.2  2,720.0 3,412.2
EBITDA

%

FINANCIAL RATIO 2011A 2012A 2013E 2014F
Growth
Revenue 25.1% -5.7% 7.8% 48.8%
Operating Income 12.4% -27.9% 61.0% 28.3%
EBITDA 19.7% -16.3% 46.3% 28.2%
EBIT 14.0% -22.6% 55.9% 25.4%
PAT -8.4% -19.6% 96.7% 23.4%
Total Assets 17.6% 8.5% 16.4% -5.0%
Equity 15.9% 9.1% 13.5% 11.8%
Internal growth rate 12.9% 2.0% 12.9% 11.9%
Profitability
Gross profit/Revenue 16.1% 14.8% 17.0% 16.4%
Operating profit/ Revenue 12.6% 9.7% 14.4% 12.4%
EBITDA/ Revenue 15.7% 13.9% 18.9% 16.3%
EBITDA/ Revenue 12.6% 10.4% 15.0% 12.6%
Net margin 6.9% 5.9% 10.8% 8.9%
ROAA 7.6% 5.4% 9.5% 11.2%
ROIC or RONA 23.0% 15.5% 22.8% 26.8%
ROAE 17.9% 12.8% 22.7% 24.8%
Efficiency
Receivable Turnover 9.6 9.5 10.5 12.0
Inventory Turnover 2.8 2.2 2.1 3.2
Payable Turnover 7.1 6.2 4.1 5.6
Liquidity
Current 1.4 14 13 1.6
Quick 0.5 0.5 0.5 0.8
Solvency
Total Debt/Equity 129.0% 129.1% 135.4% 99.4%
Current Debt/Equity 61.4% 60.0% 55.6% 43.8%
Long-term Debt/ Equity 25.2% 18.0% 22.4% 19.0%

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 and others paid
Net Financing CFs

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

Ending cash & equivalents

2011A
1,064

0

1,897
6,347
177
9,486
4,392
164
1,354
1

273
892
953
8,039
17,525
982
1,110
4,555
1,869
1,045
9,561
7,414
3,178
1,540
583

0
7,414
550
2011A
1,489.1
541.9
875.2
-2,602.1
304.2
-1,709.3
647.5

124.8

-937.0
-62.9
714.5
-2.9
648.8
16.0
1,047.2
1.2
1,064.4

2012A
1,294
220
1,646
6,822
238
10,221
4,296
166
2,545
67

26

843
852
8,795
19,016
1,708
804
4,850
1,456
1,620
10,438
8,085
4,191
1,393
290

0
8,085
492
2012A
1,218.2
596.2
616.2
-161.2
2,269.4
-1,776.7
134.1

-17.2

-1,659.7
100.5
-118.3
-361.8
-379.6
230.1
1,064.4
0.0
1,294.5

PYEL
2,917
0
1,800
7,830
120
12,667
7,990
189
394
63

29
808
752
9,472
22,139
1,656
3,139
5,100
2,056
474
12,425
9,120
4,191
2,412
310
59
9,179
535
2013E
2,391.5
706.2
-130.0
-262.3
2,705.4
-2,158.3
196.8

0.0

1,961.5
0.0
806.5
76.9
883.4
1,627.4
1,294.5
-4.4
2,917.4

2014F
2,640
1,000
2,718
6,100
120
12,579
7,000
184
394

58

32

775
652
8,443
21,022
2,032
1,253
4,500
1,947
474
10,206
10,194
4,191
3,447
349
72
10,266
550
2014F
2,995.1
981.2
516
-1,197.4
2,830.5
18.1
193

0.0

37.4

0.0
-651.1
-2,494.0
-3,145.1
-277.1
2,917.4
0.0
2,640.3
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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 -Cén 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.
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