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ACCUMULATE

Expecting a Recovery

(VND bn) Q2-FY18 Q1-FY18 +/-qoq Q2-FY17 +/-yoy

Net revenue 13,702 12,121 +13.1% 13,348 +2.7%
PAT 2,666 2,701 -1.3% 2,922 -8.8%
EBIT 3,017 2,928 +3.0% 3,248 -7.1%
EBIT margin 22.0% 24.2% -210bps 24.3% -230bps

Source: VNM, RongViet Securities

1H 2018 performance: net revenue increased slightly due to the consolidation of
Vietsugar

Net revenue increased slightly by 1.7% to VND 25,823 bn because of the increase of 3.2%
in domestic sales through the recognition of an additional VND 900 bn in consolidated
revenue from Vietsugar (its new subsidiary). However, export revenues fell by 6.8% due
to political issues in the Middle East, especially Iraq, its main export market. Until now,
revenues from Iraq have continued to decline and have not showed signs of recovery.

Gross margins dropped from 48.7% to 46.3% due to the rise in raw material prices
including skimmed milk powder, butter and whole milk powder. In addition, the
acquisition in the sugar segment, which has tight margins, also exerted pressure on the
bottom line. As a result, NPAT was VND 5,361 bn, decreasing by 8.4% over the same period
last year.

2H 2018 outlook: expectation of a recovery in dairy demand and the efficiency of
penetration into new markets

The dairy industry has recorded a negative growth rate from Q4 2017 to Q2 2018.
However, its momentum has showed some sign of recovery in Q2 2018 and that is the
reason why we expect a better second half. Vinamilk will continue to dominate the market
and gain more market share from its competitors. The effectiveness of its domestic
cooperation strategy with Hau Giang Pharmaceutical (DHG), Vietnam Airlines (HVN) and
its joint venture in export markets such as Myanmar, Indonesia, China will boost its sales
growth. For 2018, we forecast revenue growth of 5.6% YoY to VND 53,910 bn, NPAT of
VND 10,317 bn (+0.2% YoY) corresponding to an EPS of VND 5,331 per share.

Valuation and recommendation: The decline in the demand of dairy products and the
fluctuation of raw material prices negatively affects VNM'’s earnings. However, we believe that
VNM has adopted the right strategies that will boost its revenue in both domestic and export
markets. In the long run, VNM is still a promising stock with a healthy financial structure, alow
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Exhibit 1: Q2 2018 results

Particulars (VND bn) Q2-FY18 Q1-FY18 +/-(QoQ) Q2-FY17 +/-(YoY) 1H-FY18 +/-(YoY)
Net revenue 13,702 12,121 13.1% 13,348 2.7% 25,823 1.7%
Gross profit 6,469 5,487 17.9% 6,541 -1.1% 11,955 -3.3%
SG&A 3,452 2,559 34.9% 3,292 4.8% 6,010 3.1%
Operating income 3,017 2,928 3.0% 3,248 -7.1% 5,945 -9.1%
EBITDA 3412 3,313 3.0% 3,563 -4.2% 6,725 -6.0%
EBIT 3,017 2,928 3.0% 3,248 -7.1% 5,945 -9.0%
Financial expenses 43 19 124.1% 29 48.9% 63 10.3%
- Interest Expenses 17 9 101.8% 4 329.6% 26 48.4%
Dep. and amortization 395 385 2.7% 314 25.8% 781 24.8%
Non-recurring items (*)
Extraordinary items (¥)
PBT 3,161 3,176 -0.5% 3,444 -8,2% 6,337 -8.4%
PAT 2,666 2,701 -1.3% 2,922 -8,8% 5,368 -8.4%
(*) Adjusted PAT 2,666 2,701 -1.3% 2,922 -8,8% 5,368
Source: VNM, RongViet Securities
Exhibit 2: Q2 2018 performance analysis
Particulars Q2-FY18 Q1-FY18 +/-(QoQ) Q2-FY17 +/-(YoY)
Profitability ratios (%)
Gross margin 47.2 453 190bps 49.0% -180bps
EBITDA margin 249 27.3 -240bps 26.7% -180bps
EBIT margin 22.0 24.2 -210bps 24.3% -230bps
Net margin 19.5 223 -280bps 21.9% -240bps
Adjusted net margin 19.5 223 -280bps 21.9% -240bps
Turnover *(x)
-Inventories 6.3 6.3 -0.1 6.7 -0.5
-Receivables 10.6 9.9 0.7 13.5 -2.9
-Payables 43 33 1.0 4.9 -0.6
Leverage (%)
Total debt/ equity 334 32.1 130bps 27.1% 630bps
Source: VNM, (*) Annualized turnover
Exhibit 3: Q3 2018 performance forecast
Particulars (VND bn) Q3-FY18 +/-(QoQ) +/-(YoY)
Revenue 14,746 10% 11%
Gross profit 6,975 7% 11%
EBIT 3,170 -2% 5%
NPAT 2,816 -4% 5%
Source: VNM, RongViet Securities
Please refer to important disclosures at the end of this report BLOOMBERG VDSC <GO> 2
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Update
The dairy industry has seen a negative growth rate in recent quarters but there are signs of recovery

Figure 1. Dairy growth rate in Q2 2018 (%)
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Source: Nielsen, RongViet Securities

According to Kantar Worldpanel, the FMCG growth rate showed signs of slowdown in both urban and rural areas, mainly due to a drop in
the demand of dairy products, packaged food and household care products. From Q4 2017, the dairy sector saw negative growth, but Q2
2018 has shown signs of a positive change. We believe that the reason for this downtrend may reflect the change in consumption trends.
Consumers become more concerned about their health, switch to high-nutrient, healthy beverages with more stringent quality standards.
These are high-end product lines where consumers have to spend less on some mid-range products to spend more on these ones. This
reduces the number of products in the consumer basket. The FMCG is focusing on researching and producing the high-quality products.
Although these products can help the company to sell higher price products, it could reduce volume and total revenue compared to
producing only traditional products.

In the dairy industry, Kantar Worldpanel considers that animal and cow’s milk demand tend to decrease due to: (1) consumers have more
alternative products such as nutmilk, soymilk or beverages, (2) yogurt has more specific products to exploit various taste, (3) consumers
change their shopping habits, especially in big cities. Hence consumers are switching to higher nutritional products, typically the premium
organic milk line, up to European standards where Vinamilk is a pioneer. However, high quality products still account for a relatively small
proportion of total milk supply. In general, the trend of consumption in this sector is to shift to yogurt, high quality liquid milk and alternative
milk (nutmilk, soymilk...).

Please refer to important disclosures at the end of this report BLOOMBERG VDSC <GO> 3
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Figure 2. Revenue growth rate in each segment (%) Figure 3. A scale of consumer interest in organic milk (%)
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Vietnam is still considered as a potential market for the dairy manufacturers due to:
(1) Large population with high population growth rate (+1.03%/year),

(2) Young population structure with under 15 years of age accounting for 25% of the total population (~24 million people), this is the “golden
age” with high consumption demand for dairy products,

(3) Milk consumption per capita is quite low (around 15kg/person) compared to other countries in the region (Figure 4),

Figure 4. Dairy consumption per capita (kg)
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We consider that the decline of this essential sector is over in the short run because the dairy consumption per capita is low. The main drivers
for dairy products demand are (1) high population growth rate coupled with a young population structure, (2) low consumption per capita.
Vietnam has both, so the dairy industry is expected to keep growing in the near future.

VNM, with its strong financial structure and its ability to develop new product lines combined with effective marketing will benefit In the
near future. Currently, VNM has strategies to promote its revenue growth in both domestic and export markets, launch its new product lines
to keep up with consumer trends through high-quality products and the promotion of yogurt and alternative milk products.

Please refer to important disclosures at the end of this report BLOOMBERG VDSC <GO> 4
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Transferring to high-end dairy products and other dairy products

Figure 5. New products launched in TH 2018

| = e =g B, A -
‘::: B | I__!J} & ‘-"E‘: Eag £ pT_'E_\‘_eI'_Il -St:‘_
Sl VN[ L4 s F g
SH e » g ut Pure =

.
'g’
|

© W
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In TH 2018, VNM launched eight new products: yogurt, fresh milk, condensed milk and powder milk. As the demand for animal milk tends
to level off, VYNM promoted the development of other dairy products such as yogurt (Greek, sticky price, pineapple yogurt) and alternative
milk products (banana milk, drink cheese). In addition, VNM paid more attention to the expansion of the dairy farm, closely cooperating with
household farmers. It aims to reduce the proportion of raw milk imported from 70% to 60% by 2022. We consider that the increase in material
self-sufficiency will help VNM to control the quality of raw milk input, thereby improving the quality of output in the future.

Besides, VNM imported 200 pure A2 dairy cows from New Zealand to produce 100% pure sterilized milk products, expected to be sold by
“Giac mo sua Viet” stores (VNM showroom) and targeted to be launched in the second half of this year. Moreover, VNM signed a cooperation

agreement with Song Hau Farm (Can Tho province) to plan a complex of hi-tech dairy farms with a scale of 22,000 cows, square of 6,000 ha
and total investment of around VND 4,000 bn.

Improving its domestic revenue through cooperation with airlines

The recent cooperation with Vietnam Airlines (HVN), the leading airline in Vietnam, shows its long-term commitment between two partners.
The cooperation with HVN will help to reach customers in the aviation sector. The company will meet the demand for 25-30 million

passengers in the categories of liquid milk, yogurt, fruit juice... Revenues are expected to grow 10% per year. Growth of tourists coming to
Vietnam (CAGR of 9% in 2017-2020) will be the main driver.

Finding new export markets

In TH 2018, Iraq, its main export market (60% of revenue) showed no signs of recovery due to political issues. Revenues in the ASEAN market
grew by 15% over the same period (especially Cambodia, the Philippines). Although ASEAN still accounted for a small proportion of total
export revenue, this is a positive sign for VNM to seek the opportunity to promote its products into these markets.

VNM has an active strategy to find new export markets to replace Irag. In China, the company has exported the Probi drinking yogurt and

received positive feedbacks. VNM is waiting for the signing of a free trade agreement between Vietnam and China to export its liquid milk,
condensed milk and powder milk.

In addition, VNM is in the process of establishing a joint venture in Myanmar and Indonesia to initially sell yogurt products. VNM can utilize

its knowledge of consumer behavior as well as distribution channels from its partners to reduce expenses and promote the export of current
products to boost revenues.

Please refer to important disclosures at the end of this report BLOOMBERG VDSC <GO> 5
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Appendix:
Figure 6. Milk powder price (USD/ton) Figure 7. Milk consumption in Vietnam 2018-2022 (thousand
tons)
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Figure 8. Selling expense, SG&A expense over revenue (%) Figure 9. ROE, ROA (%)
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VND in billions

VND in billions

Income statement FY2016 FY2017 FY2018E FY2019F Balance sheet FY2016 FY2017 FY2018E FY2019F
Revenue 46,794 51,041 53,910 57,718 Cash and cash equivalents 655 963 1,094 1,478
COGS 24,459 26,807 28,444 30,304 Short-term investments 10,454 10,562 10,562 10,562
Gross profit 22,336 24,234 25,466 27,414 Accounts receivable 2,867 4,592 4,151 4,040
Selling expense 10,759 11,537 12,399 12,698 Inventories 4,522 4,021 4,551 4,849
G&A expense 1,053 1,268 1,348 1,385 Other current assets 176 170 178 187
Finance income 723 816 723 731 Property, plant & equipment 8,919 12,133 14,089 15,836
Finance expense 102 87 99 97 Acquired intangible assets 529 794 764 725
Other profits 77 3 40 20 Long-term investments 614 556 582 612
Gain/(loss) from JVs 16 67 27 30 Other non-current assets 516 696 731 768
PBT 11,238 12,229 12,410 14,015 Total assets 29,251 34,486 36,703 39,056
Prov. of tax 1,874 1,951 2,110 2,523 Accounts payable 4,668 9,235
Minority’s interest 14 -17 -17 -17 Short-term borrowings 1,333 268 7,395 7,879
PAT to equity S/H 9,350 10,296 10,317 11,510 Long-term borrowings 327 275 516 587
EBIT 10,524 11,430 11,719 13,331 Other non-current liabilities 188 324 407 538
% Bonus and welfare fund 457 692 340 357
Financial ratio FY2016 CIN VAR A PTAE S APIAEId  Technology-science, dev. fund 0 0 692 692
Growth (%) Total liabilities 6,973 10,794 9,350 10,054
Revenue 16.8 9.1 5.6 7.1 Common stock and APIC 14,775 14,775 17,678 17,678
Operating income 20.0 8.6 4.0 13.3 Treasury stock (enter as -) -1 -7 -7 -7
EBITDA 20.0 8.6 2.5 13.8 Retained earnings 5,592 5,737 5,282 5,782
PAT 20.3 10.1 0.2 11.6 Other comprehensive income 6 18 18 18
Total assets 6.8 17.9 6.4 6.4 Inv. and dev. fund 1,797 2,852 3,884 5,035
Equity 7.1 5.4 14.9 6.1 Total equity 22,169 23,375 26,855 28,505
Minority interest 237 498 498 498
Profitability (%)
Gross margin 47.7 47.5 47.2 47.5 Valuation ratio FY2016 FY2017 FY2018E FY2019E
EBITDA margin 25.0 24.9 24.6 26.0 EPS (VND) 4,859 5,296 5,331 5,948
EBIT margin 22,5 224 21.7 23.1 P/E (x) 21.5 328 25.5 229
Net margin 20.0 20.2 19.1 19.9 BV (VND) 15,273 16,105 15,419 16,366
ROA 32.0 29.9 28.1 29.5 P/B (x) 8.1 12.7 8.8 83
ROE 422 44.0 40.7 43.6 DPS (VND/cp) 6,000 5,000 5,000 5,000
Efficiency (x) Dividend yield 4.8% 2.4% 3.1% 3.1%
Receivable turnover 16.3 1.1 13.0 143
Inventory turnover 5.4 6.7 6.3 6.3 Valuation model Price Weight Average
Payable turnover 52 29 38 38 FCFF 145,436 50% 72,718
Liquidity (x) PE 138,101 50% 69,051
Current 3.1 2.1 2.6 25 Target price (VND) 141,800
Solvency (%) Valuation history Price Recommendation Period
Total debt/equity 7.5 2.3 34 3.9 15/09/2017 169,300 Buy Long term
Current debt/equity 6.0 1.1 1.9 2.1 19/12/2014 110,000 Buy Long term
Long-term Debt/equity 15 1.2 15 1.9
Please refer to important disclosures at the end of this report BLOOMBERG VDSC <GO> 7
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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 that 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 REDUCE SELL
Total Return including Dividends in 12-month horizon >20% 5% to 20% -20% to -5% <-20%
ABOUT US
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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
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DISCLAIMERS

This report is prepared in order to provide information and analysis to clients of Rong Viet Securities only. It is and should not be construed as an offer to sell or a
solicitation of an offer to purchase any securities. No consideration has been given to the investment objectives, financial situation or particular needs of any
specific. The readers should be aware that Rong Viet Securities may have a conflict of interest that can compromise the objectivity this research. This research is to
be viewed by investors only as a source of reference when making investments. Investors are to take full responsibility of their own decisions. VDSC shall not be
liable for any loss, damages, cost or expense incurring or arising from the use or reliance, either full or partial, of the information in this publication.

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

The information herein is compiled by or arrived at Rong Viet Securities from sources believed to be reliable. We, however, do not guarantee its accuracy or
completeness. Opinions, estimations and projections expressed in this report are deemed valid up to the date of publication of this report and can be subject to
change without notice.

This research report is copyrighted by Rong Viet Securities. All rights reserved. Therefore, copy, reproduction, republish or redistribution by any person or party
for any purpose is strictly prohibited without the written permission of VDSC. Copyright 2016 Viet Dragon Securities Corporation.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by Viet Dragon Securities Corp. (“WVDSC"), a company authorized to engage in securities activities in Vietnam. VDSC is not a
registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of research reports and the independence of
research analysts. This research report is provided for distribution to “major U.S. institutional investors” in reliance on the exemption from registration provided
by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”).

Additional Disclosures

This research report is for distribution only under such circumstances as may be permitted by applicable law. This research report has no regard to the specific
investment objectives, financial situation or particular needs of any specific recipient, even if sent only to a single recipient. This research report is not guaranteed
to be a complete statement or summary of any securities, markets, reports or developments referred to in this research report. Neither VDSC nor any of its directors,
officers, employees or agents shall have any liability, however arising, for any error, inaccuracy or incompleteness of fact or opinion in this research report or lack
of care in this research report’s preparation or publication, or any losses or damages which may arise from the use of this research report.

VDSC may rely on information barriers, such as “Chinese Walls” to control the flow of information within the areas, units, divisions, groups, or affiliates of VDSC.

Investing in any non-U.S. securities or related financial instruments (including ADRs) discussed in this research report may present certain risks. The securities of
non-U.S. issuers may not be registered with, or be subject to the regulations of, the U.S. Securities and Exchange Commission. Information on such non-U.S.
securities or related financial instruments may be limited. Foreign companies may not be subject to audit and reporting standards and regulatory requirements
comparable to those in effect within the United States.

The value of any investment or income from any securities or related financial instruments discussed in this research report denominated in a currency other than
U.S. dollars is subject to exchange rate fluctuations that may have a positive or adverse effect on the value of or income from such securities or related financial
instruments.

Past performance is not necessarily a guide to future performance and no representation or warranty, express or implied, is made by VDSC with respect to future
performance. Income from investments may fluctuate. The price or value of the investments to which this research report relates, either directly or indirectly, may
fall or rise against the interest of investors. Any recommendation or opinion contained in this research report may become outdated as a consequence of changes
in the environment in which the issuer of the securities under analysis operates, in addition to changes in the estimates and forecasts, assumptions and valuation
methodology used herein.

No part of the content of this research report may be copied, forwarded or duplicated in any form or by any means without the prior.
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