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Hoa Phat Group ec vy

Worst is over; BUY

Safeguard tariffs on long steel increase ASP outlook

Following Decision 2968, which triples taxation on Chinese imported
billets and doubles taxation on rebar via a four-year-long safeguard duty,
we raise our FY16-20E ASP by about 10% a year. This alone causes our
estimate of HPG’s fair value to increase by 40% (see our sensitivity
analysis in the previous report). We raise our above-consensus FY16E EPS
and street-high TP by 42% and 51%, respectively, and believe the street
will likely follow suit. The key drivers are higher ASP’s, stable margins,
and higher capacity, with rising cash flows resulting in a net cash position
in FY17E if capex does not exceed our expectations. Accordingly, we
raise our 12M multiples- and DCF-based TP by 51%, which equates to 10x
FY16E EPS, in line with peers. We believe the worst is over, both in terms
of Chinese competition and selling of shares by long-standing investors.

2Q16 gross margin at record high

In April, HPG reported it would import 1.6m tonnes of iron ore in FY16.
This would meet >50% of its need for the 2m-tonne long steel capacity,
with most of the remainder sourced domestically. What we did not
anticipate was HPG’s iron ore procurement was apparently very
effective, resulting in about half of its inventory locked-in at low prices.
This, coupled with a firm domestic ASP following safeguard measures,
resulted in a 32% record-high gross margin in 2Q16. Margin outlook has
improved, with increased protectionism and ample iron ore supply.

Agriculture not materially featured in our valuation
HPG explains that its foray into agriculture, starting with a 300,000-tpa
animal feed facility, is to ensure sustainable earnings growth, and is in
line with its historical ventures into steel and other legacy businesses.
Despite the long-term ambition (1m tonnes of feed sales and 1m pigs by
2020), we do not forecast high levels of capex and sales for this business
yet, given uncertain ASP and management’s conservative approach. HPG
noted this business saw sales surpassing expectations, but is yet to be
profitable.

Selling pressure less of an issue than in the past
Following our Sep’14 report, we did not anticipate strong selling pressure
from HPG’s long-standing shareholders, most of whom had a low cost
basis. The stock underperformed in FY15, despite solid fundamentals.
Our review of Bloomberg data on holdings suggested selling pressure
from low cost-basis shareholders has significantly subsided.

FYE Dec (VND b) FY14A FY15A FY16E FY17E FY18E
Revenue 25,525 27,453 30,244 35,849 39,917
EBITDA 5,568 5,982 7,561 8,961 8,818
Core net profit 2,540 3,146 4,883 5,848 5,534
Core EPS (VND) 3,514 4,292 6,662 7,980 7,551
Core EPS growth (%) 54.3 2.1 55.2 19.8 (5.4)
Net DPS (VND) 1,304 1,500 2,000 2,500 2,500
Core P/E (x) 12.7 10.4 6.7 5.6 5.9
P/BV (x) 2.7 2.3 1.8 1.4 1.2
Net dividend yield (%) 2.9 3.4 4.5 5.6 5.6
ROAE (%) 239 24.0 29.8 28.5 22.4
ROAA (%) 11.2 13.2 18.0 18.4 14.7
EV/EBITDA (x) 5.4 4.2 4.6 3.5 3.3
Net debt/equity (%) 35.7 25.8 10.8 net cash net cash
Consensus net profit - - 3,786 4,434 4,322
MKE vs. Consensus (%) - - 37.5 39.4 41.4
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Share Price VND 44,600
12m Price Target VND 65,000 (+46%)
Previous Price Target VND 43,100

Company Description

Hoa Phat is Vietnam's largest and most profitable
steelmaker, using integrated blast furnaces. Also runs
other legacy businesses (20-25% revenue).

Statistics
52w high/low (VND) 44,600/24,800
3m avg turnover (USDm) 7.2
Free float (%) 57.2
Issued shares (m) 733
Market capitalisation VND32.7T
UsD1.5B
Major shareholders:
Chairman & family 32.4%
Other insiders 10.3%
Dragon Capital 5.9%
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1. 2Q16 results: decent top-line, strong margins

As can be seen from Fig 1, 2Q16 saw decent top-line growth. Still, revenue
growth in the steel business slowed to 14.1% YoY, from 22.7% in 1Q16.

This is attributable to the fact that the core rebars/rods business has been
running at full capacity since 2Q15, hence a mere 2.9% YoY growth in the
sales volume of rebars/rods in 2Q16. HPG’s market share in rebars/rods
has slightly edged down for the same reason.

Phase three of the new steel complex in Hai Duong (0.8m tpa) will only
operate in full force during 2H16. Since its inauguration in April’16, we
have seen increased sales of billets (140,000 tons sold domestically in
1H16 in total), but have not seen the contribution of phase three in terms
of rebars/rods. This is expected to contribute more fully during 2H16.

1H16 ASP was down about 10% YoY, per management guidance, with part
of the downtrend in 2Q16. This also contributed to the slowdown in
revenue growth in 2Q16.

What is also noticeable in 2Q16 is the record high gross margin (32%),
which ultimately led to record high PATMI and PATMI margin. We address
how the company’s procurement of iron ore (>30% of COGS) might have
led to the jump in gross margin later in this report, and whether it is
sustainable.

Fig 1. Quarterly results

Item 1Q14 2Q14 3Q14 4Q14 1Q15 2Q15 3Q15 4Q15 1Q16 2Q16
Revenue (VNDb) 6,515 6,681 5,747 6,582 5,838 7,648 6,845 7,122 7,142 8,048
Breakdown (% of total revenue)
Steel production & trading 67% 79% 80% 85% 84% 81% 78% 77% 84% 88%
Others 33% 21% 20% 15% 16% 19% 22% 23% 16% 12%
Revenue growth (YoY)
Overall 65.6% 53.8%  37.0% 1.9% (10.4%) 14.5% 19.1% 8.2% 22.3% 5.2%
Steel production & trading 31.3% 47.9% 31.6% 30.5% 12.3% 16.8% 16.1% (1.2%) 22.7% 14.1%
Sales volume - rebars/rods (‘000 MT) 199 246 242 315 296 379 340 363 395 391
YoY growth 26.3% 48.6%  43.1% 52.0% 49.2% 54.3% 40.5%  15.3% 33.1% 2.9%
Market share 17.0% 18.0%  18.1% 19.1% 22.9% 22.1% 21.7% 21.0% 21.0%  20.5%
Gross margin 21% 21% 23% 16% 17% 22% 23% 18% 20% 32%
EBITDA margin 22% 22% 24% 15% 19% 24% 24% 16% 22% 35%
EBIT margin 18% 18% 19% 11% 14% 20% 19% 1% 17% 30%
Net interest coverage (x) 13.5 22.4 20.6 15.6 23.9 57.8 42.6 19.0 28.4 97.2
PATMI (VNDDb) 870 943 857 474 649 1,239 1,032 565 1,022 2,026
PATMI margin 13% 14% 15% 7% 11% 16% 15% 8% 14% 25%
PATMI growth (YoY) 90.5% 84.4% 72.7% (3.3%) (25.4%) 31.3% 20.5% 19.3% 57.5% 63.5%
Operating cash flow (VNDb) 794 1,262 (252) 1,098 547 2,929 285 1,140 1,860 964
CAPEX (VNDb) (238)  (186) (187)  (483)  (435) (1,574) (139) (1,307) (671) (590)
Free cash flow (VNDb) 437 998  (506) 554 65 1,255 503 (660) 1,177 235
Days receivable outstanding 23.0 22.0 16.4 16.4 19.8 14.9 16.3 16.1 15.8 12.3
Days inventory outstanding 173.1  180.4 151.2 116.9 137.6 106.6 115.2 111.0 103.9 120.2
Days payable outstanding 77.4 46.7 38.6 28.4 36.2 33.3 38.3 40.9 36.9 39.2
Debt/equity ratio (x) 0.7 0.6 0.6 0.6 0.5 0.5 0.5 0.5 0.4 0.3
Net debt/equity ratio (x) 0.4 0.4 0.4 0.4 0.3 0.3 0.3 0.3 0.2 0.1
Debt/annualised EBITDA (x) 1.3 1.9 1.2 1.7 1.5 0.9 1.0 1.5 1.0 0.5
Current liabilities to inventory (x) 1.4 1.2 1.1 1.2 1.2 1.4 1.4 1.4 1.5 1.1

Source: Company, Vietnam Steel Association, MKE
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All in all, 1TH16 PATMI reached 83% and 81% of our previous and consensus
FY16E PATMI, respectively. We raise our above-consensus FY16E EPS and
street-high TP by 42% and 51%, respectively, and believe the street will
likely follow suit.

Beyond FY16E, we expect FY17E and FY18E sales growth to reach 19% and
11%, respectively. These would be driven by capacity expansion in long
steel (i.e. phase 3 of the steel complex) and flat steel (pipes and coated
steel), respectively.

2. New safeguard duty a game changer

On Jul 18, the Ministry of Trade and Industry issued Decision 2968/QD-BCT
imposing a four-year-long safeguard duty on long steel, including rebars
and billets. The safeguard duty, defined as “an additional import duty” on
top of existing taxation under the Law on Export/Import Taxation (passed
on April 2016), will be applied from March 2016 (when a temporary short-
term safeguard duty was already applied) until March 2020.

In compliance with WTO commitments, the safeguard duty will be applied
on a regressive basis for four years, but may be extended for up to six
years, should damage to domestic manufacturing be deemed serious.

This is a game changer to Vietnam’s steel industry, especially long steel.
The market was uncertain as to the extent to which the government was
willing to safeguard its industries against Chinese competition, even after
the temporary safeguard measures introduced in March 2016.

Fig 2 summarises current taxation and additional taxation imposed by the
safeguard duty on key rebar and billet products.

Fig 2. Import duties for long steel, before and after safeguard duty

Safeguard duty
Current taxation (additional taxation imposed)

Product |HS Code Prior to
22/03/16
(ASEAN - China)

22/03/16 | 02/8/16 | 22/03/16 | 22/03/17 | 22/03/18 | 22/03/19 From
-01/08/16 | -21/03/17 | -21/03/17 | -21/03/18 | -21/03/19 | -21/03/20 | 22/03/20

7207
7207.11.00 10.0% 23.3% 21.3% 19.3% 17.3% 0.0%
7207.19.00 5.0% 23.3% 21.3% 19.3% 17.3% 0.0%
Billets |7207.20
‘720710-29 10.0% 23.3% 21.3% 19.3% 17.3% 0.0%
7224 23.3% 21.3% 19.3% 17.3% 0.0%
‘7224-90-00 0.0% 23.3% 21.3% 19.3% 17.3% 0.0%
7213
7213.10.00 15.0% 23.3% 21.3% 19.3% 17.3% 0.0%
7213.91.20 20.0% 23.3% 21.3% 19.3% 17.3% 0.0%
7214.20.31 15.0% 14.2% 15.4% 13.9% 12.4% 10.9% 0.0%
7214.20.41 15.0% 14.2% 15.4% 13.9% 12.4% 10.9% 0.0%
Rebars |7227
‘7227.90.00 0.0% 14.2% 15.4% 13.9% 12.4% 10.9% 0.0%
7228.30
\7228-30-10 0.0% 14.2% 15.4% 13.9% 12.4% 10.9% 0.0%
9811
\9811-00-00 10.0% 14.2% 15.4% 13.9% 12.4% 10.9% 0.0%

Source: Vietnam Customs, Ministry of Trade and Industry
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Overall, China exported some 5.6m tonnes of all types of steel to Vietnam
during 1H16 (+45% YoY), per Vietnam customs. There are no official
statistics on the total domestic consumption of all types of steel in
Vietnam, but members of the Vietnam Steel Association reportedly sold
only 6.9m tons of key final products (e.g. rebars, pipes, coated steel,
HRC, etc.) domestically during the same period.

Data on long steel (HPG’s key product) imported from China, in particular,
are sketchy, and we estimate this to be in the range of 10-20% of total
long steel domestic consumption, based on our discussion with
management.

In our previous report dated May 9, our sensitivity analysis showed that
every 1% increase/decrease in ASP throughout the forecast horizon, the
TP increases/decreases by approximately 4% ceteris paribus.

We raise our ASP forecast by about 10% a year during FY16-20E, following
the new safeguard duty. This alone causes our TP to increase by about
40%, in line with our previous sensitivity analysis.

3. How sustainable is a 32% gross margin

Per management guidance, HPG hedges about 50% of its raw material
needs, and has secured enough raw material inventory for the entire
FY16. As metal commodities trend down, global suppliers have apparently
had less bargaining power, which might have given HPG an edge in terms
of procurement.

We believe the hedging and procurement for iron ores (>30% of COGS, the
largest component of raw material input) played a vital role in the record-
high 2Q16 gross margin.

Back in April’16, HPG reported it would import 1.6m tonnes of iron ores in
FY16. This would meet >50% of its need for the 2m-tonne long steel
capacity, with the remainder sourced domestically and taken from
existing inventory. What we did not anticipate was that HPG’s iron ore
procurement (from South Africa, Australia, Brazil, etc.) was apparently
very effective, resulting in about half of its iron ore inventory locked-in at
low prices.

As seen on Fig 3, HPG’s current prevailing iron ore costs probably had
been locked during late-FY15/early FY16 at about USD40-45/ton. It is,
unfortunately, difficult to visualise HPG’s iron ore procurement
mechanism purely from inventory days (stable at 100-120 days in the past
1-2 years; see Fig 1 above), due to the company’s diverse commodity
exposure. Regular updates from management are necessary for investors
to anticipate gross margin trends.

Fig 3. Iron ore price (USD/t, 62% grade, CIF China)
_-: Fe $/dmt - CFR, North China import, $/t

mcharts

a

Source: Company, amcharts.com.

August 1, 2016 4


https://factsetpdf.maybank-ke.com/PDF/CN__6338429289da4cfc8125a223180c7eae.pdf?

Hoa Phat Group

Fig 4 below shows that sustainable gross margins in the 25-35% range are
not uncommon amongst steelmakers using either type of furnace.

We believe HPG’s margin outlook has improved, with increased domestic
protectionism and ample FY17E global iron ore supply. Nevertheless, we
conservatively expect HPG’s gross margin to revert to the historical mean

of ~ 20%% during FY17-20E, as global raw materials gradually recover.

Fig 4. Gross margin comparison

(33 Maybank kim eng

Main
Company name Country furnace Main products Q1-14 Q2-14 Q3-14 Q4-14 Q1-15 Q2-15 Q3-15 Q4-15 Q1-16
type
[Hoa Phat Vietnam Blast Rebars, wire rods, pipes 21,3 214 2341 15.7 17.4 22.2 22.8 18.3  20.0]
POSCO Korea Blast Steel sheet 10.5 10.4 11.1 11.1 11.3 11.0 10.9 9.9 11.9
Nippon Steel & Sumi. Japan Blast Steel plates, steel sheets, bars, rods 13.2 12.8 13.8 16.8 14.2 13.1 13.2 13.4 10.7
China Steel Corp Taiwan Blast Steel bars, wire rods, HRC, CRC, coated steel 8.4 10.9 12.6 14.4 11.7 9.3 5.6 -0.5 5.8
Baoshan Iron & Steel China Blast Cold/hot rolled coils tubes, rods, billets 9.5 9.4 10.4 9.6 10.9 10.6 6.5 5.1 12.1
Hyundai Steel Korea Blast Steel plates 10.7 13.2 14.5 16.6 14.8 16.3 14.3 14.4 13.7
Tata Steel India Blast Various steel products 34.4 35.4 36.8 36.0 34.6 37.3 34.5 33.8 34.5
Hitachi Metals Japan Electric Specialty steel 20.8 22.3 20.9 20.5 20.0 19.3 18.3 19.6 20.8
Kobe Steel Japan Blast Wire rods, steel bars, steel sheets 15.1 16.4 16.4 16.7 15.4 15.6 15.9 14.8 13.9
Yamato Kogyo Japan Electric H-steel, I-steel, steel sheet 10.1 12.3 12.0 10.5 8.3 1.4 14.9 18.8 18.8
Daido Steel Japan Electric Specialty steel 13.8 13.8 14.0 14.7 15.5 14.3 16.5 171 16.8
Maanshan Iron & Steel  HK Blast Steel plates, steel sections 3.2 3.3 8.6 9.5 2.0 3.8 -4.2 -8.3 8.2
Tokyo Steel Japan Electric HRC, steel sheet, steel plates 11.6 17.9 14.3 17.5 19.6 21.5 19.5 31.6 26.7
Tung Ho Steel Taiwan Electric Rebar steel, H-beam steel 8.4 7.7 6.6 8.3 8.5 9.7 7.6 12.0 9.9
Feng Hsin Iron & Steel  Taiwan Electric Deformed bars, round bars 7.9 8.2 7.8 9.7 10.4 13.6 10.3 17.3 16.0
Kyoei Steel Japan Electric Deformed bars, structural, flat, angle bars 9.5 11.7 10.7 12.5 13.3 14.7 14.3 16.8 13.6
Osaka Steel Japan Electric I-beams, deformed bars, round bars, flat bars 17.8 18.6 15.7 22.6 22.7 18.1 23.7 27.4 25.3
Dongkuk Steel Mill Korea Blast Steel plates, rebars 5.3 5.4 4.6 6.3 2.2 9.4 11.2 15.0 11.9
Godo Steel Japan Electric Rods, shapes, sections, deformed, billets 4.2 10.6 9.2 10.9 12.5 12.1 12.0 16.9 16.0
Lion Industries Corp Malaysia  Electric Bars, wire rods 0.4 0.3 -2.8 -1.4 -4.8  -12.9 -6.8 -5.3  -15.1
Malaysia Steel Works KL Malaysia Electric Steel bars, steel billets 3.0 3.8 2.6 5.1 -0.2 -2.7 0.2 4.9 5.8
Source: Factset
4. Valuation
Our multiples and DCF-based TP (13.3% WACC, 2% terminal growth)
implies a fair FY16E PER of 10x, in line with the regional peers listed
above and HPG’s historical high in FY14 (also historical mean + 2SD). The
new regulatory environment provides us with confidence in our valuation.
Fig 5. Historical 12-month forward PER for HPG
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L XS 4> c L XS a>c s ST oA > s ST
5225828225828 258282¢8>5
PER Mean Mean + 1SD
Mean + 2SD Mean - 1SD Mean - 2SD
Source: Bloomberg Estimates
5.  Selling pressure probably subsided
Following our report in Sep’14, we were caught off-guard by strong selling
pressure from long-standing shareholders, most of whom had a low cost
basis. The stock underperformed throughout FY15 even though
fundamentals were solid. We reviewed Bloomberg data on holdings and
flows, and found that institutional holdings with a low cost basis have
dropped, suggesting selling pressure has probably subsided. With the
attractive valuation and subdued selling pressure of long standing
shareholders, we reiterate BUY.
August 1, 2016 5
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Fig 6. Foreign net purchases in HPG via order matching
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FYE 31 Dec FY14A FY15A FY16E FY17E FY18E
Key Metrics

P/E (reported) (x) 10.3 9.4 6.3 5.3 5.3
Core P/E (x) 12.7 10.4 6.7 5.6 5.9
P/BV (x) 2.7 2.3 1.8 1.4 1.2
P/NTA (x) 2.9 2.3 1.8 1.4 1.2
Net dividend yield (%) 2.9 3.4 4.5 5.6 5.6
FCF yield (%) 6.0 0.0 0.0 0.0 0.0
EV/EBITDA (x) 5.4 4.2 4.6 3.5 3.3
EV/EBIT (x) 71 5.7 5.5 4.3 4.1
INCOME STATEMENT (VND b)

Revenue 25,525.3 27,452.9 30,243.9 35,849.4 39,916.5
Gross profit 5,187.0 5,594.0 7,007.2 8,102.7 7,840.8
EBITDA 5,568.1 5,981.6 7,561.4 8,961.1 8,818.1
Depreciation (1,109.5) (1,281.6) (1,490.1) (1,841.5) (2,009.6)
Amortisation (244.9) (291.0) 286.4 286.4 286.4
EBIT 4,213.7 4,409.0 6,357.7 7,406.1 7,094.8
Net interest income /(exp) (240.7) (130.1) (190.8) (89.0) 147.0
Associates & JV (0.2) 0.2) 0.0 0.0 0.0
Exceptionals 0.0 0.0 0.0 0.0 0.0
Other pretax income (203.3) (288.9) (19.6) (20.4) (23.8)
Pretax profit 3,769.5 3,989.8 6,147.3 7,296.7 7,218.0
Income tax (519.3) (485.4) (922.1) (1,094.5) (1,082.7)
Minorities (106.0) (18.9) (18.4) (21.9) (21.7)
Discontinued operations 0.0 0.0 0.0 0.0 0.0
Reported net profit 3,144.3 3,485.5 5,206.8 6,180.3 6,113.7
Core net profit 2,540.1 3,146.1 4,883.0 5,847.8 5,534.4
BALANCE SHEET (VND b)

Cash & Short Term Investments 2,532.9 3,130.9 4,232.3 8,669.1 12,670.7
Accounts receivable 1,247.3 1,211.0 1,365.0 1,630.9 1,830.4
Inventory 7,386.4 6,937.4 7,618.6 9,103.5 10,531.0
Property, Plant & Equip (net) 8,548.5 8,047.5 11,393.6 11,873.5 10,856.4
Intangible assets 562.2 255.1 215.9 155.1 150.5
Investment in Associates & JVs 4.0 3.8 3.8 3.8 3.8
Other assets 1,807.7 5,921.2 3,791.9 3,450.4 4,548.2
Total assets 22,089.1 25,506.8 28,621.1 34,886.3 40,591.0
ST interest bearing debt 5,737.0 6,116.8 5,514.9 6,672.1 7,786.2
Accounts payable 1,927.8 2,638.7 2,425.6 2,894.4 3,343.8
LT interest bearing debt 1,010.9 739.0 700.0 700.0 700.0
Other liabilities 1,448.0 1,546.0 1,426.0 1,597.0 1,705.0
Total Liabilities 10,123.8 11,040.1 10,066.9 11,863.4 13,535.4
Shareholders Equity 11,796.0 14,443.8 18,291.5 22,697.1 26,672.6
Minority Interest 169.4 22.9 262.6 325.9 382.9
Total shareholder equity 11,965.3 14,466.7 18,554.1 23,022.9 27,055.6
Total liabilities and equity 22,089.1 25,506.8 28,621.1 34,886.3 40,591.0
CASH FLOW (VND b)

Pretax profit 3,769.5 3,989.8 6,147.3 7,296.7 7,218.0
Depreciation & amortisation 1,354.4 1,572.6 1,203.7 1,555.1 1,723.2
Adj net interest (income)/exp 350.6 251.3 190.8 89.0 (147.0)
Change in working capital (2,032.0) (410.4) (1,048.3) (1,282.0) (1,177.6)
Cash taxes paid (575.2) (447.8) (922.1) (1,094.5) (1,082.7)
Other operating cash flow 268.6 (2.7) 0.0 0.0 0.0
Cash flow from operations 3,088.0 4,827.3 5,571.4 6,564.2 6,534.0
Capex (1,165.0) (3,386.6) (2,538.9) (1,730.0) (1,961.0)
Free cash flow 1,922.9 1,440.7 3,032.6 4,834.3 4,573.0
Dividends paid (681.5) (540.7) (1,099.4) (1,465.7) (1,832.4)
Equity raised / (purchased) 0.5 0.1 0.0 0.0 0.0
Change in Debt (930.4) 107.9 (640.9) 1,157.2 1,114.1
Other invest/financing cash flow (410.7) (661.5) (190.8) (89.0) 147.0
Effect of exch rate changes 0.1 0.1 0.0 0.0 0.0
Net cash flow (99.0) 346.5 1,101.5 4,436.8 4,001.6
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FYE 31 Dec FY14A FY15A FY16E FY17E FY18E

Key Ratios

Growth ratios (%)

Revenue growth 34.8 7.6 10.2 18.5 11.3

EBITDA growth 54.3 7.4 26.4 18.5 (1.6)

EBIT growth 61.2 4.6 44.2 16.5 (4.2)

Pretax growth 57.4 5.8 54.1 18.7 (1.1)

Reported net profit growth 60.9 10.9 49.4 18.7 (1.1)

Core net profit growth 54.3 23.9 55.2 19.8 (5.4)

Profitability ratios (%)

EBITDA margin 21.8 21.8 25.0 25.0 221
EBIT margin 16.5 16.1 21.0 20.7 17.8
Pretax profit margin 14.8 14.5 20.3 20.4 18.1
Payout ratio 30.0 31.5 28.2 29.6 30.0

DuPont analysis

Net profit margin (%) 12.3 12.7 17.2 17.2 15.3
Revenue/Assets (x) 1.2 1.1 1.1 1.0 1.0
Assets/Equity (x) 1.9 1.8 1.6 1.5 1.5
ROAE (%) 23.9 24.0 29.8 28.5 22.4
ROAA (%) 11.2 13.2 18.0 18.4 14.7

Liquidity & Efficiency

Cash conversion cycle 116.6 96.5 88.9 89.0 90.8
Days receivable outstanding 17.7 16.1 15.3 15.0 15.6
Days inventory outstanding 136.4 118.0 112.8 108.5 110.2
Days payables outstanding 37.5 37.6 39.2 34.5 35.0
Dividend cover (x) 3.3 3.2 3.6 3.4 3.3
Current ratio (x) 1.3 1.2 1.5 1.8 2.0

Leverage & Expense Analysis

Asset/Liability (x) 2.2 2.3 2.8 2.9 3.0
Net debt/equity (%) 35.7 25.8 10.8 net cash net cash
Net interest cover (x) 17.5 33.9 33.3 83.2 na
Debt/EBITDA (x) 1.2 1.1 0.8 0.8 1.0
Capex/revenue (%) 4.6 12.3 8.4 4.8 4.9
Net debt/ (net cash) 4,214.9 3,725.0 1,982.6 (1,297.0) (4,184.5)

Source: Company; Maybank
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APPENDIX I: TERMS FOR PROVISION OF REPORT, DISCLAIMERS AND DISCLOSURES

DISCLAIMERS

This research report is prepared for general circulation and for information purposes only and under no circumstances should it be considered or intended as
an offer to sell or a solicitation of an offer to buy the securities referred to herein. Investors should note that values of such securities, if any, may fluctuate
and that each security’s price or value may rise or fall. Opinions or recommendations contained herein are in form of technical ratings and fundamental
ratings. Technical ratings may differ from fundamental ratings as technical valuations apply different methodologies and are purely based on price and
volume-related information extracted from the relevant jurisdiction’s stock exchange in the equity analysis. Accordingly, investors’ returns may be less than
the original sum invested. Past performance is not necessarily a guide to future performance. This report is not intended to provide personal investment
advice and does not take into account the specific investment objectives, the financial situation and the particular needs of persons who may receive or read
this report. Investors should therefore seek financial, legal and other advice regarding the appropriateness of investing in any securities or the investment
strategies discussed or recommended in this report.

The information contained herein has been obtained from sources believed to be reliable but such sources have not been independently verified by Maybank
Investment Bank Berhad, its subsidiary and affiliates (collectively, “MKE”) and consequently no representation is made as to the accuracy or completeness of
this report by MKE and it should not be relied upon as such. Accordingly, MKE and its officers, directors, associates, connected parties and/or employees
(collectively, “Representatives”) shall not be liable for any direct, indirect or consequential losses or damages that may arise from the use or reliance of this
report. Any information, opinions or recommendations contained herein are subject to change at any time, without prior notice.

This report may contain forward looking statements which are often but not always identified by the use of words such as “anticipate”, “believe”, “estimate”,
“intend”, “plan”, “expect”, “forecast”, “predict” and “project” and statements that an event or result “may”, “will”, “can”, “should”, “could” or “might”
occur or be achieved and other similar expressions. Such forward looking statements are based on assumptions made and information currently available to us
and are subject to certain risks and uncertainties that could cause the actual results to differ materially from those expressed in any forward looking
statements. Readers are cautioned not to place undue relevance on these forward-looking statements. MKE expressly disclaims any obligation to update or
revise any such forward looking statements to reflect new information, events or circumstances after the date of this publication or to reflect the occurrence
of unanticipated events.

MKE and its officers, directors and employees, including persons involved in the preparation or issuance of this report, may, to the extent permitted by law,
from time to time participate or invest in financing transactions with the issuer(s) of the securities mentioned in this report, perform services for or solicit
business from such issuers, and/or have a position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other
investments related thereto. In addition, it may make markets in the securities mentioned in the material presented in this report. MKE may, to the extent
permitted by law, act upon or use the information presented herein, or the research or analysis on which they are based, before the material is published.
One or more directors, officers and/or employees of MKE may be a director of the issuers of the securities mentioned in this report.

This report is prepared for the use of MKE’s clients and may not be reproduced, altered in any way, transmitted to, copied or distributed to any other party in
whole or in part in any form or manner without the prior express written consent of MKE and MKE and its Representatives accepts no liability whatsoever for
the actions of third parties in this respect.

This report is not directed to or intended for distribution to or use by any person or entity who is a citizen or resident of or located in any locality, state,
country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. This report is for distribution only
under such circumstances as may be permitted by applicable law. The securities described herein may not be eligible for sale in all jurisdictions or to certain
categories of investors. Without prejudice to the foregoing, the reader is to note that additional disclaimers, warnings or qualifications may apply based on
geographical location of the person or entity receiving this report.

Malaysia

Opinions or recommendations contained herein are in the form of technical ratings and fundamental ratings. Technical ratings may differ from fundamental
ratings as technical valuations apply different methodologies and are purely based on price and volume-related information extracted from Bursa Malaysia
Securities Berhad in the equity analysis.

Singapore

This report has been produced as of the date hereof and the information herein may be subject to change. Maybank Kim Eng Research Pte. Ltd. (“Maybank
KERPL”) in Singapore has no obligation to update such information for any recipient. For distribution in Singapore, recipients of this report are to contact
Maybank KERPL in Singapore in respect of any matters arising from, or in connection with, this report. If the recipient of this report is not an accredited
investor, expert investor or institutional investor (as defined under Section 4A of the Singapore Securities and Futures Act), Maybank KERPL shall be legally
liable for the contents of this report, with such liability being limited to the extent (if any) as permitted by law.

Thailand

The disclosure of the survey result of the Thai Institute of Directors Association (“IOD”) regarding corporate governance is made pursuant to the policy of the
Office of the Securities and Exchange Commission. The survey of the IOD is based on the information of a company listed on the Stock Exchange of Thailand
and the market for Alternative Investment disclosed to the public and able to be accessed by a general public investor. The result, therefore, is from the
perspective of a third party. It is not an evaluation of operation and is not based on inside information. The survey result is as of the date appearing in the
Corporate Governance Report of Thai Listed Companies. As a result, the survey may be changed after that date. Maybank Kim Eng Securities (Thailand) Public
Company Limited (“MBKET”) does not confirm nor certify the accuracy of such survey result.

Except as specifically permitted, no part of this presentation may be reproduced or distributed in any manner without the prior written permission of MBKET.
MBKET accepts no liability whatsoever for the actions of third parties in this respect.

us

This third-party research report is distributed in the United States (“US”) to Major US Institutional Investors (as defined in Rule 15a-6 under the Securities
Exchange Act of 1934, as amended) only by Maybank Kim Eng Securities USA Inc (“Maybank KESUSA”), a broker-dealer registered in the US (registered under
Section 15 of the Securities Exchange Act of 1934, as amended). All responsibility for the distribution of this report by Maybank KESUSA in the US shall be borne
by Maybank KESUSA. All resulting transactions by a US person or entity should be effected through Maybank Kim Eng Securities USA Inc. This report is not
directed at you if it is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself
before reading it that Maybank KESUSA is permitted to provide research material concerning investments to you under relevant legislation and regulations.

UK

This document is being distributed by Maybank Kim Eng Securities (London) Ltd (“Maybank KESL”) which is authorized and regulated, by the Financial Services
Authority and is for Informational Purposes only. This document is not intended for distribution to anyone defined as a Retail Client under the Financial
Services and Markets Act 2000 within the UK. Any inclusion of a third party link is for the recipients convenience only, and that the firm does not take any

responsibility for its comments or accuracy, and that access to such links is at the individuals own risk. Nothing in this report should be considered as
constituting legal, accounting or tax advice, and that for accurate guidance recipients should consult with their own independent tax advisers.
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DISCLOSURES

Legal Entities Disclosures

Malaysia: This report is issued and distributed in Malaysia by Maybank Investment Bank Berhad (15938-H) which is a Participating Organization of Bursa
Malaysia Berhad and a holder of Capital Markets and Services License issued by the Securities Commission in Malaysia. Singapore: This material is issued and
distributed in Singapore by Maybank KERPL (Co. Reg No 197201256N) which is regulated by the Monetary Authority of Singapore. Indonesia: PT Kim Eng
Securities (“PTKES”) (Reg. No. KEP-251/PM/1992) is a member of the Indonesia Stock Exchange and is regulated by the BAPEPAM LK. Thailand: MBKET (Reg.
No0.0107545000314) is a member of the Stock Exchange of Thailand and is regulated by the Ministry of Finance and the Securities and Exchange Commission.
Philippines: Maybank ATRKES (Reg. No0.01-2004-00019) is a member of the Philippines Stock Exchange and is regulated by the Securities and Exchange
Commission. Vietnam: Maybank Kim Eng Securities JSC (License Number: 71/UBCK-GP) is licensed under the State Securities Commission of Vietnam.Hong
Kong: KESHK (Central Entity No AAD284) is regulated by the Securities and Futures Commission. India: Kim Eng Securities India Private Limited (“KESI”) is a
participant of the National Stock Exchange of India Limited (Reg No: INF/INB 231452435) and the Bombay Stock Exchange (Reg. No. INF/INB 011452431) and is
regulated by Securities and Exchange Board of India. KESI is also registered with SEBI as Category 1 Merchant Banker (Reg. No. INM 000011708) US: Maybank
KESUSA is a member of/ and is authorized and regulated by the FINRA - Broker ID 27861. UK: Maybank KESL (Reg No 2377538) is authorized and regulated by
the Financial Services Authority.

Disclosure of Interest

Malaysia: MKE and its Representatives may from time to time have positions or be materially interested in the securities referred to herein and may further
act as market maker or may have assumed an underwriting commitment or deal with such securities and may also perform or seek to perform investment
banking services, advisory and other services for or relating to those companies.

Singapore: As of 1 August 2016, Maybank KERPL and the covering analyst do not have any interest in any companies recommended in this research report.

Thailand: MBKET may have a business relationship with or may possibly be an issuer of derivative warrants on the securities /companies mentioned in the
research report. Therefore, Investors should exercise their own judgment before making any investment decisions. MBKET, its associates, directors, connected
parties and/or employees may from time to time have interests and/or underwriting commitments in the securities mentioned in this report.

Hong Kong: KESHK may have financial interests in relation to an issuer or a new listing applicant referred to as defined by the requirements under Paragraph
16.5(a) of the Hong Kong Code of Conduct for Persons Licensed by or Registered with the Securities and Futures Commission.
As of 1 August 2016, KESHK and the authoring analyst do not have any interest in any companies recommended in this research report.

MKE may have, within the last three years, served as manager or co-manager of a public offering of securities for, or currently may make a primary market in
issues of, any or all of the entities mentioned in this report or may be providing, or have provided within the previous 12 months, significant advice or
investment services in relation to the investment concerned or a related investment and may receive compensation for the services provided from the
companies covered in this report.

OTHERS

Analyst Certification of Independence

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.

Reminder

Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are capable
of understanding and assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial and political
factors (including, but not limited to, spot and forward interest and exchange rates), time to maturity, market conditions and volatility and the credit quality
of any issuer or reference issuer. Any investor interested in purchasing a structured product should conduct its own analysis of the product and consult with its
own professional advisers as to the risks involved in making such a purchase.

No part of this material may be copied, photocopied or duplicated in any form by any means or redistributed without the prior consent of MKE.
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Historical recommendations and target price: Hoa Phat Group (HPG VN)
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Hoa Phat Group

Definition of Ratings

Maybank Kim Eng Research uses the following rating system

BUY Return is expected to be above 10% in the next 12 months (excluding dividends)
HOLD Return is expected to be between - 10% to +10% in the next 12 months (excluding dividends)
SELL Return is expected to be below -10% in the next 12 months (excluding dividends)

Applicability of Ratings
The respective analyst maintains a coverage universe of stocks, the list of which may be adjusted according to needs. Investment ratings are only

applicable to the stocks which form part of the coverage universe. Reports on companies which are not part of the coverage do not carry investment
ratings as we do not actively follow developments in these companies.
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4A-15+16 Floor Vincom Center Dong
Khoi, 72 Le Thanh Ton St. District 1
Ho Chi Minh City, Vietnam

Tel : (84) 844 555 888
Fax : (84) 8 38 271 030

www.maybank-ke.com | www.maybank-keresearch.com

W

%
3

Maybank Kim Eng Securities USA
Inc

777 Third Avenue, 21st Floor
New York, NY 10017, U.S.A.

Tel: (212) 688 8886
Fax: (212) 688 3500

Kim Eng Securities India Pvt Ltd
2nd Floor, The International,

16, Maharishi Karve Road,
Churchgate Station,

Mumbai City - 400 020, India

Tel: (91) 22 6623 2600
Fax: (91) 22 6623 2604

In association with

Anfaal Capital

Villa 47, Tujjar Jeddah

Prince Mohammed bin Abdulaziz
Street P.O. Box 126575

Jeddah 21352

Tel: (966) 2 6068686
Fax: (966) 26068787
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