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BUY

Current price

(05/6/2019) 89,100VND
Target price 115,000VND
Investment term MID-TERM
Share information

Sector Food
Capitalization (VND Bil.) 8,270.15
Share volume (Mil.) 92,403
Highest price in 52

weeks 108,850
Lowest price in 52 weeks 51,692
Average trading volume

in 10 days 481,473
Foreign ownership 34.08%
Major shareholders

Truong Thi Le Khanh 42.9%
Dragon Capital Fund 5.00%
Mitsubishi Corp. 6.50%
The rest 41.6%
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OVERVIEW & VALUATION

We believe that Vinh Hoan is having the right development steps in the long-term
by investing in production lines, expanding farming areas and self-controlling its
own fingerling source. Besides, we are optimistic about Vinh Hoan’s ability to
develop in the US and EU markets in the coming time. Collagen & Gelatin
products will also be potential new steps for Vinh Hoan.

In 2019, we estimate that Vinh Hoan's revenue and NPAT will increase by 10%
and 7%. Thereby, EPS 2019 of Vinh Hoan will be around VND 16,000. Based on
DCF valuation and P/E comparison method, we recommend to BUY Vinh Hoan
stocks with a target price of VND115,000, equivalent to a P/E forward at 7x in
2019.

INVESTMENT VIEWPOINT

Positive export outlooks on the US market

The US market is a crucial export market to Vinh Hoan, accounting for a major
proportion (68%) of total revenue. In 2018, Vinh Hoan recorded outstanding
growth on this market (+63% YoY) with total export turnover reaching USD242
million. In 2019, we are still optimistic that Vinh Hoan will maintain a good growth
on the US market thanks to favorable business conditions: (1) Results from POR14
show that Vinh Hoan still enjoys export tax rate at 0%, while other companies in
the same sector (except for Bien Dong) are subjected to high anti-dumping tax on
pangasius; (2) The fish types that directly compete with pangasius suffer a great
disadvantage, particularly in the supply of cod is expected to drop sharply and
the price of tilapia imported by the US from China will be subject to a new tax of
25%.

Table 1. POR14 results

Exporters Port 14
Vinh Hoan Corp $0.00
Bien Dong Seafood $0.19
Hung Vuong Corp $3.87
Vinh Quang Fisheries Corp $1.37
Cuu Long Fish Corp $1.37

Source: VASEP, KBSV
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Figure 1. Sales to the US & EU markets
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Figure 2. The revenue of Collagen & Gelatin
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The new booster to develop in the EU market comes from EVFTA

When the EVFTA agreement is signed (expected at the end of this year), the
import tax on pangasius to the European Union will be reduced from 5.5% to
0% within three years (for raw pangasius), from 7% to 0% within seven years
(for processed pangasius). This will be a powerful booster for value-added
products (processed pangasius) of Vinh Hoan - currently accounting for more
than 50% of sales on the EU market. To grab that opportunity, Vinh Hoan this
year has planned the Thanh Binh factory separately to specialize in producing
VAT products and to cooperate with British partners to develop fried flour
products.

Collagen & Gelatin Potential developing direction for Collagen & Gelatin
products

Vinh Hoan began manufacturing and launching Collagen & Gelatin products
since mid-2015, to optimize fish skin, which is a by-product of fillet processing.
This project shows the bold direction of management in bolstering high
technology to produce high quality products with good profit margins (22-
24%). Only in a short period, the revenue from this product group has made
strong breakthroughs, reaching nearly VND 300billion in 2018 (+181% YoY)
and accounting for 3% of total revenue. With such bright results, we assess
that Collagen & Gelatin products will become an important growth driver for
Vinh Hoan in the future.

Self-control in fingerling source

In early 2019, the company launched the phase 1 of a high-tech pangasius
breeding project on an area of 48 hectares in An Giang and then expanded to
atotal area of over 200 hectares in phase 2. The project of breeding fingerlings
plays a key role in enhancing the competitiveness and production efficiency
of Vinh Hoan. Self-control of fish breeds helps Vinh Hoan solve many technical
challenges on the market, especially the issue of controlling the quantity of
antibiotics and banned drugs on products. Furthermore, Vinh Hoan can also
limit the risk of fluctuations in fingerling prices on the market. In the past two
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years, there have been serious supply constraints of fingerlings, which has
increased the production costs of pangasius enterprises, including Vinh Hoan.

Enhance the production capacity

The focus of Vinh Hoan's 3-year growth strategy from 2018 to 2020 is to
increase investment in production expansion. In 2018, the company built a
220 ha farming area in Long An and expanded Thanh Binh's factory to increase
its capacity to 200 tons of raw materials per day. VHC also acquired two
existing farming areas with an area of nearly 70 hectares and an existing
factory in Dong Thap province. In 2019, the company continued to raise the
total investment capital by VND 800 billion. In particular, VND120 billion was
invested in upgrading existing farming areas and expanding new breeding
areas; and VND115 billion was invested in automatic packaging system and
building more Gelatin production lines. Therefore, we expect that the
production capacity of Vinh Hoan will increase by 18-20% this year.

Table 2. Forecast investment activities in 2019

Investment .
Investment . Capacity growth
cost (VND bil.)

Increase by 150 tons/day & increase the
477 total estimated capacity to 750 tons of raw
materials/day

Raise the capacity in
Vinh Phuoc Factory

Upgrade existing

farming areas & 120 N/A

expand new ones

Upgrade Collagen &

Gelatin production 115 Expect to raise 75% YoY capacity
lines

Raise the capacity in

Vinh Hoan & Thanh 88 Expect to raise 50% YoY capacity
Binh Factories

Total 800

Source: VHC, KBSV

RISKS

¢ Increasing global trade barriers and the risk of re-evaluating the annual US
seafood import policy.

¢ Adverse weather conditions affect fingerlings.

¢ Stronger competition from rivals in China, India and Indonesia.

Kb KB Securities
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APPENDIX
Financial Statement
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Income Statement

Balance Sheet

(VND billion) 2015 2016 2017 2018 (VND billion) 2015 2016 2017 2018
Netsales 6,493.39 7,303.55 8,151.50 9,271.33 CURRENT ASSETS 2,847.04 2,748.39 3,004.11 4,140.35
Costof sales 5,690.82 6,236.78 6,979.61 7,231.97 Cash and cash equivalents 296.09 164.64 45.34 43.24
Gross Profit 802.57 1,066.76 1,171.89 2,039.36 Short-term investments 0.25 169.28 372.82 607.75
Financial income 166.25 86.74 58.40 137.00 Accounts receivable 1,187.50 1,150.33 1,329.42 2,001.76
Financial expenses 210.04 92.88 88.52 167.12 Inventories 1,299.75 1,213.76 1,202.37 1,385.65
of which:interest expenses 36.84 68.15 71.44 55.99 LONG-TERM ASSETS 1,509.92 1,702.48 2,038.48 2,158.17
Gain/(loss) from joint ventures (from 2015) 0.00 0.00 0.00 78.75 Long-term trade receivables 3.51 1.17 1.46 1.56
Selling expenses 252.58 266.38 269.40 210.45 Fixed assets 1,067.28 1,323.14 1,565.83 1,397.24
General and admin expenses 117.54 114.68 141.30 143.57 Investment properties 0.00 0.00 0.00 0.00
Operating profit/(loss) 388.67 679.57 731.06 1,733.99 Long-term incomplete assets 245.63 176.73 224.29 258.75
Otherincomes 4.26 12.42 11.52 3.16 Long-term investments 12.64 17.28 1.30 389.36
Other expenses 6.26 19.55 19.80 49.59 TOTAL ASSETS 4,356.96 4,450.87 5,042.59 6,298.51
Net otherincome/(expenses) 2.00 -7.14 -8.28 -46.43 LIABILITIES 2,267.63 2,057.76 2,099.97 2,283.33
Income from investments in other entities 0.00 0.00 0.00 0.00 Current liabilities 1,818.70 1,517.03 1,670.51 2,250.75
Net accounting profit/(loss) before tax 386.67 672.43 722.78 1,687.56 Trade accounts payable 198.97 275.90 233.08 274.39
Corporate income tax expenses 65.84 107.00 118.21 245.46 Advances from customers 12.75 19.19 65.54 11.43
Net profit/(loss) after tax 320.83 565.44 604.57 1,442.10 Short-term unrealized revenue 0.00 0.00 0.00 0.00
Minority interests -1.73 -1.30 -0.13 -0.08 Short-term borrowings 1,333.67 865.66 1,008.18 1,269.45
Attributable to parent company 322.56 566.74 604.71 1,442.18 Long-term liabilities 448.94 540.73 429.46 32.58
Long-term trade payables 0.00 0.00 0.00 0.00
Operating statistics & Ratios Long-term advances from custo 0.00 0.00 0.00 0.00
2015 2016 2017 2018 Unrealized revenue 0.00 0.00 0.00 0.00
Gross profit margin 12.36% 14.61% 14.38% 22.00% Long-term borrowings 438.49 518.22 402.30 0.00
EBITDA margin 8.88% 11.40% 11.78% 19.86% OWNER'S EQUITY 2,089.33 2,393.11 2,942.62 4,015.18
EBIT margin 6.66% 9.39% 9.34% 18.18% Paid-in capital 924.04 924.04 924.04 924.04
Pre-tax profit margin 5.95% 9.21% 8.87% 18.20% Share premium 216.41 216.41 216.41 223.77
Operating profit margin 5.99% 9.30% 8.97% 18.70% Undistributed earnings 936.41 1,249.89 1,805.46 2,867.37
Net profit margin 4.94% 7.74% 7.42% 15.55% Minority interests 12.37 6.07 0.08 0.00
Cash Flow Statement Key ratios
(VND billien) 2015 2016 2017 2018 2015 2016 2017 2018
Net profit/(loss) before tax 386.67 672.43 722.78 1,687.56 Multiple
Depreciation and amortisation 144.36 146.84 198.85 156.30 P/E 27.79 14.84 13.91 5.83
Profit/loss from investing activities -50.89 -32.86 -30.06 -42.37 P/E diluted 26.07 14.84 13.91 5.83
Interest expense 36.84 68.15 71.44 55.99 P/B 4.05 3.52 2.86 2.09
Operating profit/(loss) before changes in Working Cap 537.96 886.15 873.62 1,961.69 P/S 1.29 1.15 1.03 0.91
(Increase)/decrease in receivables -74.60 50.60 -176.14 -1,293.52 P/Tangible Book 4.28 3.68 3.02 2.26
(Increase)/decrease in inventories -213.58 39.04 74.35 -652.64 P/Cash Flow 57.78 8.80 18.94 12.36
Increase/(decrease) in payables 44.61 113.41 -108.95 843.75 EV/EBITDA 17.14 11.56 10.18 5.23
(Increase)/decrease in prepaid expenses 15.74 -1.46 11.25 -12.22 EV/EBIT 22.86 14.04 12.84 5.72
Net cash inflows/(outflows) from operating activities 145.53 955.58 443.91 680.23 Operating performance
Purchases of fixed assets and otherlong term asset -348.18 -356.42 -242.64 -714.77 ROE% 0.20 0.18 0.24 0.19
Proceeds from disposal of fixed assets 12.99 7.35 0.09 169.49 ROA% 0.08 0.07 0.11 0.10
Loans granted, purchases of debtinstruments -180.00 -980.12 -600.01 -1,777.72 ROIC% 0.15 0.14 0.18 0.14
Collection of loans, proceeds from sales of debts in 982.20 813.29 396.46 1,542.79 Financial structure
Investments in other entities -47.81 -8.01 -182.09 -0.12 Cash Ratio 0.16 0.11 0.03 0.02
Proceeds from divestment in other entities 0.00 28.50 19.17 6.09 Quick Ratio 0.82 0.87 0.82 0.91
Dividends and interest received 61.26 30.46 15.58 72.16 Current Ratio 1.57 1.81 1.80 1.84
Net cash inflows/(outflows) from investing activities 480.47 -464.95 -593.43 -702.08 LT Debt/Equity 0.21 0.22 0.14 0.00
Proceeds from issue of shares 0.00 0.00 0.00 10.38 LT Debt/Total Assets 0.10 0.12 0.08 0.00
Payments for share returns and repurchases 0.00 -3.02 0.00 0.00 Debt/Equity 0.85 0.58 0.48 0.32
Proceeds from borrowings 8,772.90 4,760.99 4,760.65 4,932.84 Debt/Total Assets 0.41 0.31 0.28 0.20
Repayment of borrowings -9,100.00 -5,149.28 -4,734.04 -4,559.90 ST Liabilities/Equity 0.87 0.63 0.57 0.56
Finance lease principal payments 0.00 0.00 0.00 0.00 ST Liabilities/Total Assets 0.42 0.34 0.33 0.36
Dividends paid -92.37 -230.66 0.00 -363.38 Total Liabilities/Equity 1.09 0.86 0.71 0.57
Interests, dividends, profits received 0.00 0.00 0.00 0.00 Total Liabilities/Total Assets 0.52 0.46 0.42 0.36
Net cash inflows/(outflows) from financing activities -419.47 -621.96 26.61 19.94 Activity ratios
Netincrease in cash and cash equivalents 206.54 -131.33 -122.92 -1.91 Account Receivable Turnover 8.47 7.60 7.56 5.91
Cash and cash equivalents at the beginning of period 89.24 296.09 164.64 45.34 Inventory Turnover 3.96 4.64 5.42 5.26
Cash and cash equivalents at the end of period 296.09 164.64 45.34 43.24 Account Payable Turnover 25.60 26.27 27.43 28.50

Source: Fiinpro

>b KB Securities



ADVISORY REPORT KBSV RESEARCH

Investment portfolio recommendations
Buy: +15% or more
Take profit: +15% and -15%

Sell: -15% or less

DISCLAIMER

Opinions in this report reflect professional judgment at this date based on information and data obtained from
sources KBSV considers reliable. However, KBSV does not guarantee that the information and data are accurate
or complete, and, therefore, this report is subject to change without prior notice. Individual investments should
be made based on each client’s own judgment and we expressly disclaim all liabilities for any investment decisions
and any results thereof. This report is a copyrighted material of KBSV and, thus, it may not be reproduced,
distributed, or modified without the prior consent of KB Securities. This report is not prepared for academic
purposes and any third party wishing to quote from it for academic publications should receive the prior consent
of KBSV.

KB SECURITIES VIETNAM (KBSV)

Head Office:

Floor 1&3, Sky City Tower, 88 Lang Ha Street, Dong Da District, Ha Noi, Vietham

Tel: (84) 24 7303 5333 - Fax: (84) 24 3776 5928

Ha Noi Branch

Floor 9, TNR Tower Hoan Kiem, 115 Tran Hung Dao Street Hoan Kiem District, Ha Noi, Vietnam
Tel: (84) 24 3776 5929 - Fax: (84) 24 3822 3131

Ho Chi Minh City Branch

Floor 2, TNR Tower Nguyen Cong Tru, 180-192 Nguyen Cong Tru Street, District 1, HCMC, Vietham
Tel: (84) 28 7303 5333 - Fax: (84) 28 3914 1969

CONTACT INFORMATION

Institutional Client Center: (84) 28 7303 5333 - Ext: 2556
Private Customer Care Center: (84) 24 7303 5333 - Ext: 2276
Hotmail: ccc@kbsec.com.vn

Website: www.kbsec.com.vn
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