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Revenue and GPM remained stable
but high borrowing costs dampened
NPATMI

Companies in the consumer-retail
ecosystem performed well despite
tight consumer spending

MSN will be under pressure of bond
maturity in late 2023 and early
2024

We recommend BUY for MSN with a
target price of VND97,100/share

Bu g maintain

In 2Q23, Masan Group (MSN) delivered net revenue of VND18,609 billion (+4.3%
YoY), and GPM rose slightly to 28.6% from 27.2% in 1Q23 and 27.9% in 2Q22 on
improved profitability of core businesses such as WCM and MCH. Amid a high
interest rate environment, MSN's high-value debts resulted in substantial
borrowing costs of VND1,786 billion (+66% YoY) in the same period. NPAT Pre-MI
was VND429 billion (-65% YoY), and NPATMI touched VND105 billion (-89% YoY).

The integrated consumer-retail platform with two pillars WCM & MCH achieved
positive performance following restructuring efforts. WCM continued to open new
Winmart+, restructured and converted stores into various models (WIN, Urban,
Rural, Premium) appropriate for customers’ needs in each region. MCH and MML,
thanks to capitalizing on the distribution network of WCM, also saw operational
efficiency improve with better sales figures.

In late 2023 and early 2024, MSN and its subsidiaries will be under pressure of
bond maturity worth more than VND12 trillion. Nonetheless, we believe MSN’s
great capacity for financing arrangements can steer the company through this.

We forecast MSN's 2023F net revenue of VND81,601 billion (+7.1% YoY) and
NPATMI of VND1,185 billion (-66.8% YoY). We see that MSN’s share price has
already mirrored unfavorable market conditions, so we recommend BUY for MSN
with a target price of VND97,100/share.

Target pl’iCE VND 97’100 Trading data Share price performance

Free float 20.2% (%) M 3M 6M 1M
Upside 18% 3M avg trading value (VNDbn/USDmn) 196.7/8.2 Absolute 1 -3 -16 -21
Current price (Sep 7, 2023) VND 82,000 Foreign ownership 30.1% Relative -2 -7 -24 -15
Consensus target price VND 92,238 Major shareholder Masan JSC
Market cap (VNDtn/USDbn) 119/4.9 (31.2%)
Forecast earnings & valuation %) Relative vs VNIndex MSN price
FY-end 2021A 2022A 2023F 2024F o l“z’g“goo
Net revenue (VNDbn) 88,629 76,189 81,601 92,910 5 A
EBIT (VNDbn) 11,273 5,223 2,992 8,103 o 100,000
NPAT (VNDbn) 8,563 3,567 1,185 5,785 5 80,000
EPS (VND thousand) 7254 2505 832 4064 10 |
EPS growth (%) 590% -65% -67% 388% 15 4 60,000
P/E (x) 133 319 96.1 19.7 20 | 40,000
P/B (x) 2.7 31 3.0 2.6 25 |
ROE (%) 30% 12% 7% 17% 30 20,000
Dividend yield (%) 1% 1% 1% 1%
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Business performance

Table 1. MSN - 2Q22-2Q23 business results

2Q2022 2Q2023 %YoY  Comments
Revenue 17,834 18,609 4.3%  Revenue growth was protected despite weaker purchasing power due to a challenging macro environment
that directly affects MSN’ core businesses of consumer-retail store chains.
Masan Consumer Holdings 5,907 6,675 13.0%  2Q23 revenue grew impressively with the main contribution of key products such as seasonings,
(MCH) convenience foods, and home and personal care items (HPC) with 29.8%, 24.6%, and 73.6% increases,
respectively. MCH's items are sold at Winmart supermarkets to help drive better sales.
WinCommerce (WCM) 7,008 7,182 2.5%  Although a sharp drop in purchasing power negatively affected the retail industry, WCM still maintained

stable revenue growth thanks to restructuring old stores and opening new ones. WCM partnered with TCB
to launch the exclusive WIN membership program, which was very successful in attracting a large number
of new members for WCM and helping TCB scale up its client base. It was a win-win partnership.

Masan Meatlife (MML) 1,010 1,703 68.7%  Higher revenue was driven by the strategy of closing the gap with wet markets via exclusive prices for WIN
members. Sales of newly launched processed meat products are also promoted thanks to capitalizing on
WCM's extensive distribution network. In the first half of 2023, processed meat sales increased by 45.5%,
and daily revenue for MML products in WCM'’s outlets jumped by 30%.

Masan High-Tech Materials 4,194 3,529 -159%  Lower revenue was caused by declining global demand for the company's products.

(MHT)

Gross profit 4,967 5,327 7.2%  Gross profit improved as gross margin of the core businesses of MCH and WCM improved.

Gross profit margin 21.4% 18.5% GPM expanded as MCH and WCM’s GPM improved. MCH’s GPM was driven by strong revenue growth

across all segments, covering fixed costs in production. WCM’s GPM improved thanks to portfolio and
logistics cost optimization.

Financial income 585 690 17.9%

Financial expense -1,576 -2,139 35.7%  Borrowing costs surged in the context of high interest rates in the first half of 2023 compared to the same
period a year ago and are expected to decrease from early 2024 after bond maturity and cooling interest
rates.

SG&A -3,958 -4,335 9.5%

EBIT 1,270 467 -63.2%

Profit before tax (PBT) 1,261 451 -64.2%

NPAT 1,215 429 -64.7%  Although revenue and GPM maintained growth, surging borrowing costs caused profits to slump.

NPAT of parent company 981 105 -89.3%

Source: Masan Group, KB Securities Vietnam
Fig 1. MSN - Net revenue & gross profit margin (VNDbn, %) Fig 2. MSN - Revenue breakdown (%)
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Investment catalysts

WCM’s restructuring efforts Although softening purchasing power hurts the consumer-retail industry,
proved productive against the WCM's revenue still recorded a 2.5% YoY increase in 2Q23. It can be explained
backdrop of a challenging macro by (1) improved sales of old outlets over the same period, (2) store openings,
environment and (3) restructuring to meet consumers’ requirements in each region.

Old stores’ revenue improved from -10.1% in March to -4.0% in July. WCM's
GPM and EBITDA margin also constantly increased with month. GPM hit 24.8%
in 2Q23, up 270 bps from 22.1% in 1Q23, and EBITDA margin also inched up
from 1.0% in 1Q23 to 1.3% in April, 1.6% in May, and 3.6% in June 2023, above
the peak achieved last year (excluding the COVID period). It demonstrates that
market demand is progressively recovering, and WCM anticipated this trend by
restructuring activities towards better operational efficiency and higher GPM.

In 2Q23, WCM aggressively opened 97 new Winmart+ and 1 Winmart, totaling
3,511 locations nationwide for both minimarts and supermarkets, an increase of
115 stores compared to the end of 2022. WCM may open another 348 stores in
the second half of this year, including 50 WIN stores, 200 WinMart+ Rural
stores, and 98 WinMart+ stores.

Fig 4. WCM - GPM & EBITDA margin (%) Fig 5. MSN - Winmart & Winmart+ store count
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Source: Masan Group, KB Securities Vietnam Source: Masan Group, KB Securities Vietnam
WCM sought to optimize costs and Apart from expansion, WCM has also converted Winmart+ stores into Rural,
boost sales by converting store Urban, and Premium models appropriate for customers' needs in each region. In
chains appropriate for each region particular, 124 WinMart+ stores in rural have been converted into the WinMart+

Rural format with affordable products, more FMCG, and fewer fresh products
compared to those in big cities, subsequently enjoying a 30% increase in daily
revenue against the previous. This model, in our view, incurs relatively low costs
and so can rapidly reach breakeven. However, it will confront stiff competition
with traditional markets and grocery stores as shoppers' buying habits tend to
change more slowly in rural than in urban. Also, it takes time to come to a
judgment about the efficiency of this new model.
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As for the urban market, WCM has recently converted the Winmart
supermarket chain into Premium and Urban models with a focus on fresh
products of high quality and modern & eye-catching design. As a result, those
stores have all seen stronger revenue growth and more customer traffic than
before. The multi-utility integrated WIN store model also drove sales at old
stores, with revenue up 4%.

In 2H23, WCM plans to develop 250 WinMart+ stores in urban areas into multi-
utility WIN stores and convert 676 Winmart+ stores to the WinMart+ Rural
model and 9 WinMarts to Urban and Premium models to boost sales.
Continuous expansion and restructuring during tough economic times reflect
WCM's boldness. It has been well-prepared to anticipate economic recovery
and is ready to accelerate when necessary.

MCH’s business situation improved Thanks to taking advantage of WCM's nationwide coverage with over 3,000
thanks to taking advantage of points of sales, other companies in the ecosystem in general and MCH in
WCM's extensive distribution particular all benefited and performed well.

channel

In 2Q23, MCH recorded a growth rate of 13.0% over the same period. It was
driven by seasonings (up 29.8% YoY), convenience foods (up 24.6% YoY), and
personal and home care products (HPC) (up 73.6% YoY). MCH's GPM
continuously expanded and hit 45.0% in 2Q23 (up 5.3 ppts YoY) after cooling
input material costs. WCM's extensive distribution network helps MCH products
to be distributed effectively to optimize GPM. Accordingly, selling prices,
payment terms, production management, inventories, and supply chains can
easily adjusted for each region to best meet customers' needs.

Fig 6. MCH - Net revenue & GPM (VNDbn, %)
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Source: Masan Group, KB Securities Vietnam

The exclusive membership The exclusive membership program for WIN members has shown positive signals
program for WIN members since its implementation in early 2023. To date, 6 million customers have

supports other companies in the registered to be WIN members, including 2.4 million active members per month,
consumer-retail ecosystem with a frequency of three times a month. Although it does not contribute much

financially, it supports many other companies in the ecosystem.
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For MCH, the WIN membership program helped to measure product demand to
develop appropriate production and distribution plans and tailor-made
marketing strategies. Special offers for WIN members can also include new
products and those prioritized boosting sales.

For MML, the WIN membership program boosted sales of branded meat
products thanks to exclusive prices for WIN members (WIN members are
entitled to a 20% discount). The total revenue of the entire MML system
reached VND1,703 billion (+68.7% YoY), of which daily revenue of MML
products in the WCM supermarket/minimart chain climbed 30% to 1.55 million
each in June 2023. For processed meat, revenue grew 45.5% to VND1,108
billion in the first half of 2023, fueled by marketing strategies and WCM’s
support to introduce MML products to its distribution network with more than
3,000 supermarkets.

The WIN membership program in association with Techcombank (TCB) also
produced good results. The January-through-June period saw 670,000 new
bank accounts open through the WCM chain, and MSN will receive
VND150,000-400,000 for each bank account opened in return. This strategy
benefits not only MSN and TCB but also customers.

The WIN membership program helped MSN understand consumer behavior and
aggregate consumer data. Winmart's wide coverage promotes Online to Offline,
with suitable offers to satisfy and retain customers. Along with that, the
cooperation with TCB and Trusting Social will make MSN's long-term strategy
of Point of Life a reality.

Fig 7. WCM - Exclusive prices for WIN members
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MSN will be under pressure of Despite positive signals in business performance, MSN is undergoing an
bond maturity in late 2023 and obstacle from high interest expenses, with continuous increases in the amount
early 2024 of debt for store expansion and supplementing working capital for the WCM

chain. Along with that, MSN has constantly acquired and added many
businesses to its ecosystem. Amid tight financial conditions in 1H23, MSN's
high-value debts resulted in substantial borrowing costs, thus dampening
profits. It seems risky when the interest coverage ratio has continuously
decreased in recent quarters while D/E has stayed pretty high.

MSN is under enormous pressure as most of its loans are floating ones (floating
interest rates equal the average deposit rate of 12-month term deposits).
However, deposit rates of most banks have dropped sharply recently, so we
expect MSN’s borrowing costs will lower since floating rates are adjusted
periodically, pushing up earnings growth.

Besides, MSN will face loan repayment pressure in 2023 and 2024 with more
than VND13 trillion in long-term loans, of which the value of bonds falling due
is over VND12 trillion. We believe recovering purchasing power will enable
companies in MSN’s ecosystem to generate positive cash flow. Furthermore, a
great capacity for financing arrangements, proven by successful capital
restructuring deals in the past, will help steer the company through the
pressure of bond maturity.

Fig 8. MSN - D/E & interest coverage ratio Fig 9. MSN - Long-term debts
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Forecast & Valuation

2023F business results We see that MSN will continue its recovery from 2Q23 with continuous revenue
growth and improved gross margin thanks to the contribution of two main
pillars, WCM and MCH. 2023F net revenue should be VND81,601 billion (+7%
YoY), and GPM should reach 27.9%, a slight YoY increase. NPAT Pre-MI may be
down 45% YoY to VND2,633 billion on high interest expenses. NPAT for
shareholders of the parent company is VND1,185 billion (-67% YoY). When the
whole economy bounces back, MSN is expected to grow strongly again,
underpinned by the consumer-retail ecosystem.

Table 10. MSN - 2022A-2024F business results

(VND bn) 2022A 2023F % YoY 2024F % YoY  Comments

Revenue 76,189 81,601 7% 92,910 14%  Purchasing power gradually recovered, driving MSN's two pillars of the retail-
consumer ecosystem.

Masan Consumer Holdings 28,103 30,070 7% 33,679 12%  MCH's consumer products sales should rise on recovering purchasing power and

(MCH) thanks to WCM's extensive distribution channel.

WinCommerce (WCM) 29,369 30,837 5% 35,463 15%  New openings and store restructuring appropriate for each region were carried
out to optimize costs and increase revenue. WCM should reach breakeven in 2024.

Masan Meatlife (MML) 4,785 6,699 40% 8,374 25%  Integrate chilled and processed meat products into the WCM chain combined with
exclusive prices for WIN members to boost sales

Masan High-Tech 15,550 13,995 -10% 15,394 10%  Demand for MHT products is relatively weak but should recover in 2024 when the

Materials (MHT) global economy progressively rebounds.

Gross profit 21,035 22,753 8% 26,321 16%

Gross profit margin (GPM) 27.6% 27.9% 1% 28.3% 2%  2023F GPM should increase slightly. Although MCH and WCM’s GPM improved,

MHT's unfavorable business situation pulled down GPM of the entire company.
GPM is forecast to increase in 2024.

Financial income 2,576 2,075 -19% 1,719 -17%

Financial expense (6,362) (8,184) 29% (6,010) -27% In a high interest rate environment, MSN’s high-value debts made MSN suffer
financially, thus eroding profits. In 2024, interest expense pressure is expected to
abate on lower interest rates and reduced amount of debt.

SG&A (16,366) (18,283) 12% (19,520) 7%

SG&A/revenue -21.5% -22.4% 4% -21.0% -6%

Loi nhuan HEKD 5,223 2,992 -43% 8,103 171%

LNTT 5,147 2,992 -42% 8,103 171%

NPAT Pre-MI 4,754 2,633 -45% 6,887 162%

NPATMI 3,567 1,185 -67% 5,785 388%  Although revenue and gross profit continue to grow, surging borrowing costs

eroded MSN’s profits. In 2024, when the whole economy bounces back, MSN is
expected to grow strongly again, underpinned by the consumer-retail ecosystem.

Source: Masan Group, KB Securities Vietnam

Fig 11. MSN - 2022A-2024F business results
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We recommend BUY for MSN with
a target price of VND97,100/share
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We utilize the sum-of-the-parts valuation approach to assess MSN’s value. We
only cover companies/subsidiaries that significantly contribute to the overall
revenue of MSN, including WCM, MCH, MML, MHT, TCB, and PLH. Subsidiaries
with smaller contributions are temporarily not factored in this valuation.

(1) For MCH, we use the P/E method with a forward P/E of 14x.

(2) For WCM, we use the P/S method with a forward P/S of 2.0x from 1.8x as
WCM has made significant improvements ever since the event of SK Group
buying WCM's stake.

(3) For MML, we use the P/B method with a forward P/B of 2x.

(4) For PLH, we use the deal valuation following MSN's acquisition of PLH.

(5) For MHT, we use the EV/EBITDA method with a forward EV/EBITDA of 12x.
(6) For TCB, we use KBSV's forecast.

We recommend BUY for MSN with a target price of VND97,100/share, 18%
higher than the closing price on September 7, 2023. We believe MSN’s share
price has mirrored unfavorable market conditions such as weak purchasing
power and high interest rates. Our BUY rating is based on the expectation of
the recovery of the retail & consumer industry and lower interest expenses.

Table 12. MSN - SOTP valuation

Companies Valuation Equity value MSN’s Contribution to
method (VND bn) ownership MSN
The CrownX 150,253 84.9% 127,564
MCH P/E 88,578
WCM P/S 61,675
MML Market price 10,550 94.9% 10,012
MSR EV/EBITDA 19,589 86.4% 16,925
Phuc Long Heritage Deal valuation 8,161 85.0% 6,937
TCB KBSV’s forecast 132,600 21.4% 28,376
Total 189,815
Net debt 50,818
Equity value 138,997
Outstanding shares 1,430,843,406
Target price (VND) 97,100

Source: KB Securities Vietnam
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Income Statement

Balance Sheet

(VND Billion) 2021A 2022A 2023F 2024F (VND Billion) 2021A 2022 2023F 2024
Net sales 88,629 76,189 81,601 92,910 Total assets 126,093 141,343 138,074 136,48
Cost of sales 66,494 -55,154 -58,849 -66,589 Current assets 43,630 47,675 43,038 39,50
Gross profit 22,135 21,035 22,753 26,321 Cash &equivalents 22,305 13,853 9,626 6,76
Financial Income 6,800 2,576 2,075 1,719 ST investments 333 3,659 3,264 2,78
Financial Expenses -5,707 6,362 -8,184 -6,010 Accounts receivable 2,480 2,736 2,856 3,25
of which: interest expenses -4,669 -4,848 -7,072 -4,789 Inventory 12,948 14,634 13,535 13,98
Gain/(loss) from joint ventures 3,897 4,340 4,631 5,594 Long-term assets 82,463 93,668 95,036 96,97
Selling expenses 11,786 12,512 -13,977 14,923 LT trade receivables 1,878 2,114 2,219 2,33
General & admin expenses -4,065 -3,854 -4,306 -4,597 Fixed assets 31,152 30,612 30,050 29,55
Operating profit/(loss) 11,273 5,223 2,992 8,103 Investment properties 2,022 3,325 3,438 3,75
Net other income/(expenses) 216 76 0 0 Liabilities 83,757 104,706 100,228 93,17
Pretax profit/(loss) 11,489 5,147 2,992 8,103 Current liabilities 34,548 65,321 61,732 56,15
Income tax -1,387 -393 -359 -1,215 Trade accounts payable 7,970 7,489 8,160 8,36
Net profit/(loss) 10,102 4,754 2,633 6,887 Advances from customers 15 16 21 2
Minority interests 1,538 1,187 1,448 1,102 ST borrowings 18,806 40,567 34,609 29,63
Net profit after MI 8,563 3,567 1,185 5,785 Long-term liabilities 49,209 39,385 38,497 37,01
LT payables 9,837 8,960 9,397 10,63

Margin ratio LT borrowings 0 0 0

2021 2022 2023F 2024F Other LT liabilities 39,372 30,426 29,099 26,38
Gross profit margin 25.0% 27.6% 27.9% 28.3% Shareholders' equity 42,337 36,637 37,846 43,30
EBITDA margin 23.5% 18.9% 17.1% 18.1% Paid-in capital 11,805 14,237 14,237 14,23
EBIT margin 18.2% 13.1% 12.3% 13.9% Share premium 11,084 8,723 8,723 8,72
Pre-tax profit margin 13.0% 6.8% 3.7% 8.7% Undistributed earnings 18,796 11,382 11,143 15,50
Operating profit margin 12.7% 6.9% 3.7% 8.7% Reserve & others (8,388) (8,388) (8,388) (8,38t
Net profit margin 11.4% 6.2% 3.2% 7.4% Minority interest 9,526 10,484 11,932 13,03
Cash flow statement Key ratio
(VND Billion) 2021A 2022A 2023F 2024F (x, %, VND)
Net profit 11,489 5,147 2,992 8,103 Multiple
Plus: depreciation & amort 4,632 4,407 3,933 3,992 P/E 13.3 319 96.1 19.
Plus: investing (profit)/loss 410,025 45,849 0 0 P/E diluted 133 31.9 96.1 19,
Interest Expense 5,003 5,340 7,072 4,789 P/B 2.7 31 3.0 2
Change in working capital 11,188 9,045 13,997 16,884 P/S 1.3 15 1.4 1
(Inc)/dec - receivables _801 672 937 927 P/Tangible Book 15 20 1.9 1
(inc)/dec - inventory 2,233 1,736 1,099 -449 P/Cash Flow 7.8 (135) (26.9) (39
Inc/(dec) - payables 655 1,432 2,807 635 EV/EBITDA 7.9 114 118 9,
Inc/(dec) - advances 373 95 263 -416 EV/EBIT 10.2 16.5 16.4 12.
Other adj for operations 6,729 9,089 7,420 -5,987
Operating cash flow 1,144 3,789 9,282 11,594 Operating Performance
Purchase of Fixed Assets and long-term assets 22,805 -4,165 2,615 2,733 ROE% 30% 12% 7% 17¢
Proceeds from disposal of fixed assets 19 24 0 0 ROA% 8% 4% 2% 5¢
Loans granted, purchases of debt instruments 49,265 -11,336 0 0 ROIC% 10% 4% 3% 7¢
Collection of loans, proceeds from sales of debts Financial Structure
instruments 9,236 4,750 395 477
Investments in other entities -5,261 -16,636 22,580 23,089 Cash ratio 0.7 03 0.2 0.
Proceed from divestment in other entities 13,687 284 0 0 Quick Ratio 0.9 0.5 0.5 0.
Dividends and interest received 735 632 0 0 Current Ratio 13 0.7 0.7 0.
Investing cash flow 6,346 26,447 -4.800 5,345 LT Debt/Equity 0.9 0.8 0.8 0.
Proceeds from issue of shares 17,364 40 0 0 LT Debt/Total assets 0.1 0.3 0.3 0.
Payment for share returns and repurchase 9,777 0 0 0 ST Debt/Equity 0.4 11 0.9 0.
Proceeds from borrowings 60,086 78,060 47,761 53,629 ST Debt/Total assets 0.1 0.3 0.3 0.
Repayment of borrowings 57115 54956  -55,045  -61,315 ST liabilities/Equity 0.8 18 16 L
Finance lease principal payments -20 -14 0 0 ST liabilities/Total assets 0.3 0.5 0.4 0.
Dividends paid 3,442 1,253 1,424 1,424 Total liabilities/Equity 20 29 26 2.
Interests, dividends, profits received 0 0 0 0 Total liabilities/Total assets 0.7 0.7 0.7 0.
Financing cash flow 7,096 21,796 -8,709 -9,109 BRI R
Net increase in cash & equivalents 14,586 8,440 4227 2,860 Account receivable turnover 39 29 29 3
Cash & equivalents - beginning 7,721 22,305 13,853 9,626 Inventory turnover 52 4.0 42 4,
Cash & equivalents - ending 22,305 13,853 9,626 6,766 Account payable turnover 9.0 74 7.4 8.

Source: Masan Group, KB Securities Vietnam
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Investment ratings & definitions

Investment Ratings for Stocks

(based on expectations for absolute price gains over the next 6 months)

Buy: Hold: Sell:
+15% or more +15% to -15% -15% or more

Investment Ratings for Sectors
(based on expectations for absolute price gains over the next 6 months)

Positive: Neutral: Negative:
Outperform the market Perform in line with the market  Underperform the market

Opinions in this report reflect the professional judgment of the research analyst(s) as of
the date hereof and are based on information and data obtained from sources that KBSV
considers reliable. KBSV makes no representation that the information and data are
accurate or complete and the views presented in this report are subject to change without
prior notification. Clients should independently consider their own particular
circumstances and objectives and are solely responsible for their investment decisions
and we shall not have liability for investments or results thereof. These materials are the
copyright of KBSV and may not be reproduced, redistributed or modified without the prior
written consent of KBSV. Comments and views in this report are of a general nature and
intended for reference only and not authorized for use for any other purpose.
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