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3Q FY24 NPAT made an 18-fold
YoY increase to reach VND273
billion

HRC prices fell below the mid-term
lows in the past, hitting 4Q24 GPM

Consumption growth is supported
by domestic demand

Export outlook is less positive in the
short term due to the trend of anti-
dumping and trade defense tariffs
in the US and EU

Valuation: NEUTRAL rating - Target

Neutral e

Hoa Sen Group (HSG) posted VND273 billion in 3Q FY24 (+18x YoY) thanks to (1) a
38% YoY increase in sales volume and (2) a 201bps increase in GPM thanks to
stockpiling inventory in 1H24.

HRC prices have dropped 11% since the beginning of 3Q FY24, which caused HSG
to incur inventory provisioning costs and record lower GPM in 4Q FY24.

KBSV expects domestic sales volume of the group to continue to improve in the
coming time thanks to the gradual recovery of the real estate market and
increased demand during the year-end construction season. In addition, we
believe that anti-dumping tax on galvanized steel imported from China and South
Korea will be approved and applied soon, supporting HSG's consumption output.

In the short term, HSG's export output may be adversely affected when the
demand for imported steel and galvanized steel weakens after the application of
defense measures in the US and EU markets, raising the costs for steel exporters
like HSG. In the long term, the impacts will fade away as (1) the difference in HRC
prices in the US and EU compared to Vietnam maintained at 10% or more; and (2)
the import tax on steel from Vietnam is lower than China, creating an incentive to
promote galvanized steel exports.

We gave a NEUTRAL rating to HSG with the target price of VND22,600/share, 9%
higher than the closing price on August 29, 2024.

Target pl’iCE VNDZZ,600 Trading data Share price performance
Free float 82% (%) iM 3M 6M 12M
Upside 9% 3M avg trading value (VNDbn/USDmn) 312.1/12.3 Absolute -8.7 -4.3 -8.7 6.1
Current price (Aug 29, 2024) VND20,800 Foreign ownership 14.3% Relative -11.8 -52 -111 03
Consensus target price VND24,900 Major shareholder Chairman Le Phuoc Vu
Market cap (VNDtn/USDbn) 12.9/0.5 (17.5%)
Forecast earnings & valuation
FY-end FY2022 FY2023 FY2024 FY2025 HSG (LHS, VND)
Net revenue (VNDbn) 49,711 31,651 39,060 42,820 Changes comparing to VN-Index (RHS, %)
Operating income/loss (VNDbn) 331 74 705 1,020
NPAT-MI (VNDbn) 251 25 728 856
EPS (VND) 419 40 1,182 1,390
EPS growth (%) -95% -90% 2865% 18%
P/E (x) 276 571.9 17.6 15.0
P/B (x) 0.6 13 11 1.0
ROE (%) 2% 0% 7% 7%
Dividend yield (%) 0.0% 0.0% 0.0% 0.0%

Source: Bloomberg, KB Securities Vietnam
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Business operation

W Domestic

M Export

Hoa Sen Group (HSG) operates in the
field of manufacturing galvanized
steel, steel pipes, and plastic pipes
with a capacity of more than 3.5
million tons/year. It holds the first and
second positions in the galvanized
steel and steel pipe market share in
2023, reaching 28% and 12%
respectively.

Source: Hoa Sen Group, KB Securities Vietnam

Investment Catalysts

Notes

Domestic consumption continues to recover. KBSV expects HSG's domestic consumption output to continue
to improve in the coming time thanks to (1) the gradual recovery of the real estate market and (2) high
demand for steel during the year-end construction season. In addition, the approval of anti-dumping tax on
galvanized steel imported from China and Korea will boost domestic galvanized steel consumption for HSG.

Raw material prices decrease faster than selling prices, helping HSG maintain a GPM of 11-12%. Galvanized
steel and HRC prices have decreased by 2%/11% YTD. The average prices have decreased slower than input
material prices, allowing HSG to continue to reduce product prices to improve consumption output, expecting

a FY24/FY25 GPM of 11.3%/12.1%.

Please find more details here

Please see more details below

Revised earnings estimates

(VNDbn) KBSV estimates Change vs previous estimates Consensus* Difference

2024E 2025E 2024E 2025E 2024E 2025E 2024E 2025E
Revenue 39,060 42,820 -1% 4% 38,222 41,962 2% 2%
EBIT 942 1,299 -10% -10% 867 1,062 9% 22%
NP after M| 728 856 -9% -18% 764 866 -5% -1%

Source: Bloomberg, KB Securities Vietnam

Investment opinion & risks

Bull-case scenario

Base-case scenario (target price)

Current price

Bear-base scenario

VND27,400 (steel prices strongly bounces back

from 4Q24)

\VND22,600

IVND20,900

IVND18,650 (steel prices continued to slide in

4Q24)

Base-case scenario: catalysts
1) FY24/FY25 capacity reaches 56%/59%
2) FY24/FY25 steel prices: -8%/+5% YoY

Bull-case scenario: upside risk
1) FY24/FY25 capacity reaches 57%/61%
2) FY24/FY25 steel prices: -8%/+3% YoY

Bear-case scenario: downside risk
1) FY24/FY25 capacity reaches 55%/56%
2) FY24/FY25 steel prices: =9%/0% YoY

Ko KB Securities | VIETNAM
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3Q FY24 performance updates

Table 1. HSG - 9M FY24 business results

(VNDbn, %) 3QFY23 3Q FY24 +/-%YoY 9M FY23 9M FY24 +/-%YoY  Notes
R in3Qi d by 25% YoY, driven by a 38%
Revenue 8,646 10,840 25% 23544 29,162 249, Hevenuein 5Q increased by 25% Yo, driven by a
improvement in consumption volume vs 3Q FY23.
Gross profit 892 1,337 50% 1,956 3,404 74%
| i 3Q GPM rose 201bps as the company proactively
Gross profit margin 10.3% 12.3% 201bps 8.3% 11.7% 336bps L L
stockpiled inventory at low prices in 1H24.
Financial income 13 31 141% 118 213 81%
Financial expenses -64 -65 1% -252 -157 -38%
Profits from affiliates 0 0 0 0
3Q SG&A rose 23% YoY due to export and
SG&A -836 -1,030 23% -2,239 -2,782 24% i . R
transportation costs increasing by 75% YoY.
Operating profit/loss 5 273 5730% -418 677
Other income 8 14 89% 61 38 -37%
PBT 12 287 2253% -358 716
NPAT 14 273 1831% -415 696
NP after Mi 14 273 1833% -416 696 This is equal to 139% of the 2024 full year target.
NPAT margin 0.2% 2.5% 236bps -1.8% 2.4% 415bps
Source: Hoa Sen Group, KB Securities Vietnam
Table 2. HSG - Sales volume of products
+/-%Yo
(VNDbn) 3Q FY23 3Q FY24 v 9M FY23 9M FY24 +/-%YoY  Notes
. Domestic consumption increased by 50% QoQ, while
Galvanized steel 305,136 415,378 36% 797,824 1,151,355 44%
demand from export channels decreased by 7% QoQ
i Domestic consumption increased by 51% QoQ or
Steel pipes 68,751 99,889 45% 210,545 259,527 23%
41% YoY.
Total 373,887 515,267 38% 1,008,369 1,410,882 40%

Source: Vietnam Steel Association, Hoa Sen Group, KB Securities Vietnam

Fig 3. HSG - Revenue, GPM, EBIT margin (VNDbn, %)

Fig 4. HSG - Changes in sheet and HRC price YTD (%)
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Source: Hoa Sen Group, KB Securities Vietnam
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4Q FY24 GPM may decline due to
inventory provisioning

HSG's 3Q inventory decreased by 15% QoQ. We
believe that HSG's inventory risk at the moment
is lower than that in 2022, based on (1) the
current domestic demand is recovering, while in
2H22, the demand plunged; and (2) galvanized
steel and HRC prices have decreased by an
average of 5%/14% YTD, much lower than the
decrease of 18%/26% in 2H22. The output
prices decrease more slowly than input material
prices, which will help HSG control GPM in the
medium term.

Domestic consumption output
should keep increasing thanks to
the recovery of residential real
estate and the approval of anti-
dumping taxes on galvanized steel
(AD19)

Fig 6. HSG - Galvanized steel sales volume & average price

(ton, VND/kg)
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HSG's 3Q inventory decreased by 15% QoQ. Raw materials in transit fell 73%,
showing initiative and efforts of the group in controlling input material costs. In
the 2Q FY24 update report, we mentioned that HSG increased its stockpiling of
cheap raw materials in 1H24 when HRC prices fluctuated around the bottom
from 3Q22 (USD500-520/ton). However, after HRC prices fell below the above
level, we believe that HSG will incur inventory provision costs in 4Q FY24.

Fig 5. HSG - Inventory over the quarters (VNDbn)
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Source: Hoa Sen Group, KB Securities Vietnam

We believe that the domestic market will be the main driving force for HSG's
consumption growth in the coming time with (1) the gradual recovery of the
residential real estate market and (2) higher construction demand at the end of
the year. With HRC prices falling faster than the average price (Figure 4), HSG
should further lower its product prices to improve consumption output while
maintaining a GPM of 11-12% in the medium term. In addition, as mentioned in
the 2Q24 report, we also expect the anti-dumping tax on galvanized steel
imported from China and Korea to be approved in the coming time, helping to
improve domestic galvanized steel sales volume. HSG will benefit the most
thanks to maintaining the largest market share of galvanized steel in the
domestic market (28.4% by the end of 2023) and its output for FY24/FY25 may
hit 1.89/1.98 million tons.

Fig 7. HSG - Steel pipe sales volume & average price (ton,
VND/kg)
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HSG's domestic consumption output has

temporary application of the anti-dumping
taxes from September 2016.

RESEARCH
Fig 8. HSG - Domestic sales volume (ton)
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Export output may decline in the

short term

Source: Hoa Sen Group, KB Securities Vietnam

The increase in trade defense measures from HSG's main export markets such

as the US and EU will have a negative impact on the group’s export output in
the short and medium term. However, in the long term, we believe that

Vietnamese steel producers will still have some competitive advantages in the
export market since (1) the price gap in the US and EU continues to be
maintained; and (2) the tax rate applied to steel products imported from
Vietnam is lower than the tax rate applied to China.

Table 9. HSG - Comparison of current tax rates applied to steel and aluminum imported from Vietnam and China into the US

market

Section 301 of the Trade Act Section 232 of the Expanded Trade Act
The US raises tariffs on certain products and sectors (including steel and The US imposes tariffs on steel and aluminum products imported from

Contents aluminum, semiconductors, electric vehicles, minerals, and solar panels) Mexico that are heated, molded, and have raw materials from countries
imported from China at low prices. other than Mexico and Canada.

Effectiveness May 2024 July 2024

Vietnam 0% 25%

China 25% 25%

Source: Hoa Sen Group, KB Securities Vietnam

Fig 10. HSG - Export markets (USDmn)

Fig 11. Vietnam, US, EU - HRC price gap between US, EU vs

Vietnam (USD/ton)
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High inventories in China put

China's steel export prospects are expected to decline in the coming time as
pressure on steel prices

major markets such as the US and EU increase trade defense measures. This has
caused steel prices in China to fall by an average of 11% since the beginning of
3Q24 to stimulate domestic consumption demand amid high steel inventories
(estimated figures for August 2024 are 13.6 million tons, down 5% MoM but up
6%/4% YoY). With high inventories and lower EBITDA margins, we believe that
manufacturers will prioritize inventory reduction and capacity optimization in
the coming time, which could put further pressure on steel prices in the short

term. However, steel prices may stabilize later when supply and demand in
China's domestic steel market rebalance.

Fig 12. China - HRC inventories & prices Fig 13. China - GPM & EBITDA margins of BOFs (%)
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Forecast & valuation

Table 14. HSG - 2024-2025F results
(VNDbn, %) FY2023 FY2024 +/-%YoY FY2025 +/-%YoY  Notes
FY24/FY25 capacity is expected to reach 56%/59%, and FY24/FY25

Revenue 31,651 39,060 23% 42,820 10% X .
steel price should gain 8%/3% YoY.
Gross profit 3,031 4,423 46% 5,175 17%
| i HSG's gross profit margin should rise 76bps in FY25 due to input
Gross profit margin 9.6% 11.3% 175bps 12.1% 76bps X i ] i
material prices decreasing faster than average output prices
Deposits 0 2 213% 2 1%

FY25 interest expense may gain 56% due to (1) lending rates
Interest expenses -195 -140 -28% -218 56%  gradually increasing again and (2) steel prices recovering in 2025,
HSG increasing debt to build inventory.
Assuming stable USD/VND exchange rate, HSG does not incur

Exchange gain/loss 113 122 8% 0 -100% exchange gain/loss.

Profits from affiliates 0 0 0

SGEA 2876 ~3703 29% 3939 % ifti?ti:jjiisdbgr:::i: ::i:se to HSG increasing sales support
Operating profit/loss 74 705 848% 1,020 45%

Other income 66 51 -23% 50 -1%

PBT 140 756 439% 1,070 42%

NPAT 25 728 2858% 856 18%

NP after M 25 728 2865% 856 18%

NPAT margin 0.1% 1.9% 179bps 2.0% 14bps

Source: Hoa Sen Group, KB Securities Vietnam

7 *b KB Securities | VIETNAM



Valuation: NEUTRAL rating -
Target price VND22,600/share
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HSG's share price has gained by 15% since 2Q FY24 update report, reflecting
expectations of (1) a recovery in domestic consumption output and (2) the
application of anti-dumping tax on galvanized steel with China and Korea,
before experiencing corrections due to unfavorable developments in steel
prices. We changed our forecast model, reducing HSG's FY24/FY25 net profit by
-8.2%/-16.3% compared to the previous period to reflect the impact of
declining HRC prices, which will raise HSG's provisioning costs in the short term.
Applying two valuation methods, EV/EBITDA and P/E, with targets of 8x/12x
respectively, we determine the fair value of HSG for FY2025 at
VND22,6000/share (P/E and P/B forward FY2025 are 16x/1.1x), corresponding
to a return of 9% compared to the closing price on August 29, 2024.

Table 15. HSG - Final valuation

Method Multiple Valuation Weight Target Price
EV/EBITDA 8 28,612 50% 14,306
P/E 12 16,679 50% 8,339
Target Price 22,600

Source: KB Securities Vietnam

Fig 16. HSG - ROE & P/B (%, x)

HSG

Source: FiinProX, KB Securities Vietnam
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HSG - 2022A-2025F financials
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Income Statement

Balance Sheet

(bn. VND) (bn. VND)
(Standard Report) FY2022 FY2023 FY2024 FY2025 (tandard Report) FY2022 FY2023 FY2024 FY2025
Net Revenue 49,711 31,651 39,060 42,820 e 17,025 17,365 18,120 19,895
Cost of Goods Sold 44,112 28,620 34,637 37,645 CURRENT ASSETS 9,835 11,275 12,861 15339
Gross Profit 4939 3,03 4423 5175 Cash and cash equivalents 330 597 185 1,460
Financial Income 7 2 3 2 Short-term investments 9 2 31 31
Financial Expenditure 260 195 140 218 Accounts receivable 1,452 2322 2,443 2,952
Including: Cost of Borrowing -1 13 122 0 Inventories 7,395 7,629 9,064 9,759
Profit/(loss) from affiliated companies 0 0 0 0 LONG-TERM ASSETS 7,190 6,090 5,260 4,555
SG8A 4355 2876 3703 3939 Long-term trade receivables m 143 21 21
Profit/(loss) from operating 331 I 05 1020 Fixed assets 5,959 5020 4,093 3389
Net Other Income 48 66 51 50 Long-term incomplete assets 604 530 530 530
Profit/ (loss) from affiliated companies 0 o 0 0 Long-term investments w 1 1 1
Profit/(loss) before tax 318 140 56 1,070 Good will (before 2015) 0 0 0 0
Tax -128 -116 -28 214 TOTAL LIABILITIES 6,142 6,585 6612 7,530
Profit/(loss) after tax L 5 28 €25 Current liabilities 6,009 6,569 6,59 7514
Minority Interest 0 0 0 0 Trade accounts payable 1,040 2,885 1964 2,553
NPATMI 251 2 728 856 Short term borrowings 4,070 2,93 3817 4,063
Other short-term liabilities 899 ™ 815 898
Long-term liabilities 133 16 16 16
Long-term trade payables 0 0 o o
Other long-term liabilities w7 o o o
Operating Ratios Long-term borrowings 16 16 16 16
FY2022 FY2023 FY2024 FY2025 OWNER'S EQUITY 10,884 10,780 11,508 12,364
Gross Profit Margin 9.9% 2.6% 113% 121% Paid-in capital 5,981 6,160 6,160 6,160
EBITDA Margin 30% 35% 44% 5.0% Share premium 157 157 157 157
EBIT Margin 0.7% -0.1% 15% 24% Other funds 204 o % 9
PBT Margin 08% 04% 19% 25% Undistributed earnings 4,542 4,369 5,007 5953
Opearating Profit Margin 0.7% 0.2% L% 24% State capital 0 0 0 0
Net Profit Margin 0.5% 0.1% L9% 20% Interest of non-controlling shareholders 0 0 0 0
Cash Flow Statement Main Ratios
(Standard Report) FY2022 FY2023 FY2024 FY2025 (X, %, VND) FY2022 FY2023 FY2024 FY2025
PBT 381 140 56 1070 Valuation Ratios
Depreciation 1,160 1,131 1,124 1,133 PE 276 5719 176 150
Profit/(loss) from investing 26 -0 0 0 P/E (diluted) 2716 5719 176 150
Cost of borrowing 260 195 10 218 p/B 06 13 11 10
Profit/(loss) before changes in WC 2218 LI 2,020 2421 p/s 0.1 04 03 03
(Increase)/decrease in receivables 3842 -1019 199 509 P/Tangible Book 12 29 33 40
(Increase)/decrease in inventory 4445 360 -1435 695 p/Cash Flow 24 80 -11.9 88
Increase/(decrease) in payables -6.956 2,019 921 589 EV/EBITDA 7.0 14.1 9.4 7.0
(Increase)/decrase in pre-paid expenses 4 19 0 0 EV/EBIT 284 599.0 175 119
Sellable securities, cost of borrowing, tax 769 443 -538 -349
Opearting Cash Flow 25 LD =z L Management Efficiency
Purchases of fixed assets and other long term assets 463 295 216 428 ROE% 2% 0% % %
Proceeds from disposal of fixed assets 2 19 0 0 ROA% 1% 0% 4% 5%
Loans granted, purchases of debt instruments 0 20 4 0 ROIC% 2% 0% 5% 5%
Collection of loans, proceeds from sales of debts instruments 9 19 o o Financial Ratios
Investments in other entities 0 0 0 0 Cash Ratio 01 01 00 02
Proceeds from divestment in other entities 0 0 0 0 Quick Ratio 03 04 04 06
Dividends and interest received 8 3 0 0 Current Ratio 16 17 19 20
Investing Cash Flow 408 24 220 _ Long-term borrowing/Owner's Equity 00 00 00 00
Proceeds from issue of shares 9 0 0 0 Long-term borrowing/Total Asset 00 00 00 00
Payments for share returns and repurchases 0 0 0 0 Short-term borrowing/Owner's Equity 04 03 03 03
Proceeds from borrowings 2656 21,880 881 26 Short-term borrowing/Total Asset 02 02 02 02
Repayment of borrowings 35356 B 0 0 Short-term payables/Owner's Equity 02 03 02 03
Finance lease principal payments 0 0 0 0 Short-term payables/Total Asset 01 02 02 02
Dividends paid 0 0 0 0 Total payables/Owner's Equity 02 03 02 03
Interests, dividends, profits received 0 0 0 0 Total payables/Total Asset 01 02 02 02
Financing Cash Flow 2000 2 81 246 Operating Ratios
Net increase in cash and cash equivalents 215 2 412 1215 Receivables turnover 166 168 164 159
Cash and cash equivalents at the beginning o period 493 330 597 185 Inventory turnover 45 38 42 4.0
330 597 185 1,460 107 176 143 167

Cash and cash equivalents at the end of period

Payables turnover

Source: Hoa Sen Group, KB Securities Vietnam
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