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Key statistics

52w high (VND) 151,600
52w low (VND) 113,378
3m Avg daily volume (shares) 836,654
3m Avg daily value (VNDm) 105,652
Market cap (VNDbn) 230,599
Outstanding shares (m) 1,769
Free float (%) 33
TTM P/E (X) 21.6
Current P/B (x) 8.4
Ownership

SCIC 36.0%
F&N Dairy Investment Pte, Ltd 20.0%
Platinum Victory Pte Ltd 10.6%
Others 33.4%

Source: VNDIRECT RESEARCH
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Earnings growth on track

9M19 results in line with our expectation. VNM posted net revenue
and net profit growth of 4.0% yoy and 3.3% yoy in 3Q19, making up
73.7% and 78.4% of our full year forecasts, respectively.

Both overseas and domestic market demonstrated positive
growth in 9M19. In 9M19, VNM’s domestic revenue grew 5.7% yoy to
VND35,820bn, higher than the 2.7% growth seen in 9M18. Better
domestic revenue growth stemmed from a ¢.3.7~4.7% sales volume
growth and a 1~2% rise in ASP. According to VNM, the positive results
was backed up by the launch of 15 products and about 15,000 new
points of sales (+4% yoy). In the other side, 9M19 overseas market
revenue increased 10.6% yoy to VND6,259bn, accounting for 14.9%
of total revenue.

GP margin expanded on the back of higher domestic ASP. The
average milk powder input price stayed stable at US$3,086 per tonne,
thus leaving no major impact on 9M19 GPM. VNM’s 9M19 blended
GPM inched up 0.6% pts yoy to 47.3% as a result of 1.1% pts increase
in domestic GPM (on the back of 1-2% higher ASP) while overseas
GPM dropped 1.9% pts yoy (due to changes in exported product mix).

Higher tax burden. VNM’s 9M19 EBT margin gained 0.2% pts yoy to
24.1% thanks to higher GPM and a drop of 0.3% pts yoy in SG&A as
percentage of revenue. However, effective CIT rate rose 2.1% pts yoy
after the tax holiday at several factories ended, prompting net margin
to ease 0.3% pts in the period. Excluding abnormal factors (fix asset
liquidation, bonus from suppliers), core net profit grew 10.8% yoy in
9M20109.

China’s market is about to open officially. The Chinese government
granted an official milk export licence to TH Food Chains JSC Vietnam
in Oct 2019. We believe that VNM might get this official licence in
4Q19F and start distributing its products to China in the last months of
20109.

Financial summary (VND) 12-17A 12-18A 12-19E 12-20E
Net revenue (bn) 51,041 52,562 57,093 62,588
Revenue growth 9.1% 3.0% 8.6% 9.6%
Gross margin 47.5% 46.8% 46.9% 47.3%
EBITDA margin 21.5% 20.5% 21.8% 24.1%
Net profit (bn) 10,261 10,184 10,668 11,778
Net profit growth 9.4% (0.7%) 4.8% 10.4%
Recurring profit growth 8.6% (1.9%) 7.1% 11.3%
FD EPS 5,296 5,336 5,819 6,424
BVPS 16,105 14,805 16,430 18,693
ROAE 44.8% 41.4% 39.2% 38.5%

Source: VND RESEARCH
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Figure 1: Result comparison

%vs our
FY19F
VNDbn 3Q19 3Q18 %yoy IM19 IM18 %yoy 2019F forecast Comment
chg chg
Revenue 14,291 13,735 4.0% 42,079 39,558 6.4% 57,093 73.7%
9M19 domestic revenue increased by 5.7% yoy
Domestics 12,183 11,689 4.2% 35,820 33,897 5.7% 47,866 74.8% driven by 1~2% price increase and 3.7%~4.7%
volume rise.
9M19 overseas revenue jumped 10.6% yoy thanks to
Overseas 2,108 2,046 3.0% 6,259 5,661 10.6% 9,227 67.8% better performance of both export (+10%yoy) and
overseas subsidiaries (+11% yoy)
Gross profit 6,723 6,494 3.5% 19,892 18,449 7.8% 26,748 74.4%
GPM 47.0% 47.3% -0.2%pts 47.3% 46.6% 0.6%pts 46.9% 0.4%pts

Domestics GPM rose 1.1% pts in 9M19 thanks to
Domestics 47.0% 46.5% 0.5% pts 47.4% 46.3% 1.1% pts 47.0% 0.4% higher ASP in the context 9M19 average milk price
stayed intact at US$3,086/MT, unchanged from 9M18

Overseas 47.1% 51.7% -4.7% pts 46.6% 48.4% -1.9% pts 46.6% 0.0%
Average global w hole milk
pow der price 3,065 2,885 6.2% 3,086 3,087 0.0% 3,050 1.2%
(USD/Tonne)
SG&A 3,610 3,411 5.8% 10,207 9,708 5.1% 14,736 69.3%
SG&A as % revenue in 9M19 slightly reduced by
SG&A as % of revenue 25.3% 26.9% -1.7% pts 24.3% 24.5% -0.3% pts 25.8% -1.6% pts 0.3% pts yoy thanks to Advertisement & promotion
as % revenue decreased by 0.4% pts yoy.
EBIT 3,113 2,796 11.3% 10,147 9,445 7.4% 12,012 84.5%
EBIT margin 21.8% 20.4% 1.4% pts 24.1% 23.9% 0.2% pts 21.0% 3.1% pts
Pre-tax profit 3,254 3,064 6.2% 10,147 9,445 7.4% 12,775 79.4%
EBT margin 22.8% 22.3% 0.5% pts 24.1% 23.9% 0.2% pts 22.4% 1.7% pts
Tax 577 474 21.9% 1,769 1,450 22.0% 2,084 84.9%
CIT rate increased by 2.1% pts in 9M19 due to tax
Tax rate 17.7% 15.5% 2.3% pts 17.4% 15.4% 2.1% pts 16.3% 1.1% pts incentive period of several VNMs factories w as
over
NPAT 2,677 2,591 3.3% 8,378 7,995 4.8% 10,690 78.4%
Net margin 18.7% 18.9% -0.1% pts 19.9% 20.2% -0.3% pts 18.7% 1.2% pts
FD EPS (VND) 1,537 1,487 3.3% 4,810 4,590 4.8% 5,819 82.7%

Source: VNDIRECT RESEARCH

Figure 2: Peer comparison (Data as of 15 Nov 2019)

Target EPS growth (%) P/E (x) P/B (x) ROE (%) ROA (%)
Bloomberg price Market cap
Dairy producer code Recom. (VND)  (US$m) FYI9F FY20F TTM FYI9F TTM FYIOF TTM FY19F TTM FY19F D/EX)
Inner Mongolia Yili 600887 CH NR N/a 25137 1,1% 10,8% 251 252 7,0 58 27.7% 232% 143% 13,4% 0.2
China Mengniu Dairy 2319 HK NR N/a 15731 42,0% -0,1% 30,9 23,8 41 37 142% 161% 52%  7,6% 0,4
Yakult Honsha Co 2267 JP NR N/a 9798  53% -01% 297 286 30 28 95% 106% 54%  7,0% 03
Vitasoy 345 HK NR N/a 4330 182% 13,7% 48,6 427 10,1 9,6 229% 237% 12,6% 12,7% 0,0
mgﬂ;arias“"”k 2264 JP NR N/a 1.929 423% -19,8% 145 106 12 11 87% 11,0% 33% 53% 0,6
Bright Dairy 600597 CH NR N/a 1.898 265% 12,2% 34,3 287 24 29 7,2% 86% 22%  3,6% 07
Average 0.804 22,6% 2,8% 305 266 46 43 150% 155% 7,2% 83% 04
Median 7.064 224% 54% 30,3 269 36 33 118% 136% 53% 73% 04
Vietnam Dairy JSC VNMVN  ADD  155.600 9757  9,0% 104% 21,6 20,2 84 80 429% 36,6% 26,6% 255% 0,4

Source: VNDIRECT RESEARCH, Bloomberg
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Valuation
Rolling P/E (x) (lhs)  —— EPS growth (rhs) Rolling P/B (x) (hs) ——— ROAE (rhs)
24.9 5% 115 46%
229 2% 10.5 44%
20.9 -1% 9.5 42%
18.9 -4% 85 40%
16.9 -8% 75 38%
14.9 -11% 6.5 36%
12.9 -14% 55 34%
10.9 -17% 45 32%
8.9 -20% 35 30%
01-16A 07-16A O01-17A 07-17A 01-18A 07-18A O01-19E 07-19E 01-16A 07-16A 01-17A 07-17A 01-18A 07-18A O01-19E 07-19E
Income statement Cash flow statement
(VNDbn) 12-18A 12-19E 12-20E (VNDbn) 12-18A 12-19E 12-20E
Net revenue 52,562 57,093 62,588 Pretax profit 12,052 12,775 14,104
Cost of sales (27,951) (30,345) (32,998) Depreciation & amortisation 1,684 1,770 1,968
Gen_ & admin expenses (1,133) (1,228) (1,348) Tax paid (1,880) (2,084) (2,301)
Selling expenses (12,266) (13,508) (14,878) Other adjustments (675)  (706)  (683)
Operating profit 11,212 12,012 13,364 Change in working capital (3,040) (1,905)  (562)
Operating EBITDA — 10476 11,122 12,294 Cash flow from operations 8,140 9,849 12,526
Deprec_latlon and amortisation 1,627 1,713 1,911 Capex (3,186) (3,196) (3,504)
Operating EBIT 11,212 12,012 13,364 Proceeds from assets sales 94 87 61
'F”_teres_t L 161%6 163703 167775 Others 1398 (777) (542)
inancial Expense (118) (130) ) Other non-current assets changes 648 (68) (82)
Net other income 269 191 209 . B o
- Cash flow from investing activities (1,045) (3,953) (4,067)
Income from associates & JVs 22 30 34 N hare i 0 0 0
Pre-tax profit 12,052 12,775 14,104 SEW S ‘Zre 'ssulfnce 2 o 0
Tax expense (1,846) (2,084) (2,301) aes Duybac ©)
Minority interest (22) (23) (25) Net orrowings 724 2,091  (459)
Net profit 10,184 10,668 11,778 Other financing cash flow @ 0 0
Adj. net profit to ordinary 10,184 10,668 11,778 Dividends paid - (7,256) (7,838) (7,838)
Ordinary dividends (7,838) (7,838) (7,838) Cash flow from financing activities (6,536) (5,746) (8,297)
Retained earnings 2,346 2,830 3,941 Cash and equivalents at beginning of period 963 1,523 1,672
Total cash generated 559 149 162
Cash and equivalents at the end of period 1,523 1,672 1,834
Balance sheet
(VNDbn) 12-18A 12-19E 12-20E Key ratios
Cash and equivalents 1,523 1,672 1,868 12-18A 12-19E  12-20E
Short term investments 8,674 7,708 8,449 Dupont
Accounts receivables 4621 5020 5503 Net profit margin 19.4% 18.7% 18.8%
: Asset turnover 1.46 1.44 1.43
Inventories 5526 6,611 7,095 ROAA 28.3%  26.9%  26.9%
Other current assets 304 1,475 2,683 Awg assets/avg equity 1.47 1.46 1.43
Total current assets 20,648 22,485 25,598 RO_A_E 41.4%  39.2%  38.5%
Fixed assets 14,234 15172 16,189 Efficiency :
. Days account receivable 23.5 23.5 23.5
Total investments 1,069 2,812 2,612 Days inventory 722 79.5 78.7
Other long-term assets 1,416 1,418 1,434 Days creditor 52.1 52.1 52.7
Total assets 37,366 41,887 45,833 Fixed asset turnover 3.93 3.88 3.99
Short-term debt 1,060 1588 1,699 fg'ﬁdn ST.0%  32.9%  32.8%
Accounts payable 3,991 4,335 4,752 Current r)./atio 1.9 21 23
Other current liabilities 5588 4,823 4,846 Quick ratio 1.4 1.5 1.6
Total current liabilities 10,640 10,746 11,297 Cash ratio 1.0 0.9 0.9
Total long-term debt 216 1,779 1,200 Cash cycle 435 508 495
S Growth rate (yoy)
Other liabilities 239 260 285 Revenue growth 3.0% 8.6% 9.6%
Share capital 17,417 17,417 17,417 Operating profit growth (1.9%) 7.1% 11.3%
Retained earnings resernve 7,155 9,452 12,804 Net profit growth (0.7%)  4.8%  10.4%
0, 0, 0,
Shareholders' equity 25,781 28,611 32,552 EPS growth ©.7%)  4.8%  10.4%
Minority interest 490 490 490
Total liabilities & equity 37,366 41,887 45,833

Source: VND RESEARCH

www.vndirect.com.vn 3


file:///D:/EFA/www.vndirect.com.vn

VNDIRECT

WISDOM TO SUCCESS

DISCLAIMER

This report has been written and distributed by Research Department, VNDIRECT Securities Corporation. The information
contained in this report is prepared from data believed to be correct and reliable at the time of issuance of this report. Unless
otherwise stated, this report is based upon sources that VNDIRECT considers to be reliable. These sources may include but are
not limited to data from the stock exchange or market where the subject security is listed, or, where appropriate, any other market.
Information on the company(ies) are based on published statements, information disclosure and announcements of the
company(ies), and information resulting from our research. VNDIRECT has no responsibility for the accuracy, adequacy or
completeness of such information.

All estimates, projections, forecasts and expression of opinions contained in this report reflect the personal views and opinions of
the analyst(s) responsible for the production of this report. These opinions may not represent the views and position of VNDIRECT
and may change without notice.

This report has been prepared for information purposes only. The information and opinions in this report should not be considered
as an offer, recommendation or solicitation to buy or sell the subject securities, related investments or other financial instruments.
VNDIRECT takes no responsibility for any consequences arising from using the content of this report in any form.

This report and all of its content belongs to VNDIRECT. No part of this report may be copied or reproduced in any form or
redistributed in whole or in part, for any purpose without the prior written consent of VNDIRECT.

RECOMMENDATION FRAMEWORK
Stock Ratings Definition:

Add The stock’s total return is expected to reach 15% or higher over the next 12 months.

Hold The stock’s total return is expected to be between negative 10% and positive 15% over the next 12
months.

Reduce The stock’s total return is expected to fall below negative 10% over the next 12 months.

The total expected return of a stock is defined as the sum of the: (i) percentage difference between the target price and
the current price and (ii) the forward net dividend yields of the stock. Stock price targets have an investment horizon of 12
months.

Sector Ratings Definition:

Overweight An Overweight rating means stocks in the sector have, on a market cap-weighted basis, a positive
absolute recommendation.

Neutral A Neutral rating means stocks in the sector have, on a market cap-weighted basis, a neutral absolute
recommendation.

Underweight An Underweight rating means stocks in the sector have, on a market cap-weighted basis, a negative

absolute recommendation.

Hien Tran Khanh — Deputy Head of Research
Email: hien.trankhanh@vndirect.com.vn

Duc Nguyen Tien — Analyst
Email: duc.nguyentien2@vndirect.com.vn

VNDIRECT Securities Corporation

1 Nguyen Thuong Hien Str — Hai Ba Trung Dist — Ha Noi
Tel: +84 2439724568

Email: research@vndirect.com.vn

Website: https://vndirect.com.vn
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