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Chemicals - Others 

A cyclical recovery and supportive policy on 
the anvil 

■ We expect a VAT policy amendment in 2018F or 2019F to boost industry 
sentiment and lift the fertiliser producers’ gross margins from 2019F onwards. 

■ We project 2018-20F demand growth to return to the historical rate of 2-3% 
as the sector recovers from the demand trough in 2016. 

■ However, we do not anticipate strong growth in product prices over 2018-20F 
due to a slight global supply overhang outweighing stable demand growth.  

■ We initiate coverage on the chemical sector with an Overweight rating. 
 

An imminent change in VAT policy could trigger sector re-rating 
Vietnam’s VAT policy amendment (which we expect to take effect from 2019F) would 

allow fertiliser producers to receive tax deductions on input material costs, which are 

currently recorded as COGS. This would result in lower production costs, improvement in 

gross margin and cash flow for all producers (assuming full pass-through of output tax to 

customers). However, due to the difference in their cost structures from other fertiliser 

producers, we expect urea manufacturers PetroVN Fertiliser and Chemicals (DPM) and 

PetroVN Ca Mau Fertiliser (DCM) to be greater beneficiaries of the change in VAT policy.   

The sector has been on a demand recovery trajectory since 2017  
We project average annual demand growth of 2-3% for the Vietnam fertiliser industry in 

2018-20F, which is significant improvement from drought-induced demand contraction in 

the 2015-16 period. Sales volumes have been recovering since mid-2017 to date and we 

expect this trend to continue for the rest of 2018-19F on the back of relatively favourable 

weather conditions that should support agricultural production and fertiliser demand. 

Key product ASPs to rise, though modestly due to supply overhang 
We expect ASPs of commonly-used fertiliser products in the Vietnam market (urea and 

NPK fertilisers) to rise by 2-3% p.a. in 2018-20F, supported by the rising cost of input 

materials (gas, single-nutrient fertilisers) and tightening supply-demand balance of the 

global urea market. However, since local supply of urea and NPK fertilisers currently 

exceeds demand by c.300,000 tonnes each p.a. (~1.2 months of combined demand), this 

will limit the pace of future price increases, in our view.  

Initiate sector coverage with Overweight  
We initiate coverage on the sector with an Overweight in light of the anticipated benefits 

from the VAT policy change. The VAT policy change also underpins our positive view on 

DPM, as it is likely to be the biggest beneficiary, based on our estimates. We think DPM's 

FY19F P/E of 10.9x (higher than global peers’ average of 9.8x) does not fully reflect the 

company's long-term earnings prospects, as it is coming out of a heavy capex cycle and 

will benefit from its new NPK plant ramping up in 2020-2021F and the VAT policy change. 

We initiate on DPM with an Add rating. We issue a Hold on DCM, however, as a change 

in its gas price policy from 2019F could overshadow the benefits of VAT policy change.  

 

   
 

                                  

Figure 1: We expect continued recovery in global fertiliser prices from trough in 2016 

 
SOURCES: CGS-CIMB RESEARCH, COMPANY  
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PetroVietnam Fertilizer and Chemicals 
ADD, TP VND23,100, VND19,850 close 

DPM is the leading manufacturer of urea 
in Vietnam with solid market share (sales 
volume in 2017) of ~40%. DPM’s biggest 
operational risk is its exposure to oil price 
fluctuations; rising oil prices could hurt 
margins. 

PetroVietnam Ca Mau Fertilizer 
HOLD, TP VND9,700, VND10,150 close 

DCM is the second-largest urea 
manufacturer in Vietnam with a distinct 
product – granular urea. The company is 
protected from fluctuations in oil/gas 
price in 2018F by its subsidised gas price 
policy, but we believe 2019F earnings 
could be significantly negatively affected 
if the gas price policy changes to a 
market pricing mechanism from 2019F 
onwards. 
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P/E (x) Dec-18F Dec-19F Dec-20F

DPM 11.85 10.87 9.09

DCM 8.40 113.80 53.80

P/BV (x) Dec-18F Dec-19F Dec-20F

DPM 0.95 0.92 0.87

DCM 0.85 0.88 0.91

Dividend Yield Dec-18F Dec-19F Dec-20F

DPM 5.00% 5.00% 5.00%

DCM 8.90% 4.90% 4.90%
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A cyclical recovery and supportive policy on 
the anvil 

Investment summary 

Fertiliser sales volume has been recovering since 2017 and well into 2018 on 

the back of relatively good weather conditions and high growth of the agriculture 

sector. We expect this trend to continue into 2019F. However we project only 

moderate average industry demand growth of 2-3% in 2018-20F, as persistent 
excess supply could drag down selling prices.  

The industry catalysts in 2018-19F are likely to be event-driven, in our view, 

specifically in the form of a much-anticipated change in Vietnam’s value-added 

tax (VAT) policy that will support the whole industry, and potential state 

divestments of its stakes in fertiliser companies. We initiate coverage on the 

Vietnam chemicals sector with an Overweight rating as we expect the VAT 

policy amendment to support the profit margins of fertiliser producers from 
2019F onwards. 

 

A much-expected change in policy to boost industry 
sentiment   

In our view, the key catalyst for the sector in 2018-19F is the imminent change in 

VAT policy that would allow input tax deductions for fertiliser producers. Under 

the current policy, fertilisers are exempt from VAT and producers have to record 

the input VAT paid on raw materials as part of their production cost. With the 

new policy, fertilisers will be taxed at 5% but producers would qualify for 

corresponding input tax deductions, thereby reducing COGS and boosting 
margins.  

 

Figure 2: Impact of the new VAT policy on the income and cash flow statements of a hypothetical fertiliser producer (VND bn), 

based on our estimates 

 
   SOURCES: VND RESEARCH, MINISTRY OF FINANCE 

 

It should be noted that the extent to which gross margins could improve is 

dependent on: (1) the proportion of each company’s COGS currently subject to 
input VAT, and (2) the rate of input VAT applied to each type of material.  

Based on COGS structure, we believe single-nutrient fertiliser producers such as 

PetroVietnam Fertilizer and Chemicals (DPM VN, Add, TP: VND23,100), 

PetroVietnam Ca Mau Fertilizer (DCM VN, Hold, TP: VND9,700), Lam Thao 

Fertilizers & Chemicals (LAS VN, Not Rated), Van Dien Fused Magnesium 

Phosphate Fertilizer (VAF VN, Not Rated) will enjoy greater benefits from the 

VAT policy change than the complex fertiliser producers such as The Southern 

Fertilizer JSC (SFG VN, Not Rated) and Binh Dien Fertilizer JSC (BFC VN, Not 

Rated) due to their higher proportion of COGS currently subject to VAT 

(generally over 50%). Complex fertiliser products, on the other hand, have single 

Current policy New policy

Tax-exempt 5% output VAT

Income statement

Revenue 200 200 The revenue account reported in the income statement is net of VAT, therefore there will be no change in revenue.

COGS 132 120 The input VAT paid (mostly at the general rate of 10%) will be deducted from COGS.

Gross margin 34% 40% Gross margin will be improved.

Cash flow statement

Output tax payable 0 10
Output VAT payable equals 5% of accounting revenue (VND10bn). This will likely be passed through to selling prices 

to customers.

Input tax deduction 0 -12
This equals to the amount of input tax deducted from COGS.

Net change in 

cash taxes paid
0 -12

Fertiliser producers indicate that they will pass through the 5% output tax to end users, hence the net tax benefit will 

total VND12bn.

Comment
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-nutrient fertilisers comprising the bulk of their raw material inputs, which are 
currently not subjected to VAT.  

Based on input VAT rate, we estimate that urea producers such as DPM and 

DCM would benefit more than producers of superphosphate or complex nitrogen, 

phosphorus and potassium (NPK) fertilisers (LAS, SFG) since the input tax rate 

applied to urea feedstock is 10% compared to the 5% applied to the major input 
material categories of the other fertilisers.  

Given that a change in VAT policy will affect the whole market and that fertiliser 

demand is rather inelastic, we assume the farmers will have to bear the full 

output tax obligations (i.e. companies will pass on the output VAT to their 

customers). However, we believe that the leading players in the sub-segments, 

which have sizeable market share (in terms of sales volume) and relatively 

higher pricing power, such as DPM, DCM, LAS and BFC, are in a better position 

to adjust their selling prices to balance tax-transferring and maintaining price 
competitiveness. 

 

The industry is on a recovery track but …   

During 2015-2016, adverse weather conditions, notably the El Niño effect, 

caused drought and severe saltwater intrusion in the south of Vietnam, the 

region occupying over 30% of the country’s agricultural land (source: General 

Statistics Office, GSO, 2015). Consequently, the agriculture sector recorded a 

modest 0.72% yoy growth rate in 2016 compared to an average annual rate of 
2-3% during 2010-2015, leading to a 5% decline in fertiliser consumption in 2016.  

Starting in 2017, both fertiliser demand and prices started to recover from a low 

base as (1) the weather conditions improved with the end of El Niño and the 

appearance of a light La Niña in late 2016 to early 2017, which led to abundant, 

but not excessive, rainfall; this helped agriculture demand recover, albeit 

gradually, and (2) fertiliser ASPs rose partly due to higher demand, but largely 

because of higher input prices, especially for urea, due to a surge in gas and 
coal costs that typically account for 60-70% of total production costs.  

We expect the sector to remain on a moderate recovery path, with a 2018-

2020F CAGR of around 2% in terms of demand growth, slightly lower than the 

2011-15 CAGR of 2.6% on the back of normalisation of weather patterns and 

supported by an anticipated annual growth of 1% in population and rising 

calorific consumption, based on projections by the United Nations and World 
Bank.  
 

Figure 3: Daily consumption of selected food groups in East and Southeast Asia (kcal 

per capita per day, 2016) 

 
   SOURCES: VND RESEARCH, WORLD BANK 

 

 

… strong fertiliser demand growth unlikely due to persistent 
excess supply   

Local producers already satisfy up to 80% of domestic fertiliser demand, with 

urea, NPK and phosphate fertilisers being slightly oversupplied (as at 2017), 

according to data from the Ministry of Industry and Trade (MOIT). We expect 

Vietnam to stay dependent on imported potassium (K), ammonium sulphate (SA) 

and diammonium phosphate (DAP) fertilisers due to the inadequate domestic 

2009 (actual) 2030 (projected) Change

Rice 889 850 -4%

Other Cereals 535 645 21%

All Meats 350 664 90%

Fish 54 79 46%

Milk 55 78 42%

Vegetables 74 111 50%

Fruits 160 280 75%

Edible oil 143 210 47%

Others* 434 273 -37%

Total 2,694 3,190 29%
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raw material base and production capacity, but to remain well-supplied in key 

product categories like urea, superphosphate and NPK in the 2018-20F period. 
 

Figure 4: Vietnam's fertiliser demand composition, by sales volume (2017) 

 
   SOURCES: VND RESEARCH, MINISTRY OF INDUSTRY AND TRADE 

 

We believe stronger ASP growth is undermined by: (1) the oversupply conditions 

in the Vietnam fertiliser market, (2) a moderate expansion in agriculture acreage 

due to limited availability of arable land, and (3) the already-high intensity of 

fertiliser usage (Vietnam’s fertiliser consumption per hectare of arable land is 

well above the average of its regional and global peers, according to data from 

the World Bank). In addition, intensifying competition in the market, especially in 
the NPK sector (due to new supply), will put a cap on ASPs, in our view. 

 

Structural changes create opportunities for fast-movers   

In response to new trends in the agriculture sector, farmers are also adopting 

new farming techniques and accordingly demanding new types of fertiliser 

products. The following are a few trends that we believe will have long-term 
impact on the fertiliser sector in Vietnam: 

 Growing preference for complex products (such as NPK, DAP) over 

single-nutrient fertilisers (such as urea, superphosphate, potassium). 

Complex fertilisers have the advantage of diverse nutrient content (including 

N, P, K and other useful microelements), which provides more well-rounded 

support to plant development. In addition, an anticipated increase in prices of 

single-nutrient fertilisers could shrink the premium farmers pay for NPK 

products over single-nutrient products, thereby reducing barriers to upgrades 

to more complex products. We believe NPK prices will not increase at the 

same rate as the price increases in the corresponding input single-nutrient 

fertilisers because 10-20% of the NPK production cost comprises of other 

additives; prices of which are quite stable. 

 Increased willingness to trade-up to higher-quality product: High quality 

fertilisers help boost crop yields and reduce fertiliser consumption by 20-30% 

(according to DCM), which more than compensates for the price premium. 

 Higher use of organic and bio-fertilisers, driven by rising demand for safe 

food products that could satisfy increasingly health-conscious domestic 

consumers while also meeting export standards. This is also in line with the 

growing emphasis on sustainable and eco-friendly farming practices. 

In general, we believe these new trends will drive demand for high-quality 

complex (NPK) and organic fertilisers. Many players have been preparing to 

capitalise on these untapped opportunities with plans to inaugurate new NPK 

and organic fertiliser plants during the 2019-21F period. We believe that early-

movers in this area, that can ensure product quality and already have expansive 
distribution networks, are best positioned to capitalise on these trends. 
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Stock picks: We like DPM and, to a lesser extent, DCM  

Since we expect the VAT policy change to be the game changer in 2018-19F, 

we prefer stocks that would benefit the most from this distinct catalyst. DPM is 

our top pick for riding the policy story, as we believe the company could receive 

the greatest benefit from the VAT change with a currently high gas input cost 

bearing high input tax rate (10%) and a solid position in the market, thereby 

enabling the company to pass on the output tax obligations to farmers without 

hurting volumes. We believe DCM is a safe choice for 2018F only, given that it 

currently enjoys a subsidised gas policy that results in a guaranteed level of 

return on equity each year regardless of how high gas prices rise. However, the 

expiration of the stated gas policy in 2019F makes an investment in DCM riskier, 

in our view, from a medium-term perspective, particularly given strengthening 
energy prices in recent years.   
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BACKGROUND 

The size of the Vietnam fertiliser market was estimated at US$1,740m in 2017 

and is expected to grow at a CAGR of 7.6% in 2017-22F, according to forecasts 

by Modor Intelligence. Data from the Ministry of Industry and Trade (MOIT) 

indicates that over 90% of the fertilisers used in Vietnam are chemical products, 

which are usually classified into single-nutrient fertilisers (accounting for 

approximately 40% of total fertiliser consumption), and multi-nutrient or 

compound fertilisers (accounting for 50% of total consumption). Organic 

fertilisers and other types of fertilisers only contribute a modest 10% to total 

consumption, but we believe the market would see an increasing number of 

organic products that will comprise a greater percentage of overall fertiliser 

consumption in the long-term, given the ongoing structural changes in the 
agricultural sector in Vietnam.  

 

Partly dependent on imports   

Local producers have rapidly added capacity over the past few years to meet 

domestic demand. At present, local production can satisfy up to 80% of demand 

for urea, phosphate and NPK, while the country still needs to meet a portion of 

diammonium phosphate (DAP, containing both N and P) demand and virtually all 

of potassium and ammonium sulphate (SA, containing both N and sulphur) 

fertiliser demand through imports. Vietnam is likely to remain dependent on 

imported K and SA fertilisers as the country lacks the raw material, specifically 

potassium ore, to produce K fertiliser, while there are no SA production plants in 
Vietnam.  

In our analysis, we focus more on the commonly used products in Vietnam, 

specifically nitrogen-based fertilisers (urea) (accounting for ~22% of total 
consumption in 2017) and NPK fertiliser (~38% of total consumption in 2017). 

  

Figure 5: Vietnam's chemical fertiliser demand ('000 tonnes) Figure 6: Vietnam's fertiliser imports ('000 tonnes) 

  
   SOURCES: VND RESEARCH, DPM, VN FERTILISER ASSOCIATION, MOIT    SOURCES: VND RESEARCH, MOIT 

  

 

On a steady recovery path thanks to normalisation of 
weather patterns 

Unfavourable market conditions led to poor industry 
performance during 2015-2016   

Most of the companies in the industry recorded poor business results in 2015-
2016 due to: 

 Harsh weather conditions, especially drought caused by El Niño and severe 

saltwater intrusion in the Southern region (which consumes up to 59% of total 

fertiliser consumption in Vietnam, as of 2015, according to the Ministry of 

Title:

Source:

Please fill in the values above to have them entered in your report

 -

 2,000

 4,000

 6,000

 8,000

 10,000

 12,000

2010 2011 2012 2013 2014 2015 2016 2017

Urea NPK DAP SA K Phosphate

Title:

Source:

Please fill in the values above to have them entered in your report

0

1,000

2,000

3,000

4,000

5,000

2010 2011 2012 2013 2014 2015 2016 2017 6M18

Urea NPK DAP SA Other



 

 Chemicals │ Vietnam 

 

 Chemicals - Others │ November 21, 2018 
 

 

 

 

7 
 

Agriculture and Rural Development). This led to a decrease in agricultural 

production and, by consequence, in lower fertiliser consumption (see Figure 

5). 

 The change in policy, namely the Law 71/2014/QH13 removing the input VAT 

deduction for fertiliser producers, led to increased production costs for the 

firms starting from 2015. However, these additional costs could not be 

transferred to the buyers as selling prices continuously dropped due to ample 

local supply combined with low global fertiliser prices (as a result of declining 

input prices of primary materials such as gas, coal). This led to substantial 

margin erosion for local fertiliser producers in 2015-16. Higher import 

substitution was also observed in 2015 (+18.9% yoy, according to the MOIT) 

as imported fertilisers became more competitively priced than domestically-

produced products, bearing no input or output tax. 

 

We expect the recovery that started in 2017 to last into 2018-
19F  

In 2017, the fertiliser sector in Vietnam started to recover from depressed 

demand and low ASP base in 2016, in line with a recovery in agricultural sector 

output as: (1) the weather conditions improved with the end of El Niño and the 

appearance of a weak La Niña in late 2016 to early 2017; (2) rising agricultural 

commodity prices, especially for export items such as rice, rubber, fruits and 

vegetables, etc. benefited the farmers, who then had more capital to re-invest 

into cultivation, and (3) rising prices of primary input materials, such as coal and 

gas prices, which were partially passed through to customers via higher fertiliser 
ASPs. 

  

Figure 7: Monthly average change in prices of key agricultural 

products (Jan 2015 = 100) 

Figure 8: Saltwater intrusion range at 4 gram/litre (g/l) 

benchmark level at several river mouths as of Mar 2018 (km) 

  
   SOURCES: VND RESEARCH, MOIT    SOURCES: VND RESEARCH, SIWRR 

  

Most fertiliser producers recorded positive yoy sales volume growth in 9M18, 

supported by relatively good weather conditions, as reported in monthly updates 

by the Ministry of Agriculture and Rural Development (MARD), and normal 

saltwater intrusion levels in the Mekong Delta region in 1H18. Data from the 

Southern Institute of Water Resources Research (SIWRR) showed that the 

1Q18 saltwater intrusion conditions at the main river mouths in the Southern 

region were similar to levels found during the same period in 2017, a substantial 
improvement from 1Q16 levels. 

We expect continued normal weather conditions in 2019F to support agricultural 
production and help maintain certain fertiliser demand growth. 
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Stable demand growth, driven by the continued evolution of 
the agriculture sector…   

We expect the fertiliser industry to maintain stable sales volume growth with a 

2018-2020F demand CAGR of around 2.0%, slightly lower than the 2011-2015 
CAGR of 2.6% on the back of: 

 Lower exposure of agricultural production to climate change would be 

supported by the development of weather resistant crops. Local 

research institutions and companies are actively participating in studies on 

developing agricultural inputs and farming techniques to cope with the 

increasingly volatile weather. New rice seeds with favourable characteristics 

like saltwater-resistance and drought-resistance are being introduced into the 

market on an ongoing basis by large seed suppliers such as Loc Troi Group 

(LTG VN, Not Rated) and Southern Seed JSC (SSC VN, Not Rated). We 

believe that more adaptable and resilient crop varieties would provide some 

protection against future disruptive weather patterns.  

 Steady growth in demand for agricultural products from Vietnam, led by 

population expansion not only in Vietnam but also in Vietnam’s key export 

markets (especially China). According to the World Bank, Vietnam’s GDP 

growth is expected to average 6.5% p.a. in 2018-20F, driven by agricultural 

production and export-oriented manufacturing, while the GSO forecasted the 

population could expand from 95.5bn in 2017 to 98.4bn in 2020F (+3%). The 

farming segment targets an export value of US$21bn in 2018F (+2.2% yoy) 

with an expansion in fruit planting area to 930,000ha. We believe this would 

boost the demand for agricultural inputs, including fertilisers, accordingly. 
 

Figure 9: Production of main annual crops vs. total fertiliser consumption in Vietnam 

 
   SOURCES: VND RESEARCH, GSO 

 

 Continued penetration of fertiliser export markets in the region. The 

primary export markets for Vietnam fertiliser are neighbouring countries such 

as Cambodia, Malaysia, Korea, Laos and Thailand. The Southeast Asian 

nations were also subject to harsh weather conditions in 2016 like Vietnam, 

hence a similar 2017 demand recovery helped boost Vietnam fertiliser 

exports to 930,400 tonnes in terms of volume (+24.7% yoy) and US$263.6m 

in terms of value (+25.8% yoy, according to the MOIT). Given better weather 

conditions in the region, we expect fertiliser exports to help compensate for 

the rising competition and excess supply in the local market. 
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Figure 10: Vietnam's fertiliser export volume and value 

 
   SOURCES: VND RESEARCH, MOIT 

 

 A farmer purchasing pattern shift from low-quality to high-quality, premium 

fertiliser products in line with the growing emphasis on sustainable farming 

practices. Although this trend could marginally reduce total fertiliser 

consumption in the long term, we believe the effect could be offset by rising 

contribution from higher margin premium products. 

 

… but fertiliser demand growth will be constrained by modest 
expansion in farming acreage and already high fertiliser 
consumption   

  

Figure 11: Area of land under cultivation in Vietnam ('000 ha)  Figure 12: Fertiliser consumption per hectare of arable land 

(kg/ha) 

  
   SOURCES: VND RESEARCH, FAO    SOURCES: VND RESEARCH, WORLD BANK 

  

Vietnam had a fertiliser consumption rate of 438.9kg/ha of arable land in 2015, 

higher than most of its regional peers except for China (506.1kg/ha) and 

Malaysia (1,539.3kg/ha), and far higher than the global average of 137.6kg/ha. 

The high fertiliser usage helps partially explain a higher crop yield (Vietnam at 

5,601 kg/ha vs. world average of 3,923 kg/ha). Given that agricultural land 

expansion over the past few years has been rather muted and also that fertiliser 

usage intensity is already high, fertiliser demand growth in 2018-20F is likely to 
be moderate, in our view. 
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Supply overhang in key product categories is likely 
to persist despite muted capacity addition 

Most of the large fertiliser producers in Vietnam are subsidiaries of two national 

corporations: Vietnam National Chemical Group (Vinachem, Unlisted) and 

Vietnam Oil and Gas Group (PVN, Unlisted). This could be explained by the 

state monopoly on supply of input materials used for producing fertilisers such 

as gas, coal, apatite ore, etc. This also creates high barriers to entry for private 

companies, except for the NPK sub-segment where inputs could be sourced 
from other single-nutrient fertiliser manufacturers and importers.  

In general, for those products that Vietnam can produce, supply is more than 

adequate to meet domestic demand and the large players have secured their 

positions in the production value chain, having built their brand names and 

extensive distribution channels over several years. We do not foresee a huge 

change in the supply-side landscape in the near future. Specifically, we do not 

think the urea and phosphate segment will see any additional capacity 

expansion while the primary NPK suppliers could still retain their leading 
positions but might have to contend with increasing competition from newcomers. 

 

Figure 13: Major fertiliser producers in Vietnam and their capacity by product category (2017) (‘000 tonnes p.a.) 

 
   SOURCES: VND RESEARCH, COMPANY REPORTS 

 

 

The urea segment is approaching maturity   

The urea market is quite concentrated with only four main producers, totalling 

2.66m tonnes p.a. in designed capacity, which more than satisfies the current 

demand of 2.2m-2.3m tonnes annually in Vietnam. Prior to 2012, almost half of 

the urea consumed was imported, but imports were gradually replaced by 

domestically produced urea as two new urea plants Ca Mau (which belongs to 

DCM/PVN) and Ninh Binh (owned by Vinachem) came into operation in 2012. 

During 2012-2017, DCM’s and DPM’s plants often operated at full capacity, 
while Ninh Binh and Ha Bac plants only ran at 50% of capacity. 

Vietnam still imports around 500,000-700,000 tonnes of urea annually, mostly 

from China and import tax-free ASEAN countries (Indonesia and Malaysia). The 

0% tax rate was applied to ASEAN countries under ASEAN Trade in Goods 

Agreement (ATIGA) from 2012 and even under its earlier version of Common 

Effective Preferential Tariff (CEPT). However, only recently (2015 onwards) did 

Indonesia and Malaysia emerge as new sources of urea imports for Vietnam 

(replacing China), which we believe is mostly due to declining gas prices in 
2015-2016, in contrast to rising coal prices in China in the same period.  

Imports pose a continued threat to local suppliers, since imported fertilisers are 

often 2-3% cheaper than domestic products. Exports of urea are still modest, at 

~170,000 tonnes in 2017, and mostly supplied to regional countries such as 
Laos, Cambodia, and South Korea.  

Parent company Company Ticker Urea Superphosphate

Fused Magnesium 

Phosphate DAP NPK

PVN PetroVietnam Fertilizer and Chemicals DPM VN 800 - - - -

PetroVietnam Ca Mau Fertilizer DCM VN 800 - - - -

Vinachem Habac Nitrogenous Fertilizer & Chemicals DHB VN 500 - - - -

Ninh Binh Nitrogenous Fertilizer & Chemicals unlisted 560 - - - -

Binh Dien Fertilizer BFC VN - - - - 925

Lam Thao Fertilizers & Chemicals LAS VN - 750 300 - 750

Duc Giang Chemicals and Detergent DGC VN - 200 - - -

The Southern Fertilizer SFG VN - 200 - - 300

Ninh Binh Phosphate Fertilizer NFC NV - - 300 - 200

Van Dien Fused Magnesium Phosphate Fertilizer VAF VN - - 300 - 150

Can Tho Fertilizers and Chemicals unlisted - - - - 300

DAP - Vinachem DDV VN - - - 330 -

DAP 2 - Vinachem unlisted - - - 330 -

Other Apromaco unlisted - 150 - - 150

Viet Nhat unlisted - - - - 350

Baconco unlisted - - - - 200
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Figure 14: Vietnam's urea demand, supply and imports ('000 tonnes) 

 
   SOURCES: VND RESEARCH, DPM, VNFA 

 

 
 

Figure 15: Major urea plants in Vietnam 

 
Note: *Ha Bac Plant expanded its capacity in 2015      

SOURCES: VND RESEARCH, COMPANY REPORTS 

 

Of the four manufacturers, two gas-based plants are subsidiaries of PVN, while 

the other two are coal-based and belong to Vinachem. The plants are located in 

the regions where their respective energy inputs are found in abundance (gas in 

the South and coal in the North). We believe the two gas-based plants have 
several competitive advantages over the coal-based plants, in terms of: 

(1) Location: the Southern region has higher urea demand (1.1m tonnes) 

compared to the Northern region (700,000 tonnes) and Central region (400,000 
tonnes), and;  

(2) Production cost: producing urea from coal often incurs higher costs than 

producing urea from gas due to the need for coal gasification which also 

requires higher capital intensity. It can be seen from Figure 15 that the 

investment cost per unit of urea produced is much higher for the coal-based 

plants than the gas-based plants. Data regarding production cost across 

different regions in the world (Figure 16) also confirms that producing urea from 
gas is generally more cost-effective than from coal.  
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Figure 16: 2018 Monthly Delivered U.S. Gulf Urea Cost Curve (Unit: US$/tonne) 

 
   SOURCES: VND RESEARCH, INDUSTRY PUBLICATIONS, FERTECON, CRU, INTEGER, CF INDUSTRIES 

 

The upward trend in coal prices and sustained lows in natural gas prices in 

2015-2016 widened the gap between the unit production cost of DCM/DPM and 

Ha Bac/Ninh Binh plants. Moreover, among the four producers, DPM is the only 

one with fully-depreciated plant and machinery assets and very low interest 

expense while the other three are still incurring high depreciation expenses (Ha 

Bac plant expanded its capacity in 2015) and incur high interest expenses due to 

their sizable gearing levels. This helps explain the considerable difference in the 
companies’ net profit margins, in our view.   

  

Figure 17: Unit production cost of the major urea producers 

(VND/kg) 

Figure 18: Business performance of the urea plants (2017) 

  
   SOURCES: VND RESEARCH, COMPANY REPORTS    SOURCES: VND RESEARCH, COMPANY REPORTS 

  

Since the construction of a new urea plant requires high initial investment and 

access to state-governed resources, and given the oversupply status in Vietnam, 

we believe it is unlikely that we will see new urea plants being developed in the 

near future. Indeed, there is speculation in the investment community that the 

Ninh Binh and Ha Bac plants might need to shut down in the long-term due to 

consecutive losses and chronic inefficiencies, but we disagree with this thesis for 
the following reasons:  

(1) These projects are mainly state-owned, therefore we think the government 

will provide some support in terms of policy to help revive the plants, paving the 
way for a divestment by the state;  
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(2) Profitability of both producers has shown some improvement recently on the 

back of the urea price recovery as evidenced by the narrowing of 2017 losses 
versus 2016. 

Therefore, in the near term (1-2 years), we believe DPM and DCM would likely 

retain their leading positions in the market, together accounting for 75-80% of 

total urea consumption and dominating the Southern region, while the remaining 

market share will be held by the Ha Bac and Ninh Binh plants and imported urea. 

In case the Ninh Binh and Ha Bac plants improve their utilisation rates beyond 

the current 50% level in response to higher prices, as seen in late 2017, the 
additional supply might be offset by a decline in import volumes. 

 

The NPK segment is more fragmented and competitive than 
the urea segment   

Unlike the concentrated urea sector with only four primary suppliers, the NPK 

fertiliser segment has a large number of producers with a wide range in capacity 

and product quality. On one end of the spectrum are a few large producers with 

large factory capacity (more than 100,000 tonnes), modern technology and high 

product quality. On the other end of the spectrum are hundreds of small 

producers with only basic technology and lower quality products. The market is 

fragmented with no single producer commanding a dominant position; LAS is the 

largest NPK producer with only 17-18% market share by sales volume (as at 
2017).  

The MOIT estimates total market supply of more than 4m tonnes in 2017 (with 

companies operating at only 70-80% of designed capacity), with 3.8m-3.9m 

tonnes produced by domestic firms and approximately 350,000-400,000 tonnes 

imported annually. Domestic demand is around 4m tonnes, implying that the 

market has been slightly oversupplied in recent years. However, exports to 

neighbouring countries are increasingly becoming an outlet for the excess 

supply, as evidenced by the 2017 NPK export volume of c.350,000 tonnes 
(37.4% of total 2017 fertiliser export).  
 

Figure 19: Major NPK producers in Vietnam (2017) 

 

SOURCES: VND RESEARCH, COMPANY REPORTS 

 

The NPK segment has low barriers to entry, as the required initial investment to 

set up an NPK plant and the operating cost is much lower compared to those of 

urea/NH3 and other mineral fertilisers. The choice of technology is critical in 

determining the investment cost and the quality of the products: more modern 

technology requires larger upfront investment but can produce products 

containing higher nutrient content and vice versa. The most modern technology 

in the market is chemical granulation, followed by liquefied urea processing and 

steam granulation. However, the simplest production process involves only 

blending the three single-nutrient fertilisers containing N, P and K, all of which 

can be sourced very easily in the market. These low entry barriers in the low 

quality NPK segment have resulted in a fragmented market with irrational 
capacity addition in this tier of the NPK market. 

Company Ticker

Capacity ('000 

tonnes/year) Technology

Product 

Quality

Van Dien Fused Magnesium 

Phosphate Fertilizer VAF VN 150 Blending Medium

Apromaco Unlisted 150 Blending Medium

Ninh Binh Phosphate Fertilizer NFC VN 200 Tower granulation Medium

Baconco Unlisted 200 Liquefied urea High

The Southern Fertilizer SFG VN 300 Steam granulation Medium

Can Tho Fertilizers and Chemicals Unlisted 300 Steam granulation Medium

Viet Nhat Unlisted 350 Steam granulation Medium

Lam Thao Fertilizers & Chemicals LAS VN 750 Blending Medium

Binh Dien Fertilizer BFC VN 925

Liquefied urea, SA technology, 

Blending High
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Several new and existing players have announced plans to build new NPK 

production plants or increase existing capacity. However, most of the new 

capacity additions announced utilise modern technology and is aimed at high 

nutrient content products in response to farmers’ increasing demand for 
premium quality. 

 

Figure 20: New capacity additions – recent and expected (2018-19F)   

 

SOURCES: VND RESEARCH, COMPANY REPORTS 

 

Although we expect the new capacity to partly replace currently imported 

products, we believe the additional supply would outstrip a 2-3% expected 

increase in demand and further exacerbate the oversupply situation in the NPK 

segment. We believe farmers, who are quite resistant to change, will need time 

to test the products so new supply will not be easily absorbed, at least in the 

near future. We believe the leading companies like BFC and LAS will face stiffer 

competition but could also look to use their strong brand and distribution 

channels to consolidate their market positions as weaker players succumb to 
intensifying competition. 

 

ASPs still likely to be supported by input price surge 

Domestic urea prices are highly correlated with global urea 
prices   

As illustrated in Figure 21, domestic urea prices tend to move in line with global 

prices, but with a time lag of approximately one month. This is not surprising as 

urea is a commodity traded globally and Vietnam also imports a large amount of 
urea from China and Southeast Asian countries.  

The Vietnam market facing oversupply puts a limit on how high prices could rise, 

in our view. On the other hand, Vietnam’s concentrated urea market with only 

four producers gives them more pricing power domestically, resulting in less 

downward pressure on domestic prices when international prices fall. Therefore, 

domestic prices often follow the global trend, but with less volatility. This is 

reflected in the fact that domestic urea price movements have direct positive 

correlation with international urea prices but with a lower amplitude of 
fluctuations (Figure 21). 

Companies Ticker

Capacity ('000 

tonnes/year)

Investment cost 

(US$ m)

Investment 

cost/tonne 

(US$/tonne) Technology Commissioning Location

Lam Thao LAS VN 150 11.4 75.8 N/A 1Q18 Northern region

Korea Vietnam Fertiliser Unlisted 360 52.9 146.8 N/A 3Q18 HCM City

Phu My DPM VN 250 95.0 380.0 Chemical granulation 3Q18 Southern region

Southern Fertiliser SFG VN 150 7.9 52.9 Tower granulation 4Q18F Southern region

Ca Mau DCM VN 300 38.8 129.2 Liquefied urea 2Q19F Southern region

Duc Giang DGC VN 200 N/A N/A Chemical granulation 2019F Northern region

Binh Dien BFC VN 200 6.4 31.9 Liquefied urea 2019F Northern region



 

 Chemicals │ Vietnam 

 

 Chemicals - Others │ November 21, 2018 
 

 

 

 

15 
 

Figure 21: Global and Vietnam urea prices in Jan 2015-Aug 2018 (US$/tonne)   

 

SOURCES: VND RESEARCH, MOIT 

 

 

Positive outlook for urea prices in 2018-19F  

Global urea prices started to recover in 2017 as a result of a tightening global 

supply-demand balance, mostly caused by a sharp reduction in Chinese exports 

due to pollution-related production restrictions (China accounted for ~30% of 

global urea production and trade before 2016). We anticipate that global urea 

prices would remain at elevated levels in 2018-19F and continue to rise slightly 

in the medium term, leading to a better pricing environment for the Vietnam 
market. Our argument is based on the following factors:  

 Global nitrogen demand could grow at a stable rate of 1.5-2.0% per year, 

equal to the average growth rate in the past 15 years, to support the 

forecasted 1% growth per year in world population (according to the United 

Nations), which in turn drives the demand for agricultural products and 

fertilisers. Fertiliser demand growth will be concentrated in high-growth 

regions such as Latin America, Africa, and South Asia, compensating for 

near-stagnant markets such as China and the US, in our view. 
  

Figure 22: Total global nitrogen fertiliser consumption in 2002-

2014 (m tonnes of nutrients)  

Figure 23: Energy price historical and forecasted in nominal US$  

  

SOURCES: VND RESEARCH, FAO SOURCES: VND RESEARCH, WORLD BANK OCT 2018 

  

 Input prices, especially of the main feedstock, gas and coal, staying at 

elevated levels in 2018-19F would support high fertiliser prices. The US 

Energy Information Administration (EIA) forecasts Brent crude oil price to 

average US$73/bbl in 2018F and reach US$74/bbl in 2019F (as of Sep 2018), 

as oil prices surged to new highs in 3Q2018 on renewed US sanctions 
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towards Iran and tighter oil inventories. Natural gas prices, which generally 

move in line with oil prices, are projected to increase strongly in 2018F, 

according to the World Bank, before slowing down in later years. (see Figure 

23). Meanwhile, the World Bank estimates that the benchmark Australian 

coal price could jump 22% in 2018F (+22.8% YTD) due to an unusually hot 

summer in China (implying high energy demand) and solid economic growth 

in 1H18. Coal prices are expected to moderate in 2019F before levelling off in 

later years as demand slows and China continues to reform its energy sector 

to move away from coal towards cleaner fuels (note that China consumed 

more than half of the world’s coal output in 2017, according to BP).  
 

Figure 24: Urea price vs. crude oil price and anthracite price   

 

SOURCES: VND RESEARCH, BLOOMBERG  

 

 Chinese urea exports are likely to remain depressed, according to 

forecasts by large industry players such as CF Industries (CF US, Not 

Rated), Yara (YAR NO, Not Rated) and OCI N.V. (OCI NA, Not Rated), 

thereby supporting global urea prices over 2018-19F. Stricter 

environmental regulations and energy sector reform led to higher production 

costs (high coal prices) and a significant fall in exports from China in 2017 (-

50% yoy in terms of volume) with the closure of some coal-based plants and 

restrained production volumes in the others. Market participants such as the 

International Fertiliser Association (IFA) and large international producers 

such as CF Industries, Yara and OCI N.V. expect depressed Chinese urea 

exports to persist in the near term, which should help offset marginal supply 

increases in other parts of the world and keep urea prices relatively firm, in 

our view.  

 

NPK prices to be supported by higher input fertiliser prices 
but unlikely to rise much, in our view  

Since the primary inputs for producing NPK are single-nutrient fertilisers, NPK 

price fluctuations tend to reflect price movements of the other fertilisers with a 

time lag of 2-3 months. The domestic NPK price is less prone to global factors 
compared to urea for a number of reasons:  

 The domestic market is highly competitive with sufficient supply from local 

producers. The 350,000-400,000 tonnes imported annually are mostly 

premium products of high quality, which constitutes only 9% of NPK demand 

in Vietnam (as at 2017). 

 NPK is less frequently traded in the world than urea, owing to its low 

proportion in the total fertiliser consumption mix (14% vs. 35% for urea as at 

2015). China is the key player in the market, producing up to 40% of global 

production in 2015 (source: IFA), but high export taxes (30% in 2016 and 

20% in 2017) have kept exports of Chinese NPK at a moderate level.  

 80-90% of inputs for producing NPK are single-nutrient (for example urea, 

superphosphate, potassium fertilisers) and binary fertilisers (containing two 

Title:

Source:

Please fill in the values above to have them entered in your report

20

40

60

80

100

120

140

160

180

200

0

50

100

150

200

250

300

350

400

O
c
t-
1
8

S
e
p
-1

8

A
u
g
-1

8

Ju
l-
1
8

M
a
y-

1
8

M
a
r-

1
8

F
eb

-1
8

D
e
c-

17

N
o
v-

17

S
e
p
-1

7

A
u
g
-1

7

Ju
l-
1
7

Ju
n
-1

7

A
p
r-

1
7

M
a
r-

1
7

Ja
n
-1

7

D
e
c-

16

O
c
t-
1
6

S
e
p
-1

6

A
u
g
-1

6

Ju
l-
1
6

M
a
y-

1
6

A
p
r-

1
6

F
eb

-1
6

Ja
n
-1

6

N
o
v-

15

O
c
t-
1
5

A
u
g
-1

5

Ju
l-
1
5

M
a
y-

1
5

A
p
r-

1
5

M
a
r-

1
5

Ja
n
-1

5

D
e
c-

14

O
c
t-
1
4

S
e
p
-1

4

A
u
g
-1

4

Ju
l-
1
4

M
a
y-

1
4

A
p
r-

1
4

F
eb

-1
4

Ja
n
-1

4

China average urea price (US$/tonne - LHS) Black Sea prilled urea price (US$/tonne - LHS)

China anthracite price (US$/tonne - LHS) Brent crude oil price (US$/bbl - RHS)



 

 Chemicals │ Vietnam 

 

 Chemicals - Others │ November 21, 2018 
 

 

 

 

17 
 

nutrients, such as DAP), which can be sourced partially from domestic 

producers and are thus less exposed to global price fluctuations.  

In our view, NPK prices will be supported by the expected increases in urea 

prices (as discussed above), a slight increase in K-based fertiliser due to a 

regional supply shortage and an increase in average DAP prices from 2018F 

onwards due to the one-off effect of a higher tariff on imported DAP (which 

accounts for 60% of total DAP consumption (based on our calculations using 

2017 market data from the MOIT). However, we believe that the strong 
competition in the market will keep a lid on NPK prices.  

  

Figure 25: DAP prices in Ho Chi Minh City (VND/kg)   Figure 26: Potassium fertiliser prices in Ho Chi Minh city (VND/kg)  

  

SOURCES: VND RESEARCH, AGROMONITOR SOURCES: VND RESEARCH, AGROMONITOR 
  

 

Structural changes in the sector present both 
challenges and opportunities   

Changes in consumption patterns   

There is an ongoing shift in consumption pattern from single-nutrient to multi-

nutrient fertilisers. Complex fertilisers have the advantage of combining multiple 

nutrients in one product, thus offering more well-rounded nutrition to plants. 

Complex fertilisers also offer the options of (1) including useful micro-elements 

such as Fe, Cu, Zn, Mn, etc. which is especially beneficial to the growth of 

industrial and fruit crops, and (2) customisation of products for each type of crop 
(by adjusting the N, P, K proportions).  

NPK fertiliser use in Vietnam has been growing at a significantly higher rate than 

urea use over 2012-17 (see Figure 27), which we attribute partly to the 

emergence of agricultural products other than rice (such as cashews, vegetables 

and fruits) as key exports of Vietnam, and partly due to the need to re-stock the 

lost micro-elements in soil after decades of intensive farming (note that for fruit 

and industrial trees, the NPK/urea usage ratio is higher than for rice, i.e. farmers 

use more NPK relative to urea). We see brighter prospects for NPK fertiliser 

than for mono-nutrient fertilisers in 2018-20F, based on our expectation of 

further expansion in the farming acreage of non-cereal crops and high export 
potential for these products.  

Moreover, the anticipated increases in single-nutrient fertiliser prices (according 

to World Bank forecast) could make NPK fertiliser relatively cheaper in terms of 

cost per nutrient tonne, i.e. farmers paying less for the same amount of nutrients, 

which will further support a shift in farmers’ fertiliser consumption patterns 
towards complex fertilisers.  
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Figure 27: Urea and NPK consumption volumes in Vietnam ('000 tonnes)    

 

SOURCES: VND RESEARCH, DPM, VNFA   

 

 

Growing emphasis on sustainable farming practices   

One problem we see with Vietnam’s agriculture sector is the intensive, but 

inefficient use of agricultural inputs, including fertilisers, which helped the 

country record higher crop yields than most regional peers and even the global 

average (over 2008-15), but at the expense of soil degradation and chemical 

residue in many agro-products. As the government now pays greater attention to 

protecting the environment and guaranteeing the safety and quality of food 

products, farming practices are also being reformed. This does not necessarily 

imply a reduction in long-term fertiliser demand, but it implies a more efficient 

and balanced use of fertilisers to sustain growth in agricultural productivity, with 
a growing focus on high-quality and bio-friendly fertilisers, in our view. 

Two emerging trends that we believe will have a long-term effect on the fertiliser 
sector are: 

 Preference for high-quality, premium fertilisers that offer favourable 

characteristics such as slow absorption, high nutrient content and containing 

beneficial micro-elements. These products improve efficiency (less waste) yet 

help farmers save 20-30% on total fertiliser costs by reducing the amount of 

fertilisers needed (according to DCM).  

The benefits of higher quality product are particularly compelling in the NPK 

segment; high-quality, single-particle NPK manufactured using modern 

technology could significantly reduce the risk of nutrient segregation and 

uneven spreading often seen with low-quality, three-particle blended products. 

The NPK fertilisers imported into Vietnam are also the high-quality products 

that local producers have not been able to produce, as reported by 

management of local producers. This is the main reason why local producers 

are aggressively investing in new high-quality production lines, despite a 

domestic glut, though we doubt the additional capacity could be fully 

absorbed by the market.  

 Higher use of organic and bio-fertilisers, driven by mounting demand 

for safe food products that could satisfy both domestic demand and export 

standards. This is being encouraged by higher prices of organic produce and 

policy support for organic fertilisers. According to a forecast by Modor 

Intelligence, the Vietnam organic fertiliser market was worth US$930.5m in 

2017 and could grow at a CAGR of 11% in 2017-22F. Data from MARD’s 

Plant Protection Department also shows that current production capacity for 

organic fertilisers in Vietnam is only 2.5m tonnes p.a., which is far below the 

total fertiliser capacity of 29.5m tonnes p.a., implying significant room for 

growth, in our view. Recently, large players in the market such as BFC, SFG 

and DCM have announced plans to build new organic fertiliser factories, but 

most still remain in the planning phase.  
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We think this transition will take time to play out as farmers gradually adopt more 

sustainable farming practices. The following are some of the key criteria 

affecting farmers’ purchasing decisions on agricultural inputs, based on a survey 
by Vietnam Business Monitor in early 2018: 

 Quality: This is the most critical factor to consider when purchasing inputs. 

Quality is determined by yield crop, followed by origins, production 

information and product ingredients. This supports the demand for high-

quality products mentioned above. 

 Brand name: When crop yields cannot be proved easily for a newly-

introduced product, farmers rely on brand name when making decisions. This 

implies certain brand loyalty to the benefit of large producers who have 

already established a solid presence in the market, especially when they 

want to introduce new products under the same brand name.  

Agency recommendations also play an important role in affecting farmers’ 

choices. A good distribution network and high commissions for retailers help 

producers get better traction in the market. 

 Financial capacity: Fluctuations in farming income in line with weather 

conditions combined with a lack of market regulation from the goverment lead 

to fluctuations in farmers’ purchasing power. Expected higher agro-product 

prices, use of more weather resistant seeds and the application of more 

sustainable farming practices should help stabilise farm incomes and 

certainty for farmers, thereby spurring them to spend more on farm inputs.  
  

Figure 28: Factors affecting farmers' purchasing decision on 

agricultural inputs (as at 1Q18)  

Figure 29: Product-related factors affecting farmers' purchasing 

decision on agricultural inputs (as at 1Q18)  

  

SOURCES: VND RESEARCH, VIETNAM BUSINESS MONITOR SOURCES: VND RESEARCH, VIETNAM BUSINESS MONITOR   

  
  

Figure 30: Individual-related factors affecting farmers' purchasing 

decision on agricultural input purchases (as at 1Q18)  

Figure 31: Environmental factors affecting farmers' purchasing 

decision on agricultural input purchases (as at 1Q18)  

  

SOURCES: VND RESEARCH, VIETNAM BUSINESS MONITOR   SOURCES: VND RESEARCH, VIETNAM BUSINESS MONITOR   
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Changes in government regulations to boost industry 
sentiment   

While 2017 was marked by a market recovery in both fertiliser demand and 

selling prices, the most notable catalyst for the sector in 2018-19F is an 

expected change in the VAT policy, which is the reversal of a policy adjustment 

made in 2015 that reclassified fertilisers from the 5% VAT bracket to the tax-

exempt bracket. This could help producers record higher margins and improve 

their cash flow from operations. We believe market demand is not likely to be 

strongly affected even though companies will pass through the output tax burden 

to farmers, since fertiliser is an important input to guarantee high crop yields, 
especially in the rice bowl Mekong Delta. 

State divestments by PVN and Vinachem of their fertiliser subsidiaries, which 

will grant these companies more flexibility in making strategic and operational 

decisions, is also a development to watch out for as it might boost industry 
efficiency and dynamism, in our view. 

 

VAT policy change is highly probable but timing remains 
uncertain   
 

Figure 32: Timeline of changes in VAT law – historical and expected   

 

SOURCES: VND RESEARCH, GOVERNMENT LAWS   

 

In 2015, a change in policy (Law 71) reclassified fertilisers from the 5% VAT 

bracket to tax-exempt bracket, thus producers did not need to pay the VAT 

generated by sales but would also not be eligible for an input tax deduction for 

the input materials they purchased. Firms had to record the VAT amount on 

inputs as production cost, hence reporting higher COGS and lower gross profit. 

The FY15 business results of most fertiliser companies were adversely affected 
as a result of this.  

2014 

• Aug 2014: Ministry of Agriculture an Rural Development (MARD), Ministry 
of Finance (MoF) proposed new draft law to the Prime Minister. 

• Oct 2014: The Ministry of Finance proposed to the National Assembly the  
Law on the Amendment of some articles of the Tax Laws. 

• Nov 2014: The National Assembly approved the Law 71/2014/QH13 on 
the amendment of the VAT Law No. 13/2008/QH12. 

2015 
• Law 71 became effective from 01 Jan 2015. 

2016 

• Law 106/2016/QH13 amending some articles of the Tax Laws took effect 
from Jul 2016. 

2017 

• Jan 2017: The Ministry of Industry and Trade (MOIT) proposed a VAT law 
amendment to the Prime Minister. 

• Aug 2017: The MoF published the Draft Law on the Amendment of 5 Tax 
Laws for public opinion. 

2018 

• Jan 2018: The MoF announced an amendment of 6 tax laws instead of 5 
tax laws (adding the Law on Import-Export Tax). 

• Jun 2018: Newspaper cited the MoF on answering voters' inquiries about 
the amendment to VAT law, stating that fertilisers would be reclassified into 
5% output tax category. 

• Nov 2018 or Jun 2019: National Assembly meeting No. 6 or 7. The 
goverment could present the Draft Law to the National Assembly for 
approval. 
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The government is now considering a change in the VAT policy from tax-free 

back to the 5% VAT category for the fertiliser industry. Most producers that we 

consulted (DPM, DCM, LAS) expect the policy change to be likely approved 

once presented for approval at National Assembly meetings (held twice a year in 

Jun and Nov). The new law is expected to take effect from Jan 2019, however, 

we believe the stock prices of fertiliser producers would immediately reflect the 
potential impact upon announcement of the policy change approval. 

We have high confidence that the policy change will go through when submitted 

for approval, but we are a bit concerned about the uncertainty around the 

timeline for this approval. Since this VAT change only comprises a small part of 

the Draft Law on the Amendments of Six Tax Laws, the controversy regarding 

other proposed changes such as increasing common VAT rate, the 

implementation of a new asset tax, etc. have led to continuous delays of the 

draft submission for more than a year now. The Ministry of Finance is still in the 

process of revising the details of the Draft Law, after the last round of industry 

feedback collection in Aug 2017. For the policy amendment to be effective from 

2019F, the draft needs to be submitted at the National Assembly meeting (from 

20 Oct to 21 Nov 2018), but there is a possibility of further delay in the approval 
process due to the complexity of the draft law. 
 

Figure 33: Typical process for legislation document promulgation   

 

SOURCES: VND RESEARCH, LAW 80/2015/QH13   

 

The effect of new VAT regulation on fertiliser producers 

The effect of the new policy, if approved, would be reflected in companies’ 

financial statements in two ways: (1) lower COGS on the income statement due 

to deduction of input VAT and (2) improvements in cash flow from operations 

due to changes in net cash taxes paid as a result of the input tax rebate. The 

biggest beneficiaries of the new regulation would be companies which currently 

incur the highest input VAT taxes, which are single-nutrient fertiliser producers 
(DPM, DCM, LAS, VAF).  

Improvements in gross margin 

Companies in the sector should enjoy lower production cost as a result of the 

VAT policy change but in general, single-nutrient fertiliser producers such as 

DPM, DCM and LAS will benefit much more than multi-nutrient fertiliser 

Planning law/ordinance formulation program 

Drafting laws, ordinances and resolutions: 

- The Law Drafting Committee prepares the draft law 

- The draft law is published for public opinion and comments from 
stakeholders and specific authority offices 

- The draft law is sent to the government for approval to be submitted to the 
National Assembly or Standing Committee of the National Assembly 

Inspection of law/ordinance projects and draft resolutions by Ethnic Council 
and Committees of the National Assembly 

Standing Committee of the National Assembly offering opinions about law 
projects and draft resolutions of the National Assembly 

The National Assembly considers approving the law/ordinance projects and 
draft resolutions in 1, 2 or 3 meetings of the National Assembly 

Announcement of laws, ordinances and resolutions 
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producers such as SFG and BFC. We estimate the impact of the proposed 

policy amendment on fertiliser companies using their 2018 targets (holding all 

other variables constant) to single out the biggest beneficiaries of the proposed 
amendment as shown below: 

 

Figure 34: Changes in 2018 business results in the case of the VAT policy amendment*, based on companies' FY18F guidance and 

our calculations   

 

Note: *Assuming 100% passthrough of output VAT obligations. Market cap as at 20 Nov 2018 

SOURCES: VND RESEARCH, COMPANY REPORTS   
 

The varying impact on the companies’ gross profit/GPM could be explained by 

(1) their different cost structure and (2) the different tax brackets that companies’ 
inputs are subject to.  

For one thing, inputs subject to VAT often account for more than 50% of total 

inputs for single-nutrient fertiliser producers, while the majority of inputs used by 

the complex fertiliser producers are single-nutrient fertilisers which are currently 

tax-exempt. This results in a higher amount of tax deductible for the former 
group of companies.  

Also, urea producers like DPM and DCM currently incur an input VAT of 10% for 

natural gas, electricity, additives, etc. Meanwhile, for phosphate producers like 

LAS and VAF, the key materials such as apatite ore, serpentine, etc. are subject 

to a 5% input tax rate, implying higher deductible amount for the urea producers 
than phosphate producers. 

In terms of cash flow, when assuming a full pass-through of output VAT to 

customers, the effect on fertiliser companies’ cash flows would be isolated to the 
degree of input tax deductions, as linked from the income statement.  
 

Figure 35: VAT rate on major input materials and product categories (post-policy 

change) 

 
   SOURCES: VND RESEARCH, LAW ON VALUE ADDED TAX (LAST AMENDED IN 2016) 

 
 

Figure 36: Potential impact on cash flow of fertiliser producers based on 2018 targets 

(VND bn)   

 

*Tax amount to be deducted includes input tax on previously tax-free single-nutrient fertilisers.    

SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS   

 

The ability to pass through output VAT obligations is a critical assumption 

We note that our calculations assume that other variables in the companies’ 

businesses hold constant and, notably, that there is full pass-through of the 

Company Main products

Market cap 

(US$m)

COGS 

(VND bn) GPM (%)

Adjusted 

COGS 

(VND bn)

Adjusted 

GPM (%) ∆ GPM (pts)

Pretax profit 

(VND bn)

Adjusted 

pretax profit 

(VND bn)

∆ Pretax 

profit (%)

LAS Superphosphate and NPK 56 3,113         20.1% 3,028          22.3% 2.2% 220              304                 38%

VAF Phosphaste and NPK 16 724            23.7% 695             26.8% 3.1% 59               88                   50%

DCM Urea 227 4,114         24.0% 3,919          27.6% 3.6% 685              880                 28%

DPM Urea 329 6,230         26.4% 5,880          30.5% 4.1% 420              769                 83%

SFG NPK and phosphate 28 2,382         9.7% 2,350          11.0% 1.2% 115              147                 28%

BFC NPK 65 5,227         16.0% 5,220          16.1% 0.1% 425              432                 2%

Input Input tax rate Output Output tax rate

Coal 10%

Gas 10%

Apatite ore 5%

Sulphur 10%

Urea 5%

DAP/SA/Phosphate 5%

Potassium 5%

Urea 5%

Phosphate 5%

NPK 5%

Company

Tax amount to 

be deducted*

Tax amount 

payable

Net changes in 

tax payable

Net changes in tax payable as % 

of adjusted pretax profit

LAS 131 192                    (84)                     28%

VAF 40 47                      (29)                     33%

DCM 195 232                    (195)                   22%

DPM 349 267                    (349)                   45%

SFG 85 123                    (32)                     22%

BFC 250 310                    (7)                       2%
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output VAT burden to customers. The nature of the VAT is an indirect tax that 

companies collect on behalf of the government and the change in VAT policy will 

affect the whole market without negatively affecting any specific producers. 

Therefore, companies are inclined to mark up their prices by the amount of 

output tax applied to their products. This was indicated by management of the 

big fertiliser companies that we consulted (DPM, DCM, LAS, BFC). In the event 

that the VAT charge to customers takes a toll on demand, the greatest 

beneficiaries of the new tax policy (DPM, DCM, LAS) would have more room to 
adjust their prices downward to protect volumes, in our view.  

 

Other supporting policies for the sector   

The most notable policy approved in 2017 by the government was the import 

tariff on DAP/MAP products imported into Vietnam. The tariff only affected the 

local DAP/MAP producers, namely DAP-Vinachem JSC (DDV VN, Not Rated) 

and DAP 2-Vinachem (Unlisted), which benefited from a hike in domestic DAP 

prices and a reduction in import volumes. This helped these two companies to 

recover from an unprofitable period (2015-2016) which was caused by low ASPs 

along with high production costs and low capacity utilisation rates. On the other 

hand, the increase in DAP prices has had a negative effect on some NPK 
producers, since DAP is one of the input materials used for producing NPK. 

In Sep 2017, the government also issued Decree 108/2017/NDCP to replace 

Decree 202/2013/NDCP on fertiliser management. This decree placed stricter 

rules on the production and import of fertilisers, which we believe was intended 

to reduce the counterfeit and smuggled products that were permeating the 

market. The decree also emphasised the government’s support for the use of 
organic fertilisers.  

Although we do not have enough information to evaluate the effect of any new 

regulations, we appreciate the government’s increasing efforts to solve 

prevailing market inefficiencies, which should provide a more favourable 
business environment for producers going forward, in our view. 

 

State divestments   

In late-2017 and early-2018, the government announced restructuring plans for 

PVN and Vinachem, which involve divestments and potential participation of 

new strategic investors in most of the listed fertiliser companies in the stock 

market. We believe this could provide more flexibility for companies to make 

operational decisions as well as improving corporate transparency and boosting 
stock liquidity.  
 

Figure 37: The government's divestment plan in 2017-2020   

 

SOURCES: VND RESEARCH, PVN’S RESTRUCTURING MASTERPLAN, DECISION 16/2018/QD-TT   

 

Parent 

company Subsidiary Ticker

Current 

ownership

Targeted 

Ownership Timeline

PVN Phu My Fertilizer DPM VN 59.6% 51% 2018

Ca Mau Fertilizer DCM VN 75.6% 51% 2018

Vinachem Ha Bac Fertilizer DHB VN 97.7% 0%

When the company becomes profitable 

and is able to operate effectively

Ninh Binh Fertilizer unlisted 100.0% 0%

When the company becomes profitable 

and is able to operate effectively

DAP -Vinachem DDV VN 64.0% 0%

When the company becomes profitable 

and is able to operate effectively

DAP 2 -Vinachem unlisted 53.5% 0%

When the company becomes profitable 

and is able to operate effectively

Lam Thao Fertilizer LAS VN 69.8% 50%-65% 2018-2020

Van Dien Fused 

Magnesium Fertilizer VAF VN 67.1% 50%-65% 2018-2020

Binh Dien Fertilizer BFC VN 65.0% Under 50% 2018-2020

Southern Fertilizer SFG VN 65.1% Under 50% 2018-2020
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Recently news websites reported that PVN may be considering the merger of 

DPM and DCM as a restructuring option for the 2018-20F period, although this 

would be subject to further consideration by the government. Note that current 

Competition Law prohibits the combined market share of a merged entity from 

exceeding 50%; therefore, we think that a merger of the two companies is 
unlikely.  

 

Risks   

Exposure to weather fluctuations  

Climate change poses a threat to the growth of the agriculture sector. While the 

Southern region often faces drought and saltwater intrusion, the Central and 

Northern regions usually face annual cyclical floods. Unfavourable weather 

conditions could affect the agriculture sector and consequently reduce fertiliser 
demand. 

High competition in the market  

For urea, although we assume the domestic supply and demand will remain 

relatively stable over 2018-20F, an influx of cheap imported products from 

neighbouring countries (especially Malaysia and Indonesia) is hurting domestic 

producers. In case the VAT regulation goes through as expected, we believe this 

would mitigate the risk of further competition from imports as the input tax 

deductions would give domestic producers some room to adjust their prices, 
without hurting profitability. 

We believe the new NPK supply coming online in 2018-2019F, despite being a 

response to rising demand for premium products, would in the short-term 

worsen the oversupply condition, as it would take time for farmers (who have 

high brand loyalty and are resistant to change) to get acquainted with the new 

products. Intense competition has already resulted in increasing selling 

expenses for companies over the recent years to boost brand awareness, while 
ASP increases have remained subdued.  

Input price increases   

Although higher input prices could support higher ASPs, substantial increases in 

feedstock prices are unlikely to be fully transferred to end-users through 

corresponding increases in ASPs, thus weighing on producer margins, 
especially in the urea segment, in our view.  

Ineffective regulation  

The industry has been plagued by issues with counterfeit and poor-quality 

fertilisers for a long time as the authorities do not have a proper surveillance 

system. We expect this inefficiency to be reduced gradually, following the 

implementation of supporting policies in 2017 as stated above. However, it will 
take further effort from the government to address these issues meaningfully. 
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SWOT analysis 
 

Figure 38: SWOT analysis for Vietnam’s fertiliser sector  

Strengths 

 Government-controlled input materials create high barriers 
to entry for private companies (in the urea segment). 

 Large companies have extensive distribution networks and 
close relationships with agencies and farmers. 

 Normalisation of weather patterns is helping foster a 
recovery in agricultural output and, consequently, fertiliser 
demand. 

Opportunities 

 Internal restructuring of the agriculture sector brings about 
new opportunities in niche markets (high-end and more 
environmentally-friendly products). 

 Possible change in VAT regulation could benefit the whole 
sector, helping locally-produced products become more 
price-competitive compared to imported products. 

 Divestment of government stakes could help boost 
flexibility and transparency of key industry players. 

Weaknesses 

 There is a long tail of low-end, marginal producers with 
outdated technology and subpar products. 

 Ineffective regulation from the government enables the 
spread of counterfeit and poor-quality fertilisers.  

Threats 

 Continued increases in oil/gas prices could threaten 
margins as it will become harder for urea producers to pass 
through input cost rises to farmers. 

 Limited room for near-term demand growth due to near-
saturated market conditions. 

 Increasing competition from imported products. 
 

SOURCE: VND RESEARCH, COMPANY REPORTS   
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Valuation and recommendation 

Fertiliser companies’ share prices picked up in 2017 following improvements in 

fundamentals (with most companies recording double-digit earnings growth), 

and speculation around when the VAT policy change would be approved. 

However, we believe sluggish earnings growth in 9M18, caused by increasing 

input prices and escalating selling expenses (and only partially offset by an ASP 

recovery), combined with a lack of clarity on the timing of the new VAT policy 

implementation and the overall correction in the stock market, led to a reversal in 
share price gains of listed fertiliser producers. 
 

Figure 39: Indexed price movements of notable fertilizer stocks (Jan 2017=100)   

 

SOURCES: VND RESEARCH, BLOOMBERG   

 
 

Figure 40: Financial performance of notable companies in 9M18   

 

SOURCES: VND RESEARCH, COMPANY REPORTS   

 

For 2018F, we expect companies’ net revenues to continue to increase on the 

back of demand recovery and higher ASPs; however, the impressive earnings 

growth in 2017 might not be replicated due to a surge in input costs and higher 
selling expenses associated with new product launches, in our view. 

We believe the key re-rating industry catalyst for 2018-19F, is the change in VAT 

policy, which we note again, would benefit certain companies more than the 

others. DPM is our top pick for riding the policy story, as the company could be 

the biggest beneficiary of the VAT change with a currently high gas input cost 

bearing a high input tax rate (10%) and a solid position in the market enabling 

DPM to pass on the output tax obligations to farmers. DCM is a safer choice 

only for 2018, given its subsidised gas policy that results in a guaranteed level of 

return on equity regardless of how high gas prices could rise. However, the 

expiry of this input gas pricing policy in 2019F makes DCM vulnerable beyond 
2019, in our view, especially if oil prices stay elevated. 

We use a combination of DCF, P/E and P/BV multiples to evaluate DPM and 

DCM to take into account the impact of changes in input prices on the 

companies’ earnings as well as the impact of a tapering-off of the capex cycle on 

future free cash flow generation. We use P/BV as both companies are capital-

intensive with newly commissioned plants. However, we apply historical average 

P/BV and P/E as target valuation multiples instead of a peer average as the 

companies receive a certain level of support from the government, which is not 
necessarily the case for all peers. 
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Companies

Net revenue 

(VND bn) % change yoy

Net profit 

(VND bn) % change yoy Gross margin Pts change yoy

DPM 6,975.7        7.9%         550.8 -7% 20.4% -5.6%

DCM 4,652.1        10.9%         559.5 -7% 25.6% -3.6%

BFC 5,006.4        4.8%         153.9 -32% 13.6% -1.7%

SFG 1,686.9        -6.9%          65.6 -15% 10.3% -0.6%

LAS 2,419.4        -9.8%          93.0 -24% 21.0% 0.8%

VAF 835.0           -8.6%          49.1 21% 20.1% -2.7%

DDV 1,575.7        15.2%         148.2 N/A 15.5% 10.0%
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We initiate coverage on DPM with an Add rating and a target price of 

VND23,100. The stock is currently trading at an FY19F P/E of 10.9x, which is 

inexpensive in our view given improving urea market conditions, long-term 

earnings growth from the NPK plant and potential benefits from the VAT policy 

change. We initiate on DCM with a Hold rating in light of the uncertainty around 

the gas price policy in 2019F and the possible transition to a market-based 

pricing mechanism, which are likely to offsets the positive effects of its new NPK 

plant and VAT policy amendment. Both of the companies’ FY19F recurring 

ROEs are lower than those of global peers, partly due to the fact that both 

companies are expected to come out of a heavy capex cycle in 2019F and 
because they have lower leverage than their peers.  
 

 

Figure 41: Global peer comparison – urea producers   

 

Note: The estimates shown for NR companies are based on Bloomberg consensus forecasts and those for rated companies are based on our forecasts.  

SOURCES: VND RESEARCH, COMPANY REPORTS, BLOOMBERG (AS AT 21 NOV 2018)   
 

 
 

 

FY18F FY19F FY18F FY19F FY18F FY19F FY18F FY19F FY18F FY19F

Grupa Azoty Zaklady Azotowe 

Pulawy SA
ZAP PW NR               78  N/A        392.3 12.3   10.5 N/A N/A 3.8% 4.4% 2.9 2.7 7.7% 6.4%

Fatima Fertilizer Co Ltd FATIMA PA NR               35  N/A        545.4 5.5     5.8 1.0 0.9 17.3% 16.2% N/A N/A 9.2% 11.0%

Stanley Agricultural Group Co 

Ltd
002588 CH NR                4  N/A        716.9 16.2   12.6 1.1 1.0 7.4% 10.3% N/A N/A 1.4% 1.8%

Engro Fertilizers Ltd EFERT PA NR               78  N/A        776.7 8.3     8.0 2.4 2.4 26.1% 27.6% 4.6 4.0 10.7% 11.4%

Fauji Fertilizer Co Ltd FFC PA NR               99  N/A        935.1 9.8     9.1 2.9 2.7 33.2% 34.4% 7.0 6.0 8.3% 8.9%

Engro Corp Ltd ENGRO PA NR             339  N/A      1,322.6 12.5   10.5 1.2 1.2 8.6% 11.7% 8.6 7.6 6.6% 7.5%

Hubei Xinyangfeng Fertilizer Co 

Ltd
000902 CH NR                9  N/A      1,761.6 14.6   12.0 1.9 1.7 13.3% 14.4% N/A N/A 2.0% 2.6%

Average 921.5 11.3 9.8 1.7 1.6 15.7% 17.0% 5.8 5.1 6.6% 7.1%

Median 776.7 12.3 10.5 1.5 1.4 13.3% 14.4% 5.8 5.0 7.7% 7.5%

PetroVietnam Ca Mau DCM VN HOLD        10,150          9,700        230.4 8.4 113.8 0.9 0.9 10.3% 0.8%     2.8     3.2 8.9% 4.9%

PetroVietnam Fertilizer and 

Chemicals
DPM VN ADD        19,850        23,100        333.1 11.9   10.9 1.0 0.9 8.2% 8.6% 5.2 3.6 5.0% 5.0%

P/E (x) P/BV (x)

Recurring 

ROE (%)

EV/EBITDA 

(x)

Dividend 

Yield (%)
Market 

Cap (US$ 

m)Company

Bloomberg 
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Share 
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curr)

Target 
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PetroVietnam Fertilizer and 
Chemicals 

A bet on industry policy change 

■ Core urea business will face near-term margin pressure due to the expected 
increases in gas input prices, which will outweigh ASP recovery, in our view.  

■ NH3-NPK project to be the new earnings growth driver over next few years.  

■ Pending VAT policy change in Vietnam could boost DPM’s gross margins 
from 2019F onwards. Reinitiate coverage with an Add. 

 

Sustained high input prices could outweigh selling price increases  
We project FY18F urea gross margin to drop to 25.3% from 37.1% in FY17, resulting 

from significant surges in gas input prices based on a forecasted average Brent crude oil 

at US$73 in FY18F (+34.5% yoy), according to the US Energy Information Administration 

(EIA). Our forecasted 4% growth in 2018F ASP, therefore, would not be able to offset the 

significant rise in gas input cost (+35.7% yoy), in our view. 

NH3-NPK expansion project is the long-term growth catalyst  
DPM recently upgraded its NH3 plant (+90,000 tonnes capacity, up 20%) with the new 

capacity commissioned in 1Q18, while its new 250,000-tonne NPK plant has recently 

begun commercial operation in 3Q18. We estimate these projects could bring additional 

revenue of VND1.4tr-2.6tr starting from FY18F; however, high expenses and depreciation 

costs would result in annual losses in the first few years of operation. We think the plants 

could start to break even from 2021F when the NPK plant approaches 90% utilisation.  

Potential upside from the VAT policy change  
According to our estimates, DPM is best positioned among all listed fertiliser players to 

benefit from the pending VAT policy change. DPM’s gross margin could improve by 2-3% 

pts if the policy amendment materialises in 2019, in our view, which could compensate 

for the surge in gas input prices that has weighed on gross margins in recent quarters. 

Initiate with an Add  
DPM trades at FY18F and FY19F P/E of 11.9x and 10.9x, respectively, slightly above 

global peers’ average of 11.3x and 9.8x. We reinitiate coverage on DPM with an Add and 

a TP of VND23,100 based on: (1) prospective long-term earnings growth from the NH3-

NPK project, (2) improving global urea market conditions that would support ASP, (3) 

potential VAT policy change in 2019F, with DPM as likely biggest beneficiary, in our view. 

Other potential catalysts are a higher-than-expected increase in urea prices and positive 

news regarding Vietnam Oil and Gas Group’s (Unlisted) divestment process.  

Downside risks  
Downside risks include: (1) a further spike in oil prices, (2) unfavourable weather 

conditions and (3) failure or delay in the enactment of the VAT policy amendment. 
 

            

 

SOURCES: VND RESEARCH, COMPANY REPORTS 
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Financial Summary Dec-16A Dec-17A Dec-18F Dec-19F Dec-20F

Revenue (VNDb) 7,925 7,996 8,975 9,541 10,183

Operating EBITDA (VNDb) 1,403 862 1,222 1,524 1,668

Net Profit (VNDb) 1,141 694 656 715 854

Core EPS (VND) 2,929 1,774 1,676 1,826 2,183

Core EPS Growth (25.2%) (39.4%) (5.6%) 9.0% 19.6%

FD Core P/E (x) 6.69 11.16 11.85 10.87 9.09

DPS (VND) 5,935 2,000 1,000 1,000 1,000

Dividend Yield 29.9% 10.1% 5.0% 5.0% 5.0%

EV/EBITDA (x) 2.67 6.17 5.16 3.64 2.87

P/FCFE (x) 12.6 NA 144.5 7.2 7.9

Net Gearing (50.5%) (32.7%) (19.8%) (28.0%) (35.0%)

P/BV (x) 0.96 0.99 0.95 0.92 0.87

ROE 13.9% 8.7% 8.2% 8.6% 9.8%

% Change In Core EPS Estimates   (47.9%) (42.4%)

CIMB/consensus EPS (x)   1.41 1.28
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A bet on industry policy change 

Investment summary   

Oil price surge will continue to weigh on margins   

DPM’s FY17 gross margin declined sharply by 3.8% pts on the back of roughly 

2% increase in Marine Fuel Oil (MFO) prices, which is used as benchmark for 

calculating DPM’s gas input cost. Global oil prices have been rising since 3Q16 

with no signs of subsiding in the near term, in our view, due to geopolitical 

instability in the Middle East and renewed U.S. sanctions on Iran. According to 

EIA’s forecast, Brent crude could average US$73/barrel (+34.5% yoy) in 2018F 

and US$74/barrel (+1.2% yoy) in 2019F, continuing to place upward pressure on 
DPM’s gas input costs. 

We project DPM’s average unit cost for gas input will increase by 27.7% in 

FY18F and 1.3% in FY19F, while volumes are projected to remain relatively 

stable with ASP rising 4.0% in 2018F before growing at an annual rate of 2.1% 

from FY19F onwards (slightly higher than the global urea price growth forecast 

of 1.9-2.0% by the World Bank). Accordingly, we estimate FY18F gross margin 

could contract to 20.1% from 26.4% in FY17 as DPM will be unable to pass 

through all of the input cost increases to buyers, given the urea market is in 

slight surplus and also given that domestic producers are facing constant 
competition from cheap imports. 

 

NH3-NPK expansion project is key to long-term growth   

This project includes the construction of a new NPK factory with a capacity of 

250,000 tonnes p.a. and the upgrade of the NH3 plant adding 90,000 tonnes p.a. 

of NH3 to current capacity, of which 40,000 tonnes will be used internally for 

producing NPK and the remaining 50,000 tonnes could yield additional revenue 
through external sales.  

DPM completed most of the work in early-2018, with the NH3 plant already 

coming into operation in 1Q18 and the NPK plant having started commercial 

operation in 3Q18. DPM expects to sell 150,000 tonnes of NPK this year, 

equivalent to 60% of total capacity, which we deem achievable as DPM plans to 

replace the imported products the company currently distributes with self-

produced products. In FY17, DPM sold ~120,000 tonnes of NPK to farmers. We 

believe the company can also take advantage of its wide distribution network 
and sales channels to help its NPK products quickly penetrate the market. 

For NH3, the domestic demand in 2017 was estimated at 250,000 tonnes 

annually, with ~50,000 tonnes supplied by DPM and its sister company 

PetroVietnam Ca Mau Fertilizer (DCM VN, Hold, TP: VND9,700) (combined) and 

the rest by Habac Nitrogenous Fertilizer & Chemicals’ (DHB VN, Not Rated) and 

Ninh Binh Nitrogenous Fertilizer & Chemicals’ (Unlisted) plants and imports. By 

upgrading the NH3 plant, we believe DPM could increase its revenue by 

grabbing market share from importers. NH3 also yields the highest gross margin 

among DPM’s products; and its ASPs tend to move in line with oil & gas prices, 

making for stable margins. Hence, we think additional NH3 sales could partly 
offset the decline in margins caused by the increase in gas prices. 

We project that the two new plants could collectively contribute ~VND1,400bn to 

FY18F net revenue but incur a collective net loss of VND61bn in FY18F, given a 

high depreciation burden. The new NPK plant will be able to enjoy tax incentives 

for the first few years of operation: 0% corporate income tax (CIT) in the first two 
years (2018-19F) and 10% in the next four years. 

It should be noted that although the in-house NPK will carry higher gross margin 

than imported NPK, self-produced NPK gross margin is only 13-14%, lower than 

urea gross margin of 30-40%. Therefore, when the proportion of NPK in revenue 
and profit increases, total gross margin will decline.  
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Figure 1: DPM's total revenue mix, based on our estimates 

 
   SOURCES: VND RESEARCH, COMPANY REPORTS 

 

 

Possible policy support from the government   

The majority of inputs for producing urea, including natural gas, electricity, and 

other additives, are taxed at 10% VAT, equivalent to an annual input tax of 

VND350bn-400bn (equivalent to 6-7% of COGS over 2015-17). If this amount is 

deducted from production costs (effected through the input VAT rebate), we 
believe DPM’s gross margin could go up by 2-3% points.  

We think the increase in pretax profit could also lead to a corresponding 

improvement in the company’s cash flow from operations in the form of lower 

cash taxes paid, assuming all the output tax is transferred to farmers. Since the 

proportion of DPM’s COGS subject to VAT is higher than its peers’, with input 

tax rate of 10% vs. phosphate-producing peers’ 5%, we believe DPM will benefit 

the most from the VAT policy change among listed fertiliser producers. Given its 

strong position in the urea sector and potential for high input tax rebate, we think 

DPM would have a better ability to share the burden of the new output tax with 

customers, relative to competitors, in case the output tax ends up hurting sales 
volume.  

 

Valuation and recommendation   

We reinitiate coverage on DPM with an Add rating and a target price of 

VND23,100 (upside 16.4% from the current share price), based on a 40:30:30 

weighting of: (1) a DCF valuation over 5-year period from 2018-22F, (2) target 

FY19F P/E of 10.4x, equal to 1 s.d. above historical 6-year average P/E of 7.2x, 

as we expect earnings to continue to recover from the recent urea market 

downcycle and the VAT policy amendment to boost prospects for margin 

expansion, and (3) target FY19F P/BV of 0.95x, using the historical 6-year 

average P/BV. We also adjust the enterprise value in our DCF valuation to 

include the liability related to the PVTex investment to take into account the risks 

related to the affiliate as we believe that, given its current situation, PVTex 

cannot pay off its debts and DPM will have to incur a P&L charge when the 
debts become due. 
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Figure 2: We expect DPM to trade at 1 s.d. above the 6-year historical mean P/E in 

FY19F, given better earnings prospects in the future thanks to improving market 

conditions and the expected benefits from the VAT policy 

 

SOURCES: VND RESEARCH, BLOOMBERG   

 

 
 

Figure 3: DCF valuation - key assumption and inputs, based on our estimates   

 

SOURCES: VND RESEARCH, COMPANY REPORTS   
 

 
  

Figure 4: P/E and P/BV valuation - key inputs  Figure 5: Blended target price  

  

SOURCES: VND RESEARCH   SOURCES: VND RESEARCH   

  

DPM also has a history of high dividend payments, which we believe is attractive 

to investors seeking yield plays. The company maintained its cash DPS at 

VND3,000-4,000 in FY11-16 (30-40% on par), depending on business 

performance. Although DPM currently has large cash reserves (VND2.0tr as at 

end-Sep 2018), we believe the financing needs for the NH3-NPK project would 

General assumptions (in VND bn, otherwise noted) 2018F 2019F 2020F 2021F 2022F Terminal

Net income 656                  715                  854                  916                  1,000               

Tax rate (%) 17.0% 17.0% 17.0% 16.9% 16.6%

Interest expense 60                    77                    69                    57                    46                    

-Changes in working capital (125)                 (6)                     (51)                   (44)                   (38)                   

-Net Capex (1,606)              (360)                 (370)                 (381)                 (392)                 

+Depreciation & Amortisation 505                  726                  737                  754                  773                  

FCFF (520)                 1,139               1,227               1,292               1,381               12,850                    

PV of FCFF (460)                 893                  851                  794                  751                  6,985                     

PV of DCF (5 years) 2,828 Risk free rate (10-year VGB yield) 5%

PV of Terminal value 6,985 Equity risk premium 11%

Enterprise Value 9,814 Beta (Source: BB, adj. beta) 0.8                         

   Less: Total debt 629                  WACC 13%

   Less: Total liability relating to PVTex investment 1,311               Terminal growth rate 2%

   Less: Minority interest 171                  

   Plus: Cash and Cash equiv. 3,257               

Implied EV 10,959              

No. of o/s shares (m) 391                  

Implied value per share (VND) 28,000              

FY19F

EPS (VND) 1,826              

Target multiple (based on historical 6-year average P/E + 1 s.d.) 10.3x

Implied value per share (VND) 18,804             

BVPS (VND) 22,119             

Target multiple (based on historical 6-year average P/BV) 0.95x

Implied value per share (VND) 21,013             

Valuation 

method

Implied value per 

share (VND) Weight (%)

Weighted value 

per share (VND)

DCF 28,000                       40% 11,200                    

P/E 18,804                       30% 5,641                      

P/BV 21,013                       30% 6,304                      

Fair value 23,145                    

Target price (rounded down) 23,100                    
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lead to a reduction in dividend payout to VND1,000 per share (10% on par) from 

FY18F onwards, a level DPM should have no difficulty in sustaining, in our view, 
and equivalent to a dividend yield of 5.0% based on the current share price. 

Although the company’s operation generates strong, stable cash inflows, 

potential gross margin erosion in upcoming quarters creates some downside 

risks. We, nevertheless, reinitiate coverage on DPM with an Add, primarily on 

the basis of DPM being the greatest beneficiary of the expected VAT policy 

change in 2019F among all listed fertiliser producers in Vietnam. We believe 

disclosure of any information regarding PVN’s divestment of 8.6% stake in DPM 

(or higher, as per the company’s 2018 Annual General Meeting) could also 

support its share price. There is, however, a risk that the VAT policy change may 

not go through as planned; if so, this would be a major risk to achieving our 
target price.  

 
 

Figure 6: Global peer comparison 

 
   Note: The estimates shown for Not Rated (NR) companies are based on Bloomberg consensus forecasts and those for rated companies are based on our forecasts.  

SOURCES: VND RESEARCH, COMPANY REPORTS, BLOOMBERG (AS AT 21 NOV 2018) 

 

 

  

FY18F FY19F FY18F FY19F FY18F FY19F FY18F FY19F FY18F FY19F

Grupa Azoty Zaklady Azotowe 

Pulawy SA
ZAP PW NR               78  N/A        392.3 12.3   10.5 N/A N/A 3.8% 4.4% 2.9 2.7 7.7% 6.4%

Fatima Fertilizer Co Ltd FATIMA PA NR               35  N/A        545.4 5.5     5.8 1.0 0.9 17.3% 16.2% N/A N/A 9.2% 11.0%

Stanley Agricultural Group Co 

Ltd
002588 CH NR                4  N/A        716.9 16.2   12.6 1.1 1.0 7.4% 10.3% N/A N/A 1.4% 1.8%

Engro Fertilizers Ltd EFERT PA NR               78  N/A        776.7 8.3     8.0 2.4 2.4 26.1% 27.6% 4.6 4.0 10.7% 11.4%

Fauji Fertilizer Co Ltd FFC PA NR               99  N/A        935.1 9.8     9.1 2.9 2.7 33.2% 34.4% 7.0 6.0 8.3% 8.9%

Engro Corp Ltd ENGRO PA NR             339  N/A      1,322.6 12.5   10.5 1.2 1.2 8.6% 11.7% 8.6 7.6 6.6% 7.5%

Hubei Xinyangfeng Fertilizer Co 

Ltd
000902 CH NR                9  N/A      1,761.6 14.6   12.0 1.9 1.7 13.3% 14.4% N/A N/A 2.0% 2.6%

Average 921.5 11.3 9.8 1.7 1.6 15.7% 17.0% 5.8 5.1 6.6% 7.1%

Median 776.7 12.3 10.5 1.5 1.4 13.3% 14.4% 5.8 5.0 7.7% 7.5%

PetroVietnam Ca Mau DCM VN HOLD        10,150          9,700        230.4 8.4 113.8 0.9 0.9 10.3% 0.8%     2.8     3.2 8.9% 4.9%

PetroVietnam Fertilizer and 

Chemicals
DPM VN ADD        19,850        23,100        333.1 11.9   10.9 1.0 0.9 8.2% 8.6% 5.2 3.6 5.0% 5.0%
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Company overview  

Company structure   

Established in 2003 to manage the Phu My Fertiliser Plant, PetroVietnam 

Fertiliser and Chemicals Corporation has quickly become the leading 

manufacturer of urea fertilizer producer in Vietnam (highest market share by 

sales volume, according to the company). The company’s core business 

activities involve the production and trading of fertilisers and other chemicals 

with key products such as prilled urea, NPK, Muriate of Potash (MOP), SA, DAP 
fertilisers, liquid ammonia (NH3) and UFC85/Formaldehyde (since 2016).  

In 2007, the company was equitised and became a joint stock company with a 

charter capital of VND3.8tr, and was later listed on Ho Chi Minh Stock Exchange 
under the ticker DPM VN.  

As of Jun 2018, DPM’s largest shareholder was the state-owned Vietnam Oil 

and Gas Group (PVN, Unlisted) with a 59.59% stake, followed by foreign 

institutional shareholders each holding less than 5% stake, such as Edgbaston, 

GIC, Deutsche Bank, Vaneck Vectors ETF, etc., accounting for a total of c. 20% 
ownership.  

Given the concentrated shareholder structure, DPM has limited control over the 

company’s operations as the parent company, PVN (and the government) have 

significant influence on DPM’s primary business decisions. At DPM’s 2018 

Annual General Meeting (AGM), PVN’s representative confirmed the plan to 

decrease state holding to 51% or below within 2018; we expect this sell-down 

could provide DPM with higher flexibility and more transparency in the medium 
term. 

As of end-Jun 2018, the company had four subsidiaries and three affiliates. The 

subsidiaries, located in four main regions of Vietnam, are in charge of 

distributing Phu My fertilisers across the country, which we consider an effective 

distribution network that helps DPM maintain its industry-leading market share in 

terms of sales volume since its commissioning. However, the poor performance 

of affiliates, specifically PVC Mekong and PVTex, has generated big losses that 
have chipped away at DPM’s bottom line over the past few years. 

 

Figure 7: DPM's structure (as at end-Jun 2018)   

 

SOURCES: VND RESEARCH, COMPANY REPORTS   
 

 

Market leader in the urea manufacturing sector   

DPM’s major source of income is sales of nitrogen fertiliser (urea), accounting 

for 63% of revenue and 88% of gross profit in FY17. Sales of imported fertiliser 

(DAP, K, NPK) contribute 31% to revenue, but only 8% to gross profit due to the 

fact that it yields rather low gross margins of 5-6%. Other sources of revenue 

include petrochemicals, ammonia (NH3) and electricity (excess generated by 

captive power plant), which account for a minimal but increasing share in 

revenue and gross profit, as the company is in the process of changing its focus 

to petrochemicals to diversify its product portfolio to offset harsher competition in 
the fertiliser industry.  

Leading market share thanks to long-established brand name 

Thanks to their large production capacities and favourable locations, DPM and 

its sister company DCM have managed to garner around 40% market share in 

terms of sales volume each for the 2012-2017 period, according to the 

companies’ annual reports; the rest of the market is divided among Habac 

Type Company name Business segments Ownership (%)

North PetroVietnam Fertilizer and Chemicals JSC (PMB) Fertiliser distribution and trading 75.0                  

Central PetroVietnam Fertilizer and Chemicals JSC (PCE) Fertiliser distribution and trading 75.0                  

South-East PetroVietnam Fertilizer and Chemicals JSC (PSE) Fertiliser distribution and trading 75.0                  

South-West PetroVietnam Fertilizer and Chemicals JSC (PSW) Fertiliser distribution and trading 75.0                  

Dam Phu My Packaging JSC (PMP) Packaging 43.3                  

PetroVietnam Urban Development JSC (PVC Mekong) Construction and consulting, real estate trade 35.6                  

PetroVietnam Petrochemical and Textile Fiber JSC (PVTEX) Textile fiber production and trading 26.0                  

Subsidiaries

Affiliates
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Nitrogenous Fertilizer & Chemicals, Ninh Binh Nitrogenous Fertilizer & 

Chemicals and imports. In terms of regions, DPM dominates the Southeast 

region and Central-Highlands area, where its market shares are 75% and 70%, 

respectively, followed by 35% in the Southwest region and 25% in the Northern 
region (as at 2016).  
 

Figure 8: Market share based on sales volume, by region (2016)   

 

SOURCES: VND RESEARCH, DPM, DCM   

 

 
 

Figure 9: DPM's urea production and sales volumes ('000 tonnes/year)   

 

SOURCES: VND RESEARCH, COMPANY REPORTS   

 

The company owns only one plant with an initial capacity of 740,000 tonnes p.a., 

which was later upgraded to 800,000 tonnes p.a. (in 2010) The plant utilises 

state-of-the-art technologies, specifically the Haldor Topsoe solution (Denmark) 

to produce ammonia and the Snamprogetti process (Italy) to produce urea. 

These are among the most popular processes used by 40-50% of urea 

manufacturers around the world (Source: Haldor Topsoe), which are considered 
energy-saving, efficient and environmentally-friendly. 

In recent years, DPM has been producing and selling at more than its designed 
capacity, which we credit to the following factors: 

 DPM has taken full advantage of the early-adopter effect (since it entered the 

market when there was only one producer with total capacity of 180,000 

tonnes while demand was ~2m tonnes). This enabled the company to 

develop strong brand awareness and good relationships with the farmers. 

 The plant’s location in the centre of the Southern region (~50% of total 

domestic demand (as at 2016) with easy access to Thi Vai port makes it 

convenient for the company to transport and distribute its products. 

 Possessing the widest distribution network in the sector (comprising of 80 

wholesalers and 3,000 retailers) allows DPM to have access to a larger group 

of customers nationally. Meanwhile, other competitors only have coverage in 

certain regions in Vietnam. 

The company’s sales volume has been on a downward trend since 2014, which 

DPM attributed to difficult market conditions and the periodic maintenance in 

2015/2017 that affected production. Sales volumes in 9M18 were relatively flat 

(yoy) at 640,000 tonnes; however, we do not believe that 4Q18F sales volumes 

would be affected by plant maintenance like in 4Q17. We believe that with its 

Region DPM DCM Others

Southeast 75% 24% 1%

Southwest 35% 58% 7%

Central - Highlands 70% 25% 5%

Northern 25% 7% 68%

Total 41% 40% 19%
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distinct advantages, DPM could still maintain a leading position in the Vietnam 
urea market in the near future, despite market share erosion in recent years. 

 

Exposure to natural gas price fluctuations   

Since DPM’s urea plant incurs little depreciation cost, the main component of 

past COGS is natural gas price which makes up 60-70% of total production 

costs. Input gas is currently provided by PetroVietnam Gas (GAS VN, Not Rated) 

(also a subsidiary of PVN) from Bach Ho oil field and Nam Con Son basin with 

the cost calculated using a specific formula for the period 2015-2019. 

Accordingly, the gas price is linked to the market benchmark with a 46% 

weighting plus a transportation tariff pre-set to increase 2% per year until end-
2019. 
 

Figure 10: DPM's gas input price formula   

 

SOURCES: VND RESEARCH, DPM   

 

With this high exposure, fluctuation in global oil prices is the main reason for the 

fluctuation in urea production cost. During the period 2014-2016, the decline in 

oil prices made the natural gas price decline faster than selling prices, leading to 

a surge in urea gross margin from 34.5% in 2014 to 46.3% in 2015 and 47.9% in 

1H16. However, in 3Q16, oil prices started to increase while urea prices failed to 

catch up; hence, urea gross margin started to fall, reaching 43.0% in 2016 and 
37.1% by end-2017.  

We believe that oil prices will stay at high levels in 2018-2020F, leading to 

elevated production costs for DPM. However, with the oversupply conditions in 

global and domestic urea markets, we do not think that DPM can fully pass 

through these input gas price increases on to its customers, which would result 
in continued urea gross margin erosion in coming quarters. 
 

Figure 11: Simplified urea production process   

 

SOURCES: VND RESEARCH, DPM   

 

 

  

P = 46% MFO + Tp = 46% MFO + 0.98 US$/mmbtu

MFO is the monthly average fuel oil price in Singapore market according to Platt’s magazine

Tp is the transportation tariff, equal to 0.98 US$/mmbtu in 2018 and will increase annually by 2% until 2019
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Other business segments: imported fertiliser trading, NH3, 
chemicals and electricity   

  

Figure 12: DPM's revenue mix (2017)  Figure 13: DPM's gross profit mix (2017)  

  

SOURCES: VND RESEARCH, COMPANY REPORTS   SOURCES: VND RESEARCH, COMPANY REPORTS   

  

DPM imports other fertilisers such as NPK, DAP, MOP, SA and distributes them 

under the Phu My brand name. Total consumption of these products was around 

300,000-400,000 tonnes per year, contributing over VND2tr in revenue to DPM 

in 2017 (31% of total 2017 revenue); however, this segment has a very low 

gross profit margin of only 5-6% as it is primarily a trading operation. With the 

introduction of the new NPK plant into its production mix, DPM expects to 

gradually replace the current ~120,000 tonnes of imported NPK with self-

produced products (with expected GPM of 14-15%), thus boosting gross 
margins going forward. 

DPM owns one petrochemical plant in Vung Tau province with a capacity of 

4,000 tonnes per year, producing additives and chemicals used in the oil and 

gas industry, which contributes VND150bn-200bn to total revenue. It also owns 

one Grade CO2 Plant with a capacity of 47,500 tonnes of liquid CO2 per year 

(for use in food processing industry), which started operations in 4Q16, and a 

UFC85 Plant with a capacity of 15,000 tonnes of UFC85 (additive for urea 
manufacturing process) per year which started operations in 1Q16. 
 

Figure 14: Gross margins of DPM's business segments   

 

SOURCES: VND RESEARCH, COMPANY REPORTS   

 

In general, apart from urea, all of DPM’s other products are fairly new; hence, 

their contribution to revenue is still limited. However, we are positive on the 

company’s strategy to diversify its product mix to include chemicals, as the urea 

industry is already in surplus and is highly competitive. We predict a gradual 
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increase in the consumption of these products over the coming years, thanks to 

the recovery of the oil industry and the re-operation of the Ninh Binh Nitrogenous 
Plant (inferring a recovery in UFC85 demand). 

 

Strong financial position 

Low financial leverage and strong cash flow   

The debt-to-equity ratio in FY12-16 remained low at 10-15% as the company 

used little to no debt, except for 2015 when it borrowed to finance the 

construction of the UFC85 plant. DPM used long-term borrowings in 2017 to 

finance its NH3-NPK expansion project, which led to an increase in leverage. 

However, liquidity ratios still remain at over 2x, implying a strong financial 
position.  

  

Figure 15: DPM's debt structure  Figure 16: DPM's liquidity ratios  

 
 

SOURCES: VND RESEARCH, COMPANY REPORTS   SOURCES: VND RESEARCH, COMPANY REPORTS   

  

 

Poor financial investments create some risks   

As mentioned above, DPM has three affiliates, namely Dam Phu My Packaging, 

PVC Mekong and PVTex. Two out of the three companies (PVC Mekong and 

PVTex) have continuously reported net losses (since 2013); therefore, in FY12-

15, DPM recorded consolidated net losses from affiliates of VND100bn-200bn 

per year. These two investments (which are worth a total of VND662.7bn) were 
fully provisioned for in 2015. 

Notably, DPM has signed a reciprocal guarantee commitment with PVN relating 

to the guarantee obligations of PVN for short-and medium-term loans of PVTex. 

This requires the company to return to PVN what PVN paid to the banks on 

behalf of PVTex, an amount corresponding to DPM’s 25.99% stake ownership in 

PVTex. As of June 2018, DPM has paid and made provisions for a total of 
VND114.5bn in compensation to PVN. 

According to the company, the total amount that DPM could pay according to the 

guarantee obligations is US$57m (excluding interest) for a period of 13 years 

(2017-2029F), which has not been fully provisioned for. Recent news regarding 

the cooperation between PVTex and An Phat Holdings (Unlisted) opened up 

new opportunities for the affiliate to come back to production, which also implies 

better prospects for DPM’s financial commitment. However, this contingent 
liability remains a big risk for DPM, in our view.  

 

2017 review: rising oil prices hit earnings   

During FY12-16, DPM’s net revenue and profit fell due to harsh domestic market 

conditions. In 2016, DPM recorded the lowest revenue in the past 5 years, which 
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could be explained by several factors including: (1) urea consumption decreased 

as demand was affected by unfavourable weather conditions (El Niño, saltwater 

intrusion in the Mekong Delta region); and (2) ASP of urea and other fertilisers 

declined alongside global prices (global urea price: -17% yoy). Despite the 

strong recovery of urea ASP last year (+5% yoy), FY17 net revenue remained 

relatively flat since the price increases fully offset the decrease in sales volume 
(-3% yoy) caused by periodic plant maintenance occurring every two years. 

FY17 net profit, however, plunged by 39% yoy due to the following factors: (1) 

gas input prices rose at a quicker pace than urea ASP recovery, squeezing 

gross margin by 3.8% pts, (2) SG&A expenses consistently rose over the years, 

accounting for 18.0% of net revenue in FY17 (vs. 15.6% in FY16) due to more 

marketing activities to prepare the market for new products and additional costs 

stemming from commissioning of new plants, and (3) net financial income 

declined by 26% yoy as the company continued to disburse cash into the NH3-
NPK project (which lowered interest income).  

 

2018F prospects 

Expected recovery in demand thanks to better weather 
conditions   

We expect that in the next few years, normal weather conditions would continue 

to support agricultural production; hence, annual fertiliser demand could grow at 
the rate of 2% p.a. over 2018-20F.  

In 9M2018, DPM estimated its urea sales volume at 640,000 tonnes (remaining 

flat) on the back of relatively good weather and recovering demand from farmers. 

For the rest of 2018F, we expect a pick-up in 4Q demand for the Winter-Spring 

crop, leading to a full-year sales volume of 820,000 tonnes of urea, up 3% on 
2017. 

 

Selling prices may increase in line with global prices   

As discussed above, domestic urea prices often move in line with global prices 

with a time lag of approximately one month. In the medium term, we believe 

urea prices in the international market will recover based on the following factors: 

(1) global urea demand could grow at a stable rate of 2% p.a., equal to the 

average growth in the past 15 years of 2.2% p.a., driven by the growth in 

population and demand for agricultural products; (2) the downward trend in 

China’s urea exports could continue; and (3) the global supply-demand balance 

would tighten as new capacity from 2018F onwards would grow at a lower rate 

than the demand growth rate (according to data from large international 

producers like CF Industries, Agrium). Accordingly, we expect prices in the 
domestic market to follow the same pattern, albeit with a time lag. 

 

Earnings forecasts   

We expect DPM’s net revenue to increase 12% yoy in FY18F thanks to the 

contribution from the new NH3-NPK complex, the continued recovery in urea 

ASP (+4% yoy) and rising production volumes (+3% yoy) due to the absence of 
maintenance works, as in FY17.  

Our assumptions for FY18-22F are as follows: 

 Urea sales volumes would increase by 3% yoy in FY18F to 820,000 tonnes 

(the historical 4-year average) and remain relatively flat over FY19-22F, 

reaching 836,000 tonnes in FY22F. 

 Urea ASP rises 4% yoy in FY18F, considering partial pass-through of higher 

gas cost to customers, while ASPs in FY19-22F rise by 2.1% yoy p.a., in line 

with global urea ASP trend (based on our estimates).  

 Gas input prices continue to increase as per DPM’s contract with PVN, given 

that we project Singapore MFO price to go up by 34.5% in FY18F, in line with 

Brent crude oil price increase of 34.5% and transportation tariff hike of 
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US$0.02/mmbtu (based on our estimates). As a result, we forecast that 

DPM’s gas input price will rise by 27.7% in FY18F, causing urea gross 

margin to contract from 37.1% in 2017 to 25.3% in FY18F.  

For 2019F, we assume an increase of 1.2% in Brent crude oil price to 

US$74/bbl and transportation tariff of US$1/mmbtu (as stated in contract with 

PVN), leading to a 1.3% increase in 2019F gas input price. We forecast gas 

input price to remain flat over 2020-22F, as there has been no information on 

DPM’s contract with PVN on gas input price in the stated period. 

 We expect DPM to achieve its FY18F NPK sales target of 150,000 tonnes, 

with ASP of VND8,300-9,000/kg (similar to the ASPs of the imported NPK 

products that DPM currently distributes). We also assume that DPM’s ASPs 

would increase by 2% p.a. in FY19-22F in response to higher demand for 

premium products. We conservatively estimate that DPM’s NPK plant will 

achieve utilisation rate of 60% in the first year of operation, rising by 10% pts 

p.a. in the subsequent years because it would take some time for the 

domestic market to absorb the new premium NPK supply, not only from DPM 

but also from the new NPK plants of its competitors. 
 

Figure 17: Our projections for DPM’s NH3-NPK complex   

 

Note: *NH3 volumes include the amount used for producing NPK; **Assuming SG&A-to-sales ratio of 5% 

SOURCES: VND RESEARCH   

 

 DPM to register imported fertiliser trading volume of around 240,000 tonnes 

in FY18F, contributing net revenue of ~VND1.6tr, with gross margin of 6.6% 

(similar to the 2017 level of 6.6%). We expect the volume of traded fertilisers 

in FY18F to be lower than the 300,000-400,000 tonnes p.a. in FY13-17 

because DPM’s NPK imports would be replaced by its own products. From 

FY19-22F, we cautiously assume a 1% increase p.a. in ASP of imported 

fertiliser, with flat sales volume and gross margin.  

 SG&A-to-sales ratio of 12% in FY18F (vs. 18% in FY17) as a result of the 

company’s extensive cost reduction efforts (9M18 SG&A-to-sales ratio of 

11.6%), increasing to 13% in FY19F for additional marketing activities for the 

new products and remaining flat thereafter.  

 Capex of VND1.6tr for the NH3-NPK complex, of which VND630bn would be 

financed by bank borrowings (at an interest rate equal to the bank reference 

rate plus a spread of 2.5%), disbursed in 2018F. We expect DPM’s long-term 

debt to be paid off in the following seven years (FY19-25F).  

 FY18-20F effective tax rate of 17.0%, in line with FY17 tax rate of 17.0%. 

However, we anticipate DPM’s tax rate to decline in FY21F onward as a 

result of the tax incentives for its new factory.  

 Cash DPS to stay at VND1,000 in FY18-22F. 

 Vietnam’s new VAT policy to take effect in 2019F. 

2018F 2019F 2020F 2021F 2022F

Utilisation rate (%)

     NPK 60% 70% 80% 90% 100%

     NH3 40% 70% 100% 100% 100%

Volumes ('000 tonnes)

     NPK 150 175 200 225 250

     NH3* 36 63 90 90 90

          Internal use for NPK production 24 28 32 36 40

          External sales 12 35 58 54 50

ASP (USD/tonne)

     NPK                        382          390          397          405          413 

     NH3                        319          325          332          339          345 

Financial projections (VNDbn)

Revenue                      1,387       1,806       2,241       2,485       2,738 

Gross profit                        176          229          373          430          488 

D&A                       (296)         (508)         (508)         (508)         (508)

EBIT                           (2)           (95)            28            72          118 

Pretax profit                         (61)         (172)           (41)            15            72 

Income tax                           -              -              -               (1)             (7)

Net profit**                         (61)         (172)           (41)            13            65 
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Our FY18F net profit forecast is much higher than that of Bloomberg consensus, 

as we have accounted for the 9M18 net profit outperformance (relative to 

consensus estimates) due to effective cost reduction. We expect consensus 

earnings estimates to re-rate and reflect the 9M18 results soon. Furthermore, 

our net profit forecasts for FY19-22F take into account the positive effects of the 

change in Vietnam’s VAT policy. We do not think current consensus earnings 
estimates reflect the potential VAT change. 

 

Risks 

The biggest operational risk for DPM is fluctuations in gas input prices, as we 

expect fuel oil price volatility in FY20F onwards and a possible change in PVN’s  

gas supply pricing formula. Given that PVN is DPM’s controlling shareholder 

currently, we do not think DPM has much negotiation power when it comes to its 
gas input prices.  

Other downside risks are: (1) Stronger competition in Vietnam’s fertiliser market 

from cheap imports, as the domestic urea and NPK markets now face 

oversupply, (2) Unfavourable weather conditions that could negatively affect the 

agricultural sector and hence, fertiliser demand, (3) Contingent liabilities from 

DPM’s investment in PVTex and (4) delay or cancellation of Vietnam’s VAT 
policy amendment. 

 

SWOT analysis 
 

Figure 18: SWOT analysis for DPM   

Strengths 

 Leading domestic market share (by sales volume) of 40% in 
2017, with extensive distribution network nationwide. 

 Strong financial position with high cash balance (VND2tr at 
end-Sep 2018), fully-depreciated plant and low debt (net 
cash of VND845bn). 

 

Opportunities 

 New NH3-NPK plant would allow the company to enter the 
untapped premium NPK market in Vietnam. 

 Possible change in Vietnam’s VAT regulation could boost 
gross margins and improve cash flow. 

 Divestment of PVN’s stake could improve managerial 
independence and free float. 

Weaknesses 

 High exposure to global oil price fluctuation  

 Poor financial investments and contingent liabilities (PVTex) 

Threats 

 Continued increase in oil/gas prices globally.  

 Limited room for urea demand growth in Vietnam due to 
near-saturated market conditions. 

 Increasing competition from imported products. 
 

SOURCES: VND RESEARCH, COMPANY REPORTS   
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BY THE NUMBERS 
 
 

 

  

  

 

 

  

 

 

 
SOURCES: VND RESEARCH, COMPANY REPORTS  
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Profit & Loss 

(VNDb) Dec-16A Dec-17A Dec-18F Dec-19F Dec-20F

Total Net Revenues 7,925 7,996 8,975 9,541 10,183

Gross Profit 2,638 2,303 2,310 2,853 3,045

Operating EBITDA 1,403 862 1,222 1,524 1,668

Depreciation And Amortisation (242) (191) (505) (726) (737)

Operating EBIT 1,161 670 717 798 931

Financial Income/(Expense) 220 163 71 61 97

Pretax Income/(Loss) from Assoc. 0 0 0 0 0

Non-Operating Income/(Expense) 12 19 17 19 21

Profit Before Tax (pre-EI) 1,393 853 805 878 1,049

Exceptional Items

Pre-tax Profit 1,393 853 805 878 1,049

Taxation (228) (145) (137) (149) (178)

Exceptional Income - post-tax

Profit After Tax 1,165 708 668 728 871

Minority Interests (24) (13) (13) (14) (16)

Preferred Dividends

FX Gain/(Loss) - post tax

Other Adjustments - post-tax

Net Profit 1,141 694 656 715 854

Recurring Net Profit 1,141 694 656 715 854

Fully Diluted Recurring Net Profit 1,141 694 656 715 854

Cash Flow 

(VNDb) Dec-16A Dec-17A Dec-18F Dec-19F Dec-20F

EBITDA 1,403 862 1,222 1,524 1,668

Cash Flow from Invt. & Assoc.

Change In Working Capital 785 (681) (125) (6) (51)

(Incr)/Decr in Total Provisions

Other Non-Cash (Income)/Expense (11) (11) (2) (1) (2)

Other Operating Cashflow (247) (97) 16 17 20

Net Interest (Paid)/Received 224 158 72 62 98

Tax Paid (318) (150) (137) (149) (178)

Cashflow From Operations 1,836 81 1,047 1,447 1,555

Capex (1,289) (1,392) (1,606) (360) (370)

Disposals Of FAs/subsidiaries 0 24 0 0 0

Acq. Of Subsidiaries/investments

Other Investing Cashflow 286 (680) (30) 80 (19)

Cash Flow From Investing (1,002) (2,048) (1,635) (280) (389)

Debt Raised/(repaid) (227) 629 642 (90) (182)

Proceeds From Issue Of Shares 114 0 0 0 0

Shares Repurchased 0 0 0 0 0

Dividends Paid (2,312) (398) (391) (391) (391)

Preferred Dividends

Other Financing Cashflow 0 0 0 0 0

Cash Flow From Financing (2,425) 230 251 (481) (573)

Total Cash Generated (1,592) (1,737) (338) 686 592

Free Cashflow To Equity 606 (1,338) 54 1,078 984

Free Cashflow To Firm 838 (1,967) (529) 1,245 1,234
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BY THE NUMBERS… cont’d 
 
 

 

 

  

 

 

  

 

 

 
SOURCES: VND RESEARCH, COMPANY REPORTS  

 
 

Balance Sheet 

(VNDb) Dec-16A Dec-17A Dec-18F Dec-19F Dec-20F

Total Cash And Equivalents 4,154 3,257 2,919 3,605 4,198

Total Debtors 513 257 266 276 303

Inventories 923 1,223 1,490 1,541 1,636

Total Other Current Assets 227 281 315 335 357

Total Current Assets 5,816 5,017 4,990 5,757 6,495

Fixed Assets 1,065 939 4,812 4,453 4,095

Total Investments 45 47 47 47 47

Intangible Assets 845 896 893 891 889

Total Other Non-Current Assets 1,797 3,366 625 539 553

Total Non-current Assets 3,753 5,247 6,377 5,930 5,583

Short-term Debt 0 0 0 0 0

Current Portion of Long-Term Debt

Total Creditors 700 720 819 843 880

Other Current Liabilities 459 697 783 832 888

Total Current Liabilities 1,159 1,418 1,602 1,675 1,768

Total Long-term Debt 0 629 1,272 1,182 1,000

Hybrid Debt - Debt Component

Total Other Non-Current Liabilities 180 174 174 174 174

Total Non-current Liabilities 180 803 1,446 1,356 1,174

Total Provisions 0 0 0 0 0

Total Liabilities 1,340 2,221 3,047 3,030 2,942

Shareholders' Equity 8,055 7,872 8,137 8,460 8,923

Minority Interests 174 171 184 198 214

Total Equity 8,229 8,043 8,320 8,657 9,137

Key Ratios

Dec-16A Dec-17A Dec-18F Dec-19F Dec-20F

Revenue Growth (18.8%) 0.9% 12.2% 6.3% 6.7%

Operating EBITDA Growth (32.2%) (38.6%) 41.9% 24.7% 9.4%

Operating EBITDA Margin 17.7% 10.8% 13.6% 16.0% 16.4%

Net Cash Per Share (VND) 10,663 6,713 4,210 6,192 8,170

BVPS (VND) 20,679 20,113 20,788 21,614 22,796

Gross Interest Cover 260 3,595 12 10 14

Effective Tax Rate 16.4% 17.0% 17.0% 17.0% 17.0%

Net Dividend Payout Ratio 203% 113% 60% 55% 46%

Accounts Receivables Days 5.18 5.87 5.74 5.35 5.39

Inventory Days 79.22 68.80 74.29 82.71 81.46

Accounts Payables Days 28.96 24.78 17.59 18.64 17.44

ROIC (%) 35.5% 15.9% 12.9% 11.7% 14.6%

ROCE (%) 16.3% 9.8% 9.3% 9.6% 11.0%

Return On Average Assets 9.22% 5.49% 5.52% 5.79% 6.51%

Key Drivers

Dec-16A Dec-17A Dec-18F Dec-19F Dec-20F

Oil Price (US$/bbl) 43.7                    54.2               72.8               73.7               73.7               

Volume Growth (%) -1.4% -3.5% 3.0% 0.0% 1.0%

Ratio Of Up To Downstream (x) N/A N/A N/A N/A N/A

Operating Cash Cost (US$/bbl) N/A N/A N/A N/A N/A

Ratio Of High To Low Margin (x) N/A N/A N/A N/A N/A
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PetroVietnam Ca Mau Fertilizer 

Uncertainty in gas input price policy clouds 
future 

■ DCM’s parent company PVN guarantees 12% ROE for the company’s urea 
operations in FY15-18F, protecting DCM from adverse market movements. 

■ Changes to Vietnam’s VAT policy in 2018-19F could help expand DCM’s 
gross margin by 3-4% from 2019F onwards, in our view. 

■ Uncertainty around 2019F input gas price policy, however, is a major risk that 
could counter positive effects of VAT policy change. Initiate with a Hold rating.  

 

Beneficiary of favourable input gas price policy in 2018F…  
DCM’s parent company Vietnam Oil and Gas Group (PVN, Unlisted) guarantees average 

ROE of 12% for DCM's urea production operations over FY15-18F by adjusting the price 

of gas that it sells to DCM. We expect DCM to benefit from this guarantee in 2018F, with 

FY18F net profit reaching VND642bn, an increase of only +0.6% yoy but better than the 

other gas-based urea producer DPM’s FY18F net profit decline of 6% (based on our 

estimates). 

…but earnings to drop in FY19F due to gas price policy change  
In our view, DCM's net profit could plunge in FY19F following the expiry of the gas price 

subsidy from PVN if DCM’s gas input price reverts to a market-linked price mechanism 

similar to DPM’s now. Our FY19F earnings forecasts reflect our base case assumption 

that DCM would enjoy a 20% discount to DPM’s gas input price in FY19F, as we believe 

PVN would still support DCM’s profitability until the company has fully depreciated its Ca 

Mau plant and repaid the debt incurred for the plant’s construction. Under this scenario, 

we still project net profit to fall by a drastic 92.6%.  

VAT policy change could support investor sentiment  
Given that fertilisers are currently classified as VAT-exempt goods, producers are 

required to record the amount of input tax paid under COGS. The proposed change in 

VAT policy to reclassify fertilisers as taxed goods could save fertiliser companies 

production costs by allowing input VAT rebates, which we estimate at around VND300bn 

in FY19F for DCM, implying gross margin expansion of 3-4%. We expect the proposed 

change in VAT policy to take effect in 2019F. 

Initiate with a Hold rating and target price of VND9,700  
We estimate that DCM trades at just 8.4x FY18F P/E but 113.8x FY19F P/E due to the 

expected plunge in FY19F EPS resulting from the expiry of the current gas price policy, 

additional depreciation and interest cost incurred for its new NPK plant. Our TP is based 

on a combination of DCF, FY19F P/E and P/BV valuation methods, taking into account 

DCM’s expected FY19F earnings decline, yet factoring in continued strong free cash flow 

generation, high dividend yields and the VAT policy change. Upside risks include a more 

positive 2019F gas price policy and a better urea pricing environment. Unfavourable gas 

price policy, further rise in oil prices and bad weather are key downside risks.  
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Previous target: VND13,000 

Up/downside: -4.4% 

CGS-CIMB / Consensus: na 
  

Reuters: DCM.HM 

Bloomberg: DCM VN 

Market cap: US$230.4m 

 VND5,373,410m 

Average daily turnover: US$0.27m 
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Financial Summary Dec-16A Dec-17A Dec-18F Dec-19F Dec-20F

Revenue (VNDb) 4,910 5,748 5,592 6,675 7,551

Operating EBITDA (VNDb) 2,076 2,019 2,015 1,408 1,513

Net Profit (VNDb) 619.8 637.9 641.8 47.2 99.9

Core EPS (VND) 1,171 1,205 1,212 89 189

Core EPS Growth (27%) 3% 1% (93%) 112%

FD Core P/E (x) 8.7 8.4 8.4 113.8 53.8

DPS (VND) 1,199 505 900 500 500

Dividend Yield 11.8% 5.0% 8.9% 4.9% 4.9%

EV/EBITDA (x) 3.94 3.04 2.78 3.20 2.14

P/FCFE (x) 23.03 3.98 12.35 18.10 7.46

Net Gearing 47.6% 12.0% 3.1% (14.8%) (36.5%)

P/BV (x) 0.92 0.88 0.85 0.88 0.91

ROE 10.3% 10.7% 10.3% 0.8% 1.7%

% Change In Core EPS Estimates   (21.9%)

CIMB/consensus EPS (x)   
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Uncertainty in gas input price policy clouds 
future   

Investment summary  

Protected in 2018F from risk of unfavourable changes to gas 
input price policy   

Natural gas is the primary input that PetroVietnam Ca Mau Fertilizer (DCM VN, 

Hold, TP: VND9,700) uses to produce urea. The company buys natural gas from 

its parent company Vietnam Oil and Gas Group (PVN, Unlisted) through a sister 

company PetroVietnam Gas (PV Gas, GAS VN, Not Rated). During its first two 

years of operation (2012-13), DCM purchased gas from PV Gas’s PM3 pipeline 

at market prices of US$6.40-6.50 per mmbtu (including tariff), similar to the 

prices paid by its main competitor PetroVietnam Fertilizer and Chemicals (DPM 

VN, Add, TP: VND23,100). However, since 2014, PVN has been subsidising 

DCM’s gas input price to guarantee this subsidiary achieves an average ROE of 

12% in the urea segment. Meanwhile, DPM continues to pay market prices 
(floating prices based on Marine Fuel Oil price in Singapore).  

  

Figure 1: Natural gas price paid by DCM and DPM (US$/mmbtu)  Figure 2: Brent and MFO prices  

  

SOURCES: VND RESEARCH, COMPANY REPORTS   SOURCES: VND RESEARCH, BLOOMBERG   
  

Gas price subsidy becomes more critical amid rising oil prices 

The lower gas price works as a cushion to absorb any negative effects from 

adverse changes in market conditions such as rising gas input prices, falling 

urea selling prices or the appreciation of US$ against VND (which causes 
translation losses as the majority of DCM’s debt is denominated in US$).  

In 2015-16, the gas subsidy helped cushion DCM’s net profit and ROE from the 

negative impact of declining urea prices but oil/natural gas prices also 

decreased strongly, the resulting effects of which acting like a subsidy for DPM. 

This combination of market factors weakened DCM’s competitive advantage 
DCM over DPM.  

However in 2017, when oil prices increased at a faster rate than urea selling 

prices, the gas subsidy became a significant advantage for DCM. DPM was hurt 

by the surge in production cost, while the increase in DCM's gas input cost was 

borne by PVN (while DCM still enjoyed very low natural gas cost). As a result, 

DPM’s gross margin contracted significantly from 30.2% in FY16 to 26.4% in 

FY17, whereas DCM's gross margin shrank by a smaller range from 26.8% in 
FY16 to 24.0% in FY17.  
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Figure 3: DCM and DPM's gross margin   

 

SOURCES: VND RESEARCH, COMPANY REPORTS   

 

As we forecast that both oil and urea prices would continue on their upward 

trends over FY18-20F due to easing of global gas oversupply, we anticipate that 

DCM’s gas price subsidy would be a major competitive advantage for the 

company over its rivals in 2018F. In our view, the subsidy would ensure steady 
growth in DCM’s net profit and margins. 

 

Changes in 2019F gas policy is the main risk factor  

Starting from 2019F, DCM will no longer enjoy subsidised gas input prices, as 

stated in its gas price contract with PVN. This could cause a surge in its 

production cost that urea selling price increases would not be able to cover, 

leading to depressed profit margins. We estimate that if DCM uses the same gas 

price formula as DPM, its FY19F gas cost would increase significantly (by 107%) 

and the gross margin for its urea segment would decline to 1.2% (vs. 24.1% in 
FY17), assuming Brent crude oil price of US$74/bbl in FY19F onwards. 

According to management, the company is preparing a strategic plan to deal 

with the expected change in gas input price. Potential counter measures include 

diversifying its product portfolio (i.e. increasing the proportion of non-gas-

dependent products) and improving internal controls to reduce cost. The 

company also stated that it would adopt a “reasonable” market price policy in 
2019F, but did not provide further details.  

For FY19F, we assume DCM’s base-case gas input price would be at a 20% 

discount to DPM’s market price for the following reasons: (1) If DCM enjoys a 

similar price to DPM in 2019F, the company is likely to report net losses, given 

its high depreciation and significant debt (implying high interest expense). We 

believe PVN would not allow this scenario to materialise as DCM plays an 

important role in supplying the country’s agricultural sector, and DCM’s failure 

would affect PVN’s planned divestment of its 24.6% stake in DCM, (2) Based on 

DPM’s experience of enjoying a gas price subsidy for around six years (2004-09) 

before it was phased out and the company gradually moving towards market 

prices in the following five years (2010-14), we expect DCM to receive similar 

treatment by PVN, and (3) DCM’s historical gas prices in 2016-17 were 30-40% 

below DPM’s market prices, hence a new policy of 20% discount to DPM’s gas 
price would be reasonable for both parties (DCM and PVN), in our view. 

We expect DCM’s gas input prices in FY19F to increase due to the change in 

the PVN’s pricing policy, which would put pressure on DCM’s production cost 

and profit margins. However, the extent to which DCM’s gas cost would rise is 

uncertain, which poses the biggest risk to DCM’s earnings, in our view, despite 

the anticipated solid earnings from its core business for the next few years on 

the back of stable demand growth, supported by good weather conditions and 
rising demand for food in line with Vietnam's expanding population. 
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Possible change in VAT policy in 2019F could cushion the 
negative impact from the gas price policy change   

We note that Vietnam’s new value-added tax (VAT) policy, if approved, would 

only take effect from 2019F, when DCM’s business outlook is likely to change 

significantly due to the gas price subsidy from PVN ending and its new nitrogen, 
phosphorus and potassium (NPK) fertiliser plant commencing operations.  

With the new VAT policy, we estimate DCM's gross margin could improve by 3-

4% pts, partly offsetting the negative effects of the expected surge in its gas cost. 

In terms of cash flow, we estimate the VAT benefits that DCM gets would be 

equal to the input tax rebate received, assuming full pass-through of the output 

tax to its customers. Similar to DPM, DCM’s high proportion of COGS subject to 

input VAT of 10% makes it a likely top beneficiary of the tax amendment, and 

gives the company more room to adjust selling prices to maintain its 
competitiveness in the market.  

 

Valuation and recommendation  

For FY18F, we expect DCM’s earnings growth to still be protected by the fixed-

ROE guarantee by PVN, while DPM’s net profit is likely be hurt by the expected 

rise in oil & gas prices and losses incurred by its new NPK plant starting 

operations. Hence we estimate that DCM’s FY18F P/E would stay at a 

reasonable 8.4x, lower than its global peers’ average of 11.3x. However, the 

surge in gas input price in 2019F onwards pushes up DCM’s FY19F P/E to an 
exceptionally-high 113.8x, based on our estimates.  

To value DCM, we use a combination of DCF, FY19F P/E and P/BV methods, 

given that we expect DCM’s high capex cycle to end in FY19F, with the 

commissioning of its new NPK plant, and its FY19F net profit is likely to be 

dampened by the change in gas price policy, although we anticipate that the 

company would still generate strong free cash flow that year. Using the 

discounted cash flow (DCF) method, we arrive at a fair value of VND13,249 for 

DCM. Our P/E-based valuation of VND892 is based on an FY19F multiple of 10x 

(historical 3-year average) and our P/BV-based valuation of VND11,475 is 

based on an FY19F multiple of 1x (historical 3-year average). Based on the 

weighted average of these valuations (Figure 6), we arrive at a blended target 

price of VND9,700 (rounded down), which takes into account the likely positive 
effects of the VAT policy change. 

 
 

Figure 4: DCF valuation - key assumption and inputs, based on our estimates   

 

SOURCES: VND RESEARCH, COMPANY REPORTS   

 

 
  

General assumptions (in VND bn, otherwise noted) 2018F 2019F 2020F 2021F 2022F Terminal

Net income 642                  47                    100                  223                  344                  

Tax rate (%) 5.6% 5.6% 5.6% 5.6% 5.6%

Interest expense 178                  145                  107                  75                    42                    

-Changes in working capital (95)                   149                  129                  76                    80                    

-Net Capex (857)                 (210)                 (174)                 (177)                 (189)                 

+Depreciation & Amortisation 1,326               1,386               1,483               1,488               1,504               

FCFF 1,184               1,508               1,640               1,680               1,778               6,370               

PV of FCFF 1,079               1,254               1,244               1,162               1,122               4,019               

PV of DCF (5 years) 5,862 Risk free rate (10-year VGB yield) 5%

PV of Terminal value 4,019 Equity risk premium 11%

Enterprise Value 9,881 Beta (Source: BB, adj. beta) 0.8                   

   Less: Total debt 4,736               WACC 10%

   Less: Minority interest 26                    Terminal growth rate 2%

   Plus: Cash and Cash equiv. 1,896               Exit EV/EBITDA 4.0x

Implied EV 7,014               

No. of o/s shares (m) 529                  

Implied value per share (VND) 13,249              
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Figure 5: P/E and P/BV valuation - key inputs  Figure 6: Blended target price 

  

SOURCES VND RESEARCH, COMPANY REPORTS   SOURCES: VND RESEARCH, COMPANY REPORTS   
  

 
 

Figure 7: Global peer comparison 

 
   Note: The estimates shown for Not Rated (NR) companies are based on Bloomberg consensus forecasts and those for rated companies are based on our forecasts.  

SOURCES: VND RESEARCH, COMPANY REPORTS, BLOOMBERG (AS AT 21 NOV 2018) 

 

We initiate coverage on DCM with a Hold rating, and we note that DCM is a 

riskier stock than DPM now, given that the VAT amendment may not be 

approved during the Nov 2018 National Assembly meeting. In our view, DPM is 

a safer choice for investors than DCM as DCM’s earnings would be sharply 
affected by the expiry of its gas price subsidy from PVN in FY19F onwards. 

 

 

 

 

  

FY19F

EPS (VND) 89                             

Target multiple (based on historical 3-year average P/E) 10x

Implied value per share (VND) 892                           

BVPS (VND) 11,475                       

Target multiple (based on historical 3-year average P/BV) 1x

Implied value per share (VND) 11,475                       

Valuation 

method

Implied value per 

share (VND) Weight (%)

Weighted value 

per share (VND)

DCF 13,249                       50% 6,625                      

P/E 892                            25% 223                        

P/BV 11,475                       25% 2,869                      

Fair value 9,716                      

Target price (rounded down) 9,700                      

FY18F FY19F FY18F FY19F FY18F FY19F FY18F FY19F FY18F FY19F

Grupa Azoty Zaklady Azotowe 

Pulawy SA
ZAP PW NR               78  N/A        392.3 12.3   10.5 N/A N/A 3.8% 4.4% 2.9 2.7 7.7% 6.4%

Fatima Fertilizer Co Ltd FATIMA PA NR               35  N/A        545.4 5.5     5.8 1.0 0.9 17.3% 16.2% N/A N/A 9.2% 11.0%

Stanley Agricultural Group Co 

Ltd
002588 CH NR                4  N/A        716.9 16.2   12.6 1.1 1.0 7.4% 10.3% N/A N/A 1.4% 1.8%

Engro Fertilizers Ltd EFERT PA NR               78  N/A        776.7 8.3     8.0 2.4 2.4 26.1% 27.6% 4.6 4.0 10.7% 11.4%

Fauji Fertilizer Co Ltd FFC PA NR               99  N/A        935.1 9.8     9.1 2.9 2.7 33.2% 34.4% 7.0 6.0 8.3% 8.9%

Engro Corp Ltd ENGRO PA NR             339  N/A      1,322.6 12.5   10.5 1.2 1.2 8.6% 11.7% 8.6 7.6 6.6% 7.5%

Hubei Xinyangfeng Fertilizer Co 

Ltd
000902 CH NR                9  N/A      1,761.6 14.6   12.0 1.9 1.7 13.3% 14.4% N/A N/A 2.0% 2.6%

Average 921.5 11.3 9.8 1.7 1.6 15.7% 17.0% 5.8 5.1 6.6% 7.1%

Median 776.7 12.3 10.5 1.5 1.4 13.3% 14.4% 5.8 5.0 7.7% 7.5%

PetroVietnam Ca Mau DCM VN HOLD        10,150          9,700        230.4 8.4 113.8 0.9 0.9 10.3% 0.8%     2.8     3.2 8.9% 4.9%

PetroVietnam Fertilizer and 

Chemicals
DPM VN ADD        19,850        23,100        333.1 11.9   10.9 1.0 0.9 8.2% 8.6% 5.2 3.6 5.0% 5.0%

P/E (x) P/BV (x)

Recurring 

ROE (%)

EV/EBITDA 

(x)

Dividend 

Yield (%)
Market 

Cap (US$ 

m)Company

Bloomberg 

Ticker Recom.

Share 

Price (local 

curr)

Target 

Price (local 

curr)
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Company overview 

PetroVietnam Ca Mau Fertiliser (DCM) is the second urea manufacturer 

established by Vietnam Oil and Gas Group (PVN) after Phu My Fertiliser (DPM). 

DCM’s plant commenced operations in mid-2012. At that time, PVN’s plan was 

for DPM to acquire DCM or at least take partial ownership of the new factory. 

However, this plan did not materialise as the government then decided to 

equitise DCM and list it as a standalone company. After being partly privatised in 
2014, DCM was listed on the Ho Chi Minh Stock Exchange (HOSE) in Mar 2015.  

After listing, PVN held a 75.6% stake in DCM with plans to divest 24.6%. 

Despite market talk about PVN holding discussions with prospective investors, 

no deal was finalised and PVN still retains its 75.6% shareholding in DCM until 
now. 

According to the government’s divestment plan for the 2017-20 period, PVN 

must lower its stakes in both DPM (current stake: 61%) and DCM to 51% by the 

end of 2018. The companies’ representatives confirmed that they are preparing 

for the divestments and meeting with investors to look for strategic partner(s). 

We believe the release of more detailed information about PVN’s divestment in 
the near future would be supportive of DCM's share price. 

DCM‘s current ownership structure consists of PVN holding a majority stake of 

75.6%, and exerting considerable influence on its business operations. PVN has 

appointed most of DCM’s Board Members, who are fairly experienced in the oil 

& gas and chemical sectors. By the end of 2016, DCM only had one subsidiary – 

the 51%-owned PetroVietnam Packaging JSC, which mainly supplies packaging 
to DCM’s Ca Mau plant. 

 

Urea production its main revenue driver  

DCM’s primary businesses are the production and distribution of granular urea 

and ammonia (NH3). Urea is DCM’s main revenue driver, accounting for 
approximately 90% of FY17 revenue and gross profit. 

DCM also participates in the importing and trading of other fertilisers, such as 

diammonium phosphate (DAP) and potassium (K). This is similar to DPM’s 

trading activities but on a much smaller scale. In FY17, DCM’s total fertiliser 

volume traded was around 69,000 tonnes, accounting for only 10% of total 

revenue and 3% of gross profit. However, we think this segment could provide 
support to DCM’s distribution of NPK fertilisers in the future. 

 

Largest production capacity in Vietnam’s fertiliser industry  

The designed capacity of DPM’s and DCM’s plants is 800,000 tonnes p.a. each. 

From Oct 2016 onwards, DCM can safely operate at up to 110% of its designed 

capacity due to modifications and improvements in its production lines. This 

allows DCM to increase its utilisation rate when market conditions are favourable, 

as observed in 2017, when its production volume rose to 851,000 tonnes (the 
highest level in its history and above DPM’s 799,000 tonnes).  

In terms of technology, DCM (like DPM) employs that of Haldor Topsoe SA 

(Unlisted) of Denmark and Snamprogetti SpA (Unlisted) of Italy to synthesise 

ammonia and urea. These technologies are among the most advanced and 

power-saving technologies in the world, according to DCM. As such, we believe 

that DCM and DPM have an advantage as subsidiaries of Vietnam Oil and Gas 

Group (Unlisted) over older competitors, Habac Nitrogenous Fertilizer & 

Chemicals (DHB VN, Not Rated) and Ninh Binh Nitrogenous Fertilizer & 

Chemicals (Unlisted). In our view, DCM has another edge over DPM, as the 

company has only been operating for a few years and thus, the maintenance 
cost of its plant is much lower than DPM’s. 
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Favourable location and widespread distribution network to 
drive market share gain  

Although it entered the Vietnamese fertiliser market later than its local rivals, 

DCM has rapidly gained market share and established a strong brand name. In 

2017, DCM was ranked No.1 in Southwest Vietnam with 60% market share by 

sales volume, and No.2 in Southeast Vietnam, after DPM, with 25% market 

share. These two regions accounted for more than 60% of DCM’s total urea 

sales volume in 2017. In addition, DCM exports its products to nearby countries, 

and captured 43% urea market share (based on sales volume) in Cambodia in 

2017. DCM’s rapid market share gain over 2012-17 was driven by the strategic 

location of its production plant at the Southern end of Vietnam and its effective 
distribution network. 

DCM’s plant is situated in the Ca Mau province, within the Mekong Delta and 

adjacent to the agricultural provinces in Cambodia that lie along the Vietnam-

Cambodia border. Furthermore, the majority of DCM’s sales agents (more than 

50 level-1 agents and 1,000 level-2 agents) are located in Southern Vietnam. 

This proximity helps reduce the duration and cost of transportation to its primary 
markets. 
 

Figure 8: DCM and DPM’s manufacturing plant locations   

 

SOURCES: VND RESEARCH, COMPANY REPORTS   

 

DCM ships its products directly to retailers and foreign distributors through a 

system of maritime vessels. DPM transports its products to its subsidiaries, 

before sending the products on to retailers via road or water. Hence, DCM incurs 

lower transportation and inventory costs than DPM, in terms of both absolute 

value (VND157bn for DCM vs. VND309bn for DPM) and cost per unit: 
(VND182/kg for DCM vs. VND389/kg for DPM) at end-2017. 

The main market for both DPM and DCM is Southern Vietnam, although DPM 

has a stronger distribution network in other areas of the country. Hence, we 

conclude that DCM’s distribution network is likely more efficient (higher cost 
savings) than DPM’s.  

 

Offers premium products at competitive prices  

DCM is the only granular urea producer in Vietnam. Its closest rivals are DPM, 

Habac Nitrogenous Fertilizer & Chemicals and Ninh Binh Nitrogenous Fertilizer 

& Chemicals, but they all produce prilled urea. In terms of chemical content, the 

two types of urea are similar and yield almost identical fertility value. However, 
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the two types of fertiliser are made using different granulation techniques, which 
leads to the variation in their physical characteristics and uses.  

Prilled urea particles are smaller and softer than granular urea particles, making 

prilled urea easier to dissolve and prone to breakages during transportation. 

Granular urea particles are bigger in size and harder, allowing for long 

transportation and storage. Granular urea is also less prone to absorbing 

moisture and dissolves more slowly over the lifespan of the crop. DCM 

estimates that usage of granular urea enables farmers to use 10% less fertiliser 
volume per tonne of crop compared to prilled urea.  

Because of its characteristics, granular urea is used by a more diversified 

portfolio of customers than prilled urea. Granular urea is preferred to prilled urea 

as the input for producing compound fertilisers. Indeed, since DCM entered the 

Vietnamese fertiliser market in 2012, the company’s products have steadily 

replaced the imported granular urea used for NPK production. Currently, DCM 

supplies approximately 70% of the total demand for granular urea from NPK 

plants (250,000-280,000 tonnes in 2017, according to the company). DCM’s big 

customers include Binh Dien Fertilizer (BFC VN, Not Rated), Southern Fertilizer 

(SFG VN, Not Rated), Viet Nhat Fertilizer (Unlisted). The majority of these 

customers are situated in the South of Vietnam, hence this also partly explains 
the quick growth in DCM's Southern market share, in our view.  

Furthermore, Vietnam’s neighbouring countries (Cambodia, Thailand, South 

Korea, and the Philippines) mostly utilise granular urea. Hence, we think that 

DCM has a distinctive advantage in expanding overseas compared to its rival 
Vietnamese fertiliser manufacturers. 

 

Competitive pricing policy  
  

Figure 9: Middle East prilled urea spot price vs. granular urea 

spot price (US$/tonne)  

Figure 10: DPM and DCM's average selling prices (VND/kg)  

 
 

SOURCES: VND RESEARCH, BLOOMBERG   SOURCES: VND RESEARCH, BINH DIEN FERTILIZER   

  

In terms of quality, granular urea is deemed higher quality than prilled urea. 

Hence, in the international market, the price of granular urea is typically higher 

than the price of prilled urea. However in Vietnam, DCM's granular urea is sold 

at a 2-3% discount to DPM's prilled urea to improve the competitiveness of its 

products relative to DPM’s. Meanwhile, DCM’s granular urea products are sold 

at a slight premium over the imported prilled urea from China (because DPM is a 
market leader in Vietnam, with an established brand name and pricing power).  
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The biggest urea player in Cambodia  
 

Figure 11: DCM's market share (in terms of sales volume) in Cambodia   

 

SOURCES: VND RESEARCH, COMPANY REPORTS   

 

Producing granular urea instead of prilled urea has opened up new opportunities 

for DCM to expand to other markets in the Asian region. According DCM, its two 

biggest potential markets for urea exports are Cambodia and Thailand, with 

prospective market sizes of 300,000 and 2.2m tonnes p.a., respectively, in 2016 

(according to DCM). The company is still building its market presence in 

Thailand but has gained the No.1 position in Cambodia leading position, with 
43% market share (urea sales volume of ~80,000 tonnes) in 2017. 

According to management, DCM's main competitors in Cambodia are fertiliser 

importers from Thailand and Vietnam that mostly purchase products from Middle 

East suppliers. Thanks to the proximity of its production plant, DCM’s products 

require less time to reach the Cambodian market than those of its competitors, 
which gives the company a considerable advantage.  

In addition, the company has established strong partnerships with two of the 

biggest local distributors in Cambodia – Heng Pich Chhay (Unlisted) and Yetak 

Group (Unlisted) – which ensures that DCM’s products are distributed to end-

users in the country. Yetak Group is also a distributor of BFC’s NPK products. 

We forecast continued strong growth in urea demand from Cambodia, given the 

government’s policies supporting the agricultural sector, particularly the rice 

export segment. Given these factors, we believe that DCM has a promising 
outlook in the Cambodian market. 

 

NPK plant and port system are the company’s major 
investment projects in 2018-19F  

DCM’s major investment projects in the 2018-19F period are the construction of 

an NPK plant with capacity of 300,000 tonnes p.a. and a port system for 

exporting products with capacity of 500,000 tonnes p.a. near the Ca Mau urea 

plant in Khanh An Commune, U Minh District. Both projects are scheduled to 

start operations in 2Q19F. DCM has appointed the engineering, procurement 

and construction (EPC) contractor for the NPK factory. According the company, 

the total cost of the NPK project would be ~VND830bn, of which 70% would be 

financed by bank loans (with first-year interest of 7.2%, and subsequent years’ 

at the average interest rate of commercial banks plus a certain margin) and the 
remaining 30% would come from the company’s development fund.  

According to DCM, it is building the plant to meet Vietnam’s growing demand for 

NPK fertilisers, especially the premium products of which Vietnam imported 
350,000-400,000 p.a. during the 2011-17 period.  

However, we are sceptical about DCM’s ability to fill the new capacity, given the 

slightly-oversupplied NPK market in Vietnam now, where the change in 
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consumer pattern from using single-nutrient fertilisers to complex, high-quality 

fertilisers needs time to take effect. In addition, there is a large number of NPK 

plants in Vietnam slated to begin production in 2018-19F, with several intended 

to produce high-quality products for the same target market (South Vietnam) as 

DCM. For instance, DPM constructed an NPK plant with capacity of 250,000 

tonnes p.a. using chemical technology (latest technology available) that 

commenced operations in 3Q18. Meanwhile, Han Viet Fertiliser (Unlisted) also 

launched an NPK factory with capacity of 360,000 tonnes p.a. in 3Q18. Both 
factories are located in South Vietnam, DCM’s target market.  

The most critical point to make is that DCM’s NPK plant is scheduled to 

commence operations in 2Q19F, much later than its competitors. Hence, we 

think it would be a challenge for DCM to find the customers to take up the output 

of its new plant. We conservatively forecast that DCM’s new NPK plant would 

only reach 35% utilisation rate in its first year of operations (105,000 tonnes of 
NPK fertilisers), although we expect utilisation rate to rise in the following years. 

 

Financials 

Improving financial health  

Vietnamese fertiliser producers typically utilise debt to finance the construction 

of their plants and DCM is no exception. DCM started operating over six years 

ago, and the company has paid off only 50% of its initial investment cost. Its total 

outstanding debt at end-2017 was around US$209m, which translates into net 
gearing of 12%.  

We consider DCM's liquidity risk low, as its core business activity generates 

stable and healthy cash inflow, enabling the company to meet its financial 

obligations. We highlight the improvement in DCM’s debt-to-equity ratio from 
290% at end-2013 to 77% at end-2017 (Figure 12). 

  

Figure 12: DCM's debt structure  Figure 13: DCM's liquidity ratios  

  

SOURCES: VND RESEARCH, COMPANY REPORTS   SOURCES: VND RESEARCH, COMPANY REPORTS   

  

 

Large US$-denominated debt translates into FX risk  

Most of DCM’s outstanding debts are long-term debts denominated in US$ with 

interest rates of 3-4% p.a. incurred to finance the construction of its Ca Mau 

plant. We estimate that any increase in the US$/VND exchange rate would 

cause DCM to incur translation losses, as in FY14-17. In FY17, DCM reported 

FX losses of VND7.4bn, which was an improvement from the FX losses of 

VND211bn in FY16. Given its debt of US$209m at end-FY17, we estimate that a 

1% increase in US$/VND rate would lead to DCM incurring FX losses of 
VND36bn, and vice versa.  

Title:

Source:

Please fill in the values above to have them entered in your report

0%

50%

100%

150%

200%

250%

300%

350%

0

2,000

4,000

6,000

8,000

10,000

12,000

2013 2014 2015 2016 2017

V
N

D
 b

n

ST debt (LHS) LT debt (LHS)

Debt/Equity (RHS) Debt/Total Assets (RHS)

Title:

Source:

Please fill in the values above to have them entered in your report

0.0x

0.5x

1.0x

1.5x

2.0x

2.5x

2013 2014 2015 2016 2017

Current ratio Quick ratio Cash ratio



 

 Petrochemical │ Vietnam 

 

 PetroVietnam Ca Mau Fertilizer │ November 21, 2018 
 
 

 

 53  
 

Currently, DCM’s gas input contract with PVN that guarantees a minimum ROE 

of 12% protects the company from exchange rate fluctuations. However, when 

the contract expires, any significant VND depreciation would have a strong 

negative impact on DCM’s net profit. Therefore, the company is now in 

negotiations with the banks to restructure its US$ loans. DCM also utilises its 

income from export activities to pay off debts to reduce the impact of exchange 
rate fluctuations. 

 

Dividend payments  

Like other Vietnamese fertiliser companies, DCM’s dividend yields were high at 
6-7% in FY16-17, similar to industry average. 

At the end of FY17, DCM’s cash stood at VND1.9tr and its short-term 

investments were VND2.1tr. Combined, this is close to 80% of DCM’s current 

market cap. In our view, DCM’s high cash level is the result of long-term 

government subsidies (which DPM also benefited from during its first few years 

of operation). We estimate that the easily-available source of funds and stable 

cash inflows would enable DCM to pay its debts and interest expenses, as well 

as pay stable dividends of at least 5% of VND10,000 par value p.a. in FY18-22F, 

after accounting for the NPK plant capex and the expected surge in gas input 

cost. Based on company guidance, DCM plans for dividends this year to be at 

9% of par value, which translates into an FY18F dividend yield of 8.9%, which 
we deem attractive.  

 

Business performance  
  

Figure 14: DCM’s net revenue and gross profit during FY13-17  Figure 15: DCM’s net profit and net margin during FY13-17  

  

SOURCES: VND RESEARCH, COMPANY REPORTS   SOURCES: VND RESEARCH, COMPANY REPORTS   

  

In FY17, DCM reported net revenue of VND5,748bn (+17.1% yoy) and net profit 

of VND638bn (+2.9% yoy), despite the surge in operating expense (+26.5% yoy). 

In our view, DCM’s slight improvement in FY17 net profit is attributable to PVN 
guaranteeing DCM ROE of 12%.  

In 1H18, DCM reported net revenue of VND3,244bn (+6.8% yoy) and net profit 

of VND411bn (-26.8% yoy), mostly due to the 21.8% increase in COGS arising 

from the upward adjustment in gas input price by PVN (based on the fixed ROE 

policy). In contrast, in 1H17, DCM enjoyed low provisional gas input price due to 

the absence of the adjustment for the ROE policy. We note that there are 

significant discrepancies in the company’s historical quarterly gross margins 

because in 4Q, COGS were often adjusted by PVN to arrive at the 12% ROE. 

We take this to mean that DCM’s quarterly results are of limited importance. In 

addition, we observe a seasonal qoq drop in 3Q gross margin due to the 
company booking its annual maintenance costs during this quarter.  
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Earnings forecasts  

For FY18F, we forecast DCM's net revenue to decline to VND5,592bn (-2.7% 

yoy) on the basis of 804,000 tonnes of urea sales volume (-7% yoy), below the 

peak volume of 865,000 tonnes in FY17) and an ASP hike of 4%. Our forecast 

assumes a decline in gas supply from PVN from the 2017 peak (of 

approximately 20m mmbtu), although our estimate is still higher than DCM’s 

targets for FY18F, as we observe DCM often sets modest targets, much lower 

than actual results. DCM targets to produce and sell 751,000 tonnes of urea in 
FY18F. 

We estimate FY18F net profit of VND641.8bn (+0.6% yoy) despite the expected 

revenue decline, given the fixed ROE policy. Our FY18F basic EPS forecast is 
VND1,212 (+0.6% yoy). 

Other assumptions that we make in our earnings model are as follows:  

 FY18-22F sales volume to be stable at 804,000 tonnes p.a. with ASP growth 
of 2.1% p.a. 

 Sales volumes for non-NPK fertilisers (DAP, K) to remain flat in FY18F at 
69,000 tonnes (similar to the FY17 level), and grow by 5% p.a. in FY19-22F 
from the FY18F base level, as the company gradually expands its trading 
segment, with ASP hikes of 2% p.a. 

 Selling, general and administration expenses for the urea segment to amount 
to 11.7% of revenue in FY18F (vs. 11.7% in FY17), as we expect the 
company to continue its sales and marketing activities to maintain market 
share and prepare for the launch of new NPK products.  

 FY18F capex of VND857bn, of which VND473bn would be funded by long-
term bank loans, as DCM would incur the bulk of the cost for its new NPK 
plant and port system projects this year. We project DCM will continue to pay 
down its long-term debts by VND700bn-1,000bn p.a. in FY18-20F, causing 
its interest expense to continue decreasing. 

 DCM’s tax rate would stay at 5.6% over FY18-22F, as the company benefits 
from a preferential tax scheme for the urea segment (DPM’s corresponding 
corporate tax rate is 15%). 

 DCM’s gas input prices for FY18F to be adjusted down to keep its average 
ROE at 12%. According to the company, PVN’s calculation of DCM’s ROE 
excludes its net profit for the year from total equity. Therefore, DCM’s total 
ROE including net profit would be lower than PVN’s guarantee of 12%. This 
explains why DCM’s ROE in FY15-17 is just slightly above 10%. 

 

For FY19F onwards, our assumptions are:  

 DCM’s gas input price will be calculated based on the monthly average MFO 
price in Singapore (similar to DPM’s gas price mechanism), with a discount of 
20% in FY19F and the discount declining by 5% p.a. in FY20-22F.  

 DCM’s new NPK plant would operate at utilisation rate of 35% in its first year 
of operations, with utilisation rate rising by 10% pts p.a. in subsequent years. 

 DCM’s in-house urea output may not be sufficient for its new plant and it 
would have to purchase additional urea from third parties to produce NPK 
fertilisers.  

 DCM’s NPK fertiliser ASP would be at 5% discount to the ASP for DPM’s 
premium products (VND8,300-9,000/kg).  

 The government’s new VAT policy takes effect in 2019F. 
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Risks  

Upside risks  

Upside risks include a more favourable gas price policy than expected for DCM, 

and a continuation of the current 12% ROE guarantee policy. In addition, a 

further hike in urea selling prices internationally and domestically, i.e. greater 

transfer of input price increases to ASPs, could lead to higher earnings, in our 
view. 

Downside risks  

Uncertainty surrounding 2019F gas input price policy 

As discussed from above, we believe that uncertain 2019F gas policy is DCM’s 

main operational risk. We expect DCM’s gas input prices in FY19F to increase 

due to the change in PVN’s pricing policy, which would put pressure on DCM’s 

production cost and profit margins. If the company has to pay gas input price at 

a similar level to DPM (higher than our assumption), we believe earnings would 
be significantly negatively affected. 

 

Gas supply fluctuations 

DCM indicated that there could possibly be a cut in gas supply to its Ca Mau 

plant in 2018F, although the company did not provide any details on the possible 

extent of the reduction. A severe cut in gas supply could have a significant 
negative impact on DCM’s fertiliser production volume.  

However, we highlight that DCM announced in Jul 2018 that it has signed a new 

gas contract with PV GAS to buy additional permeate gas to supplement its 

current gas supply. We estimate this additional gas would amount to 2% of 
DCM’s gas demand and 5% of its Ca Mau plant’s capacity.  

Furthermore, we view the news reports on the acceleration of the Block B-O 

Mon project (PV GAS’s new gas pipeline project) as positive for DCM, as this 

project could provide the company with an additional gas source and help 

stabilise its gas supply. The Block B-O Mon project is scheduled to come 
onstream in 2021F  

 

Limited room for capacity expansion at Ca Mau urea plant 

In FY16, DCM increased its Ca Mau plant’s capacity by 10% to 880,000 tonnes 

p.a. to meet higher demand. However, we believe this will not be sufficient to 
cater to rising demand for its products in the long term.  

 

Other downside risks 

Other risks that may negative effects on the company’s earnings performance 

are: (1) high competition from cheap fertiliser imports from China, Indonesia and 

Malaysia; (2) increase in financial expenses caused by US$ appreciation against 

the VND, as most of the company’s debt is denominated in US$; (3) abrupt, 

unfavourable change in the government’s subsidy policy, which could drive up 

DCM’s production cost; (4) adverse weather conditions in 2019F could have 

negative impact on agricultural production and consequently, fertiliser demand in 

Vietnam; and (5) worsening oversupply conditions in the domestic fertiliser 

market due to Habac Nitrogenous Fertilizer & Chemicals’ and Ninh Binh 
Nitrogenous Fertilizer & Chemicals’ plants returning to production. 
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SWOT analysis 
 

Figure 16: SWOT analysis for DCM 

Strengths 

 Strong market share by 2017 sales volume (Southwest 
Vietnam market share of 60% and Southeast Vietnam 
market share of 25%), with large and effective distribution 
network in the South of Vietnam.  

 Its premium products (granular urea) allow the company to 
penetrate the fertiliser markets in neighbouring countries 
(Cambodia and Thailand). 

Opportunities 

 New NPK plant would enable DCM to enter the premium 
NPK market, with potential to export to Cambodia. 

 Possible change in Vietnam’s VAT regulation could boost 
gross margins and improve cash flow. 

 Divestment of PVN’s stake in DCM to improve corporate 
transparency and free float. 

Weaknesses 

 Large US$-denominated debt incurs high interest expense 
and poses FX risk. 

 Expiry of the government’s supportive fixed-ROE policy in 
2019F would have significant, negative impact on DCM’s 
profitability. 

Threats 

 Continued increase in oil/gas prices globally. 

 Limited room for urea demand growth in Vietnam due to 
near-saturated market conditions. 

 Increasing competition from imported products. 

 

SOURCE: VND RESEARCH, COMPANY REPORTS   
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SOURCES: VND RESEARCH, COMPANY REPORTS  
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Profit & Loss 

(VNDb) Dec-16A Dec-17A Dec-18F Dec-19F Dec-20F

Total Net Revenues 4,910 5,748 5,592 6,675 7,551

Gross Profit 2,579 2,662 2,669 2,174 2,369

Operating EBITDA 2,076 2,019 2,015 1,408 1,513

Depreciation And Amortisation (1,292) (1,309) (1,326) (1,386) (1,483)

Operating EBIT 784 710 689 23 29

Financial Income/(Expense) (151) (34) (9) 24 73

Pretax Income/(Loss) from Assoc. 0 0 0 0 0

Non-Operating Income/(Expense) 26 3 3 4 4

Profit Before Tax (pre-EI) 659 679 684 50 106

Exceptional Items

Pre-tax Profit 659 679 684 50 106

Taxation (35) (38) (38) (3) (6)

Exceptional Income - post-tax

Profit After Tax 624 641 645 47 100

Minority Interests (5) (3) (4) (0) (1)

Preferred Dividends

FX Gain/(Loss) - post tax

Other Adjustments - post-tax

Net Profit 620 638 642 47 100

Recurring Net Profit 620 638 642 47 100

Fully Diluted Recurring Net Profit 620 638 642 47 100

Cash Flow 

(VNDb) Dec-16A Dec-17A Dec-18F Dec-19F Dec-20F

EBITDA 2,076 2,019 2,015 1,408 1,513

Cash Flow from Invt. & Assoc.

Change In Working Capital (442) 489 (95) 149 129

(Incr)/Decr in Total Provisions

Other Non-Cash (Income)/Expense (67) (96) 1 (6) (5)

Other Operating Cashflow (423) (93) (3) (3) (2)

Net Interest (Paid)/Received (51) (26) (3) 30 79

Tax Paid (6) (27) (38) (3) (6)

Cashflow From Operations 1,087 2,266 1,877 1,575 1,708

Capex (173) (120) (857) (210) (174)

Disposals Of FAs/subsidiaries 0 0 0 0 0

Acq. Of Subsidiaries/investments

Other Investing Cashflow 567 354 0 (2) (2)

Cash Flow From Investing 394 234 (856) (212) (175)

Debt Raised/(repaid) (1,248) (1,150) (586) (1,066) (812)

Proceeds From Issue Of Shares 0 0 0 0 0

Shares Repurchased 0 0 0 0 0

Dividends Paid (635) (268) (476) (265) (265)

Preferred Dividends

Other Financing Cashflow 0 0 0 0 0

Cash Flow From Financing (1,882) (1,418) (1,062) (1,331) (1,077)

Total Cash Generated (402) 1,083 (41) 32 455

Free Cashflow To Equity 233 1,350 435 297 720

Free Cashflow To Firm 1,688 2,683 1,198 1,508 1,640
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Balance Sheet 

(VNDb) Dec-16A Dec-17A Dec-18F Dec-19F Dec-20F

Total Cash And Equivalents 3,114 3,996 3,955 3,987 4,442

Total Debtors 482 400 332 343 351

Inventories 374 371 361 500 566

Total Other Current Assets 65 71 69 83 94

Total Current Assets 4,034 4,839 4,717 4,912 5,453

Fixed Assets 8,692 7,470 6,292 5,843 4,544

Total Investments 0 0 0 0 0

Intangible Assets 62 32 23 14 4

Total Other Non-Current Assets 178 116 833 118 120

Total Non-current Assets 8,933 7,617 7,148 5,975 4,667

Short-term Debt

Current Portion of Long-Term Debt 1,359 1,062 1,013 714 714

Total Creditors 868 1,185 1,018 1,271 1,438

Other Current Liabilities 308 278 270 323 365

Total Current Liabilities 2,536 2,525 2,301 2,308 2,517

Total Long-term Debt 4,538 3,674 3,138 2,371 1,559

Hybrid Debt - Debt Component

Total Other Non-Current Liabilities 43 103 103 103 103

Total Non-current Liabilities 4,581 3,777 3,241 2,474 1,662

Total Provisions 0 0 0 0 0

Total Liabilities 7,117 6,303 5,543 4,782 4,179

Shareholders' Equity 5,823 6,127 6,293 6,075 5,910

Minority Interests 27 26 30 30 31

Total Equity 5,850 6,154 6,322 6,105 5,941

Key Ratios

Dec-16A Dec-17A Dec-18F Dec-19F Dec-20F

Revenue Growth (16.9%) 17.1% (2.7%) 19.4% 13.1%

Operating EBITDA Growth (20.5%) (2.7%) (0.2%) (30.1%) 7.4%

Operating EBITDA Margin 42.3% 35.1% 36.0% 21.1% 20.0%

Net Cash Per Share (VND) (5,259) (1,398) (370) 1,705 4,099

BVPS (VND) 11,000 11,574 11,886 11,475 11,164

Gross Interest Cover 3.79 3.88 3.88 0.16 0.27

Effective Tax Rate 5.24% 5.59% 5.59% 5.59% 5.59%

Net Dividend Payout Ratio 102% 42% 74% 560% 265%

Accounts Receivables Days 0.52 0.26 0.26 0.40 0.42

Inventory Days 60.10 44.04 45.67 34.88 37.63

Accounts Payables Days 77.47 66.58 45.49 28.15 30.36

ROIC (%) 8.29% 8.19% 9.85% 0.34% 0.55%

ROCE (%) 7.50% 7.66% 8.09% 2.01% 2.47%

Return On Average Assets 5.65% 5.31% 5.38% 0.21% 0.26%

Key Drivers

Dec-16A Dec-17A Dec-18F Dec-19F Dec-20F

Oil Price (US$/bbl) 43.7                    54.2               72.8               73.7               73.7               

Volume Growth (%) 5.0% 6.4% -7.0% 0.0% 0.0%

Ratio Of Up To Downstream (x) N/A N/A N/A N/A N/A

Operating Cash Cost (US$/bbl) N/A N/A N/A N/A N/A

Ratio Of High To Low Margin (x) N/A N/A N/A N/A N/A



 

 Chemicals │ Vietnam 

 

 Chemicals - Others │ November 21, 2018 
 

 

 

 

59 
 

 

DISCLAIMER 
 

The content of this report (including the views and opinions expressed therein, and the information comprised therein) has been prepared by and 
belongs to VNDIRECT Securities Corporation, and is distributed by CGS-CIMB or CIMB Investment Bank Berhad (“CIMB”), as the case may be, 
pursuant to an arrangement between VNDIRECT Securities Corporation and CGS-CIMB. VNDIRECT Securities Corporation is not an affiliate of 
CGS-CIMB or CIMB. 

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. 

By accepting this report, the recipient hereof represents and warrants that he is entitled to receive such report in accordance with the restrictions set 
forth below and agrees to be bound by the limitations contained herein (including the “Restrictions on Distributions” set out below). Any failure to 
comply with these limitations may constitute a violation of law. This publication is being supplied to you strictly on the basis that it will remain 
confidential. No part of this report may be (i) copied, photocopied, duplicated, stored or reproduced in any form by any means or (ii) redistributed or 
passed on, directly or indirectly, to any other person in whole or in part, for any purpose without the prior written consent of CGS-CIMB or CIMB, as 
the case may be. 

The information contained in this research report is prepared from data believed to be correct and reliable at the time of issue of this report.  

VNDIRECT Securities Corporation may or may not issue regular reports on the subject matter of this report at any frequency and may cease to do 
so or change the periodicity of reports at any time. None of VNDIRECT Securities Corporation, CGS-CIMB or CIMB is under any obligation to 
update this report in the event of a material change to the information contained in this report. None of VNDIRECT Securities Corporation, CGS-
CIMB or CIMB has any and will accept any, obligation to (i) check or ensure that the contents of this report remain current, reliable or relevant, (ii) 
ensure that the content of this report constitutes all the information a prospective investor may require, (iii) ensure the adequacy, accuracy, 
completeness, reliability or fairness of any views, opinions and information, and accordingly, VNDIRECT Securities Corporation, CGS-CIMB and 
CIMB and their respective affiliates and related persons including China Galaxy International Financial Holdings Limited (“CGIFHL”) and CIMB 
Group Sdn. Bhd. (“CIMBG”) and their respective related corporations (and their respective directors, associates, connected persons and/or 
employees) shall not be liable in any manner whatsoever for any consequences (including but not limited to any direct, indirect or consequential 
losses, loss of profits and damages) of any reliance thereon or usage thereof. In particular, VNDIRECT Securities Corporation, CGS-CIMB and 
CIMB disclaim all responsibility and liability for the views and opinions set out in this report.  

Unless otherwise specified, this report is based upon reasonable sources. Such sources will, unless otherwise specified, for market data, be market 
data and prices available from the main stock exchange or market where the relevant security is listed, or, where appropriate, any other market. 
Information on the accounts and business of company(ies) will generally be based on published statements of the company(ies),  information 
disseminated by regulatory information services, other publicly available information and information resulting from our research. Whilst every effort 
is made to ensure that statements of facts made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other 
subjective judgments contained in this report are based on assumptions considered to be reasonable as of the date of the document in which they 
are contained and must not be construed as a representation that the matters referred to therein will occur. Past performance is not a reliable 
indicator of future performance. The value of investments may go down as well as up and those investing may, depending on the investments in 
question, lose more than the initial investment. No report shall constitute an offer or an invitation by or on behalf of CGS-CIMB, CIMB, or VNDIRECT 
Securities Corporation, or their respective affiliates (including CGIFHL, CIMBG and their respective related corporations) to any person to buy or sell 
any investments.  

CGS-CIMB, CIMB and/or VNDIRECT Securities Corporation and/or their respective affiliates and related corporations (including CGIFHL, CIMBG 
and their respective related corporations), their respective directors, associates, connected parties and/or employees may own or have positions in 
securities of the company(ies) covered in this research report or any securities related thereto and may from time to time add to or dispose of, or 
may be materially interested in, any such securities. Further, CGS-CIMB, CIMB and/or VNDIRECT Securities Corporation, and/or their respective 
affiliates and their respective related corporations (including CGIFHL, CIMBG and their respective related corporations) do and seek to do business 
with the company(ies) covered in this research report and may from time to time act as market maker or have assumed an underwriting commitment 
in securities of such company(ies), may sell them to or buy them from customers on a principal basis and may also perform or seek to perform 
significant investment banking, advisory, underwriting or placement services for or relating to such company(ies) as well as solicit such investment, 
advisory or other services from any entity mentioned in this report. 

CGS-CIMB, CIMB and/or VNDIRECT Securities Corporation and/or their respective affiliates (including CGIFHL, CIMBG and their respective related 
corporations) may enter into an agreement with the company(ies) covered in this report relating to the production of research reports. CGS-CIMB, 
CIMB and/or VNDIRECT Securities Corporation may disclose the contents of this report to the company(ies) covered by it and may have amended 
the contents of this report following such disclosure.  

The analyst responsible for the production of this report hereby certifies that the views expressed herein accurately and exclusively reflect his or her 
personal views and opinions about any and all of the issuers or securities analysed in this report and were prepared independently and 
autonomously. No part of the compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific 
recommendations(s) or view(s) in this report. The analyst(s) who prepared this research report is prohibited from receiving any compensation, 
incentive or bonus based on specific investment banking transactions or for providing a specific recommendation for, or view of, a particular 
company. Information barriers and other arrangements may be established where necessary to prevent conflicts of interests arising. However, the 
analyst(s) may receive compensation that is based on his/their coverage of company(ies) in the performance of his/their duties or the performance 
of his/their recommendations and the research personnel involved in the preparation of this report may also participate in the solicitation of the 
businesses as described above. In reviewing this research report, an investor should be aware that any or all of the foregoing, among other things, 
may give rise to real or potential conflicts of interest. Additional information is, subject to the duties of confidentiality, available on request.  

The term “VNDIRECT Securities Corporation” shall, unless the context otherwise requires, mean VNDIRECT Securities Corporation  and its 
affiliates, subsidiaries and related companies. The term “CGS-CIMB” shall denote, where appropriate, the relevant entity distributing or 
disseminating the report in the particular jurisdiction referenced below, or, in every other case except as otherwise stated herein, CIMB Securities 



 

 Chemicals │ Vietnam 

 

 Chemicals - Others │ November 21, 2018 
 

 

 

 

60 
 

International Pte. Ltd.  and its affiliates, subsidiaries and related corporations.  
 

CGS-CIMB 

Country CGS-CIMB Entity Regulated by 

Hong Kong CGS-CIMB Securities Limited Securities and Futures Commission Hong Kong 

India CGS-CIMB Securities (India) Private Limited Securities and Exchange Board of India (SEBI) 

Indonesia PT CGS-CIMB Sekuritas Indonesia Financial Services Authority of Indonesia 

Singapore CGS-CIMB Research Pte. Ltd. Monetary Authority of Singapore 

South Korea CGS-CIMB Securities Limited, Korea Branch Financial Services Commission and Financial Supervisory Service 

Thailand CGS-CIMB Securities (Thailand) Co. Ltd. Securities and Exchange Commission Thailand 
 

   

CIMB 

Country CIMB Entity Regulated by 

Malaysia CIMB Investment Bank Berhad Securities Commission Malaysia 
  
 (i) As of November 21, 2018 VNDIRECT Securities Corporation has a proprietary position in the securities (which may include but not limited to 
shares, warrants, call warrants and/or any other derivatives) in the following company or companies covered or recommended in this report: 

(a)  -  

(ii) As of November 21, 2018, the analyst(s) who prepared this report, and the associate(s), has / have an interest in the securities (which may 
include but not limited to shares, warrants, call warrants and/or any other derivatives) in the following company or companies covered or 
recommended in this report:  

(a) -  
  
This report does not purport to contain all the information that a prospective investor may require. CGS-CIMB, and VNDIRECT Securities 
Corporation and their respective affiliates (including CGIFHL, CIMBG and their related corporations) do not make any guarantee, representation or 
warranty, express or implied, as to the adequacy, accuracy, completeness, reliability or fairness of any such information and opinion contained in this 
report. None of CGS-CIMB, CIMB and VNDIRECT Securities Corporation and their respective affiliates nor their related persons (including CGIFHL, 
CIMBG and their related corporations) shall be liable in any manner whatsoever for any consequences (including but not limited to any direct, 
indirect or consequential losses, loss of profits and damages) of any reliance thereon or usage thereof.  

This report is general in nature and has been prepared for information purposes only. It is intended for circulation amongst CGS-CIMB’s, CIMB’s and 
their respective affiliates’ (including CGIFHL’s, CIMBG’s and their respective related corporations’) clients generally and does not have regard to the 
specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. The information and 
opinions in this report are not and should not be construed or considered as an offer, recommendation or solicitation to buy or sel l the subject 
securities, related investments or other financial instruments or any derivative instrument, or any rights pertaining thereto.  

Investors are advised to make their own independent evaluation of the information contained in this research report, consider their own individual 
investment objectives, financial situation and particular needs and consult their own professional and financial advisers as to the legal, business, 
financial, tax and other aspects before participating in any transaction in respect of the securities of company(ies) covered in this research report. 
The securities of such company(ies) may not be eligible for sale in all jurisdictions or to all categories of investors. 

Australia: Despite anything in this report to the contrary, this research is provided in Australia by CGS-CIMB Securities (Singapore) Pte. Ltd. and 
CGS-CIMB Securities (Hong Kong) Limited. This research is only available in Australia to persons who are “wholesale clients” (within the meaning of 
the Corporations Act 2001 (Cth) and is supplied solely for the use of such wholesale clients and shall not be distributed or passed on to any other 
person. You represent and warrant that if you are in Australia, you are a “wholesale client”. This research is of a general nature only and has been 
prepared without taking into account the objectives, financial situation or needs of the individual recipient. CGS-CIMB Securities (Singapore) Pte. 
Ltd. and CGS-CIMB Securities (Hong Kong) Limited do not hold, and are not required to hold an Australian financial services license. CGS-CIMB 
Securities (Singapore) Pte. Ltd. and CGS-CIMB Securities (Hong Kong) Limited rely on “passporting” exemptions for entities appropriately licensed 
by the Monetary Authority of Singapore (under ASIC Class Order 03/1102) and the Securities and Futures Commission in Hong Kong (under ASIC 
Class Order 03/1103). 

Canada: This research report has not been prepared in accordance with the disclosure requirements of Dealer Member Rule 3400 – Research 
Restrictions and Disclosure Requirements of the Investment Industry Regulatory Organization of Canada.  For any research report distributed by 
CIBC, further disclosures related to CIBC conflicts of interest can be found at https://researchcentral.cibcwm.com. 

China: For the purpose of this report, the People’s Republic of China (“PRC”) does not include the Hong Kong Special Administrative Region, the 
Macau Special Administrative Region or Taiwan. The distributor of this report has not been approved or licensed by the China Securities Regulatory 
Commission or any other relevant regulatory authority or governmental agency in the PRC. This report contains only marketing information. The 
distribution of this report is not an offer to buy or sell to any person within or outside PRC or a solicitation to any person within or outside of PRC to 
buy or sell any instruments described herein. This report is being issued outside the PRC to a limited number of institutional investors and may not 
be provided to any person other than the original recipient and may not be reproduced or used for any other purpose.  

France: Only qualified investors within the meaning of French law shall have access to this report. This report shall not be considered as an offer to 
subscribe to, or used in connection with, any offer for subscription or sale or marketing or direct or indirect distribution of financial instruments and it 
is not intended as a solicitation for the purchase of any financial instrument.  

Germany: This report is only directed at persons who are professional investors as defined in sec 31a(2) of the German Securities Trading Act 
(WpHG). This publication constitutes research of a non-binding nature on the market situation and the investment instruments cited here at the time 
of the publication of the information.  



 

 Chemicals │ Vietnam 

 

 Chemicals - Others │ November 21, 2018 
 

 

 

 

61 
 

The current prices/yields in this issue are based upon closing prices from Bloomberg as of the day preceding publication. Please note that neither 
the German Federal Financial Supervisory Agency (BaFin), nor any other supervisory authority exercises any control over the content of this report. 

Hong Kong: This report is issued and distributed in Hong Kong by CGS-CIMB Securities (Hong Kong) Limited (“CHK”) which is licensed in Hong 
Kong by the Securities and Futures Commission for Type 1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising on corporate 
finance) activities. Any investors wishing to purchase or otherwise deal in the securities covered in this report should contact the Head of Sales at 
CGS-CIMB Securities (Hong Kong) Limited. The views and opinions in this research report are of VNDIRECT Securities Corporation as of the date 
hereof and are subject to change. If the Financial Services and Markets Act of the United Kingdom or the rules of the Financial Conduct Authority 
apply to a recipient, our obligations owed to such recipient therein are unaffected. CHK has no obligation to update its opinion or the information in 
this research report. 

CHK does not make a market on other securities mentioned in the report. 
 
 

India: This report is issued and distributed in India by CGS-CIMB Securities (India) Private Limited (“CIMB India”) which is registered with the 
National Stock Exchange of India Limited and BSE Limited as a trading and clearing member under the Securities and Exchange Board of India 
(Stock Brokers and Sub-Brokers) Regulations, 1992. In accordance with the provisions of Regulation 4(g) of the Securities and Exchange Board of 
India (Investment Advisers) Regulations, 2013, CGS-CIMB India is not required to seek registration with the Securities and Exchange Board of India 
(“SEBI”) as an Investment Adviser. CGS-CIMB India is registered with SEBI as a Research Analyst pursuant to the SEBI (Research Analysts) 
Regulations, 2014 ("Regulations"). 

This report does not take into account the particular investment objectives, financial situations, or needs of the recipients. It is not intended for and 
does not deal with prohibitions on investment due to law/jurisdiction issues etc. which may exist for certain persons/entities. Recipients should rely 
on their own investigations and take their own professional advice before investment. 

The report is not a “prospectus” as defined under Indian Law, including the Companies Act, 2013, and is not, and shall not be, approved by, or filed 
or registered with, any Indian regulator, including any Registrar of Companies in India, SEBI, any Indian stock exchange, or the Reserve Bank of 
India. No offer, or invitation to offer, or solicitation of subscription with respect to any such securities listed or proposed to be listed in India is being 
made, or intended to be made, to the public, or to any member or section of the public in India, through or pursuant to this report. 

The research analysts, strategists or economists principally responsible for the preparation of this research report are segregated from the other 
activities of CGS-CIMB India and they have received compensation based upon various factors, including quality, accuracy and value of research, 
firm profitability or revenues, client feedback and competitive factors. Research analysts', strategists' or economists' compensation is not linked to 
investment banking or capital markets transactions performed or proposed to be performed by CGS-CIMB India or its affiliates. 
 

CGS-CIMB India has not received any investment banking related compensation from the companies mentioned in the report in the past 12 months. 

CGS-CIMB India has not received any compensation from the companies mentioned in the report in the past 12 months. 

Indonesia: This report is issued and distributed by PT CGS-CIMB Sekuritas Indonesia (“CGS-CIMB Indonesia”). The views and opinions in this 
research report are our own as of the date hereof and are subject to change. CGS-CIMB Indonesia has no obligation to update its opinion or the 
information in this research report. Neither this report nor any copy hereof may be distributed in Indonesia or to any Indonesian citizens wherever 
they are domiciled or to Indonesian residents except in compliance with applicable Indonesian capital market laws and regulat ions. 

This research report is not an offer of securities in Indonesia. The securities referred to in this research report have not been registered with the 
Financial Services Authority (Otoritas Jasa Keuangan) pursuant to relevant capital market laws and regulations, and may not be offered or sold 
within the territory of the Republic of Indonesia or to Indonesian citizens through a public offering or in circumstances which constitute an offer within 
the meaning of the Indonesian capital market law and regulations. 

Ireland: CGS-CIMB is not an investment firm authorised in the Republic of Ireland and no part of this document should be construed as CGS-CIMB 
acting as, or otherwise claiming or representing to be, an investment firm authorised in the Republic of Ireland. 

Malaysia: This report is distributed in Malaysia by CIMB solely for the benefit of and for the exclusive use of our clients. Recipients of this report are 
to contact CIMB, at 17th Floor Menara CIMB No. 1 Jalan Stesen Sentral 2, Kuala Lumpur Sentral 50470 Kuala Lumpur, Malaysia, in respect of any 
matters arising from or in connection with this report. CIMB has no obligation to update, revise or reaffirm its opinion or the information in this 
research reports after the date of this report. 

New Zealand: In New Zealand, this report is for distribution only to persons who are wholesale clients pursuant to section 5C of the Financial 
Advisers Act 2008. 

Singapore: This report is issued and distributed by CGS-CIMB Research Pte Ltd (“CGS-CIMBR”). CGS-CIMBR is a financial adviser licensed under 
the Financial Advisers Act, Cap 110 (“FAA”) for advising on investment products, by issuing or promulgating research analyses or research reports, 
whether in electronic, print or other form. Accordingly CGS-CIMBR is a subject to the applicable rules under the FAA unless it is able to avail itself to 
any prescribed exemptions. 

Recipients of this report are to contact CGS-CIMB Research Pte Ltd, 50 Raffles Place, #16-02 Singapore Land Tower, Singapore in respect of any 
matters arising from, or in connection with this report. CGS-CIMBR has no obligation to update its opinion or the information in this research report. 
This publication is strictly confidential and is for private circulation only. If you have not been sent this report by CGS-CIMBR directly, you may not 
rely, use or disclose to anyone else this report or its contents. 

If the recipient of this research report is not an accredited investor, expert investor or institutional investor, CGS-CIMBR accepts legal responsibility 
for the contents of the report without any disclaimer limiting or otherwise curtailing such legal responsibility. If the recipient is an accredited investor, 
expert investor or institutional investor, the recipient is deemed to acknowledge that CGS-CIMBR is exempt from certain requirements under the 
FAA and its attendant regulations, and as such, is exempt from complying with the following :  

(a)  Section 25 of the FAA (obligation to disclose product information); 

(b)  Section 27 (duty not to make recommendation with respect to any investment product without having a reasonable basis where you may be 
reasonably expected to rely on the recommendation) of the FAA; 

(c)  MAS Notice on Information to Clients and Product Information Disclosure [Notice No. FAA-N03]; 



 

 Chemicals │ Vietnam 

 

 Chemicals - Others │ November 21, 2018 
 

 

 

 

62 
 

(d)  MAS Notice on Recommendation on Investment Products [Notice No. FAA-N16]; 

(e)  Section 36 (obligation on disclosure of interest in securities), and 

(f)  any other laws, regulations, notices, directive, guidelines, circulars and practice notes which are relates to the above, to the extent permitted by 
applicable laws, as may be amended from time to time, and any other laws, regulations, notices, directive, guidelines, circulars, and practice notes 
as we may notify you from time to time. In addition, the recipient who is an accredited investor, expert investor or institut ional investor acknowledges 
that a CGS-CIMBR is exempt from Section 27 of the FAA, the recipient will also not be able to file a civil claim against CGS-CIMBR for any loss or 
damage arising from the recipient’s reliance on any recommendation made by CGS-CIMBR which would otherwise be a right that is available to the 
recipient under Section 27 of the FAA, the recipient will also not be able to file a civil claim against CGS-CIMBR for any loss or damage arising from 
the recipient’s reliance on any recommendation made by CGS-CIMBR which would otherwise be a right that is available to the recipient under 
Section 27 of the FAA. 

CGS-CIMBR, its affiliates and related corporations, their directors, associates, connected parties and/or employees may own or have positions in 
securities of the company(ies) covered in this research report or any securities related thereto and may from time to time add to or dispose of, or 
may be materially interested in, any such securities. Further, CGS-CIMBR, its affiliates and its related corporations do and seek to do business with 
the company(ies) covered in this research report and may from time to time act as market maker or have assumed an underwriting commitment in 
securities of such company(ies), may sell them to or buy them from customers on a principal basis and may also perform or seek to perform 
significant investment banking, advisory, underwriting or placement services for or relating to such company(ies) as well as solicit such investment, 
advisory or other services from any entity mentioned in this report. 

As of November 21, 2018,, CGS-CIMBR does not have a proprietary position in the recommended securities in this report. 

CGS-CIMBR does not make a market on other securities mentioned in the report. 

South Korea: This report is issued and distributed in South Korea by CGS-CIMB Securities (Hong Kong) Limited, Korea Branch (“CGS-CIMB 
Korea”) which is licensed as a cash equity broker, and regulated by the Financial Services Commission and Financial Supervisory Service of Korea. 
In South Korea, this report is for distribution only to professional investors under Article 9(5) of the Financial Investment Services and Capital Market 
Act of Korea (“FSCMA”). 

Spain: This document is a research report and it is addressed to institutional investors only. The research report is of a general nature and not 
personalised and does not constitute investment advice so, as the case may be, the recipient must seek proper advice before adopting any 
investment decision. This document does not constitute a public offering of securities.  

CGS-CIMB is not registered with the Spanish Comision Nacional del Mercado de Valores to provide investment services. 

Sweden: This report contains only marketing information and has not been approved by the Swedish Financial Supervisory Authority. The 
distribution of this report is not an offer to sell to any person in Sweden or a solicitation to any person in Sweden to buy any instruments described 
herein and may not be forwarded to the public in Sweden. 

Switzerland: This report has not been prepared in accordance with the recognized self-regulatory minimal standards for research reports of banks 
issued by the Swiss Bankers’ Association (Directives on the Independence of Financial Research). 

Thailand: This report is issued and distributed by CGS-CIMB Securities (Thailand) Co. Ltd. (“CGS-CIMB Thailand”) based upon sources believed to 
be reliable (but their accuracy, completeness or correctness is not guaranteed). The statements or expressions of opinion herein were arrived at 
after due and careful consideration for use as information for investment. Such opinions are subject to change without notice and CGS-CIMB 
Thailand has no obligation to update its opinion or the information in this research report. 

CGS-CIMB Thailand may act or acts as Market Maker, and issuer and offerer of Derivative Warrants and Structured Note which may have the 
following securities as its underlying securities. Investors should carefully read and study the details of the derivative warrants in the prospectus 
before making investment decisions. 

AAV, ADVANC, AMATA, ANAN, AOT, AP, BA, BANPU, BBL, BCH, BCP, BCPG, BDMS, BEAUTY, BEC, BEM, BJC, BH, BIG, BLA, BLAND, BPP, 
BTS, CBG, CENTEL, CHG, CK, CKP, COM7, CPALL, CPF, CPN, DELTA, DTAC, EA, EGCO, EPG, GFPT, GLOBAL, GLOW, GPSC, GUNKUL, 
HMPRO, INTUCH, IRPC, ITD, IVL, KBANK, KCE, KKP, KTB, KTC, LH, LHBANK, LPN, MAJOR, MALEE, MEGA, MINT, MONO, MTLS, PLANB, 
PSH, PTL, PTG, PTT, PTTEP, PTTGC, QH, RATCH, ROBINS, S, SAWAD, SCB, SCC, SCCC, SIRI, SPALI, SPRC, STEC, STPI, SUPER, TASCO, 
TCAP, THAI, THANI, THCOM, TISCO, TKN, TMB, TOP, TPIPL, TRUE, TTA, TU, TVO, UNIQ, VGI, WHA, WORK. 

Corporate Governance Report: 

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 result may be 
changed after that date. CGS-CIMB Thailand does not confirm nor certify the accuracy of such survey result. 
 

Score Range: 90 - 100 80 – 89 70 - 79 Below 70 or No Survey Result 

Description: Excellent Very Good Good N/A  
  

United Arab Emirates: The distributor of this report has not been approved or licensed by the UAE Central Bank or any other relevant licensing 
authorities or governmental agencies in the United Arab Emirates. This report is strictly private and confidential and has not been reviewed by, 
deposited or registered with UAE Central Bank or any other licensing authority or governmental agencies in the United Arab Emirates. This report is 
being issued outside the United Arab Emirates to a limited number of institutional investors and must not be provided to any person other than the 
original recipient and may not be reproduced or used for any other purpose. Further, the information contained in this report is not intended to lead 
to the sale of investments under any subscription agreement or the conclusion of any other contract of whatsoever nature within the territory of the 
United Arab Emirates. 

United Kingdom and European Economic Area (EEA): In the United Kingdom and European Economic Area, this material is also being 



 

 Chemicals │ Vietnam 

 

 Chemicals - Others │ November 21, 2018 
 

 

 

 

63 
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FINRA/SIPC member and takes responsibility for the content of this report. For further information or to place an order in any of the above-
mentioned securities please contact a registered representative of CGS-CIMB Securities (USA) Inc. 

CGS-CIMB Securities (USA) Inc. does not make a market on other securities mentioned in the report. 

CGS-CIMB Securities (USA) Inc. has not managed or co-managed a public offering of any of the securities mentioned in the past 12 months. 

CGS-CIMB Securities (USA) Inc. has not received compensation for investment banking services from any of the company mentioned in the past 12 
months. 

CGS-CIMB Securities (USA) Inc. neither expects to receive nor intends to seek compensation for investment banking services from any of the 
company mentioned within the next 3 months. 
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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. 

  

Country Ratings Definition: 

 Overweight An Overweight rating means investors should be positioned with an above-market weight in this country relative to 
benchmark. 

 Neutral A Neutral rating means investors should be positioned with a neutral weight in this country relative to benchmark. 

 Underweight An Underweight rating means investors should be positioned with a below-market weight in this country relative to 
benchmark. 
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