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The start of a down cycle

We expect that discretionary demand of Vietnam's export chemical
markets such as the China and the U.S will soften further into 2023F.

We expect the NP of basic chemicals companies to slow down due to
weaker demand amid the global economic slowdown.

Our stock pick is DGC.

A sluggish start to the year 2023

Vietnam's basic chemicals (yellow phosphorus, DAP and MAP fertilizer,..) export
value grew 25.3% yoy in 2022 to US$5.6bn. However, value growth started easing
since 3Q22 (+29.5% yoy in 3Q22; +25.3% yoy in 4Q22) following both muted global
demand and weakening selling prices. According to General Department of Vietham
Customs (GDVC), China is the largest importer of Vietham chemical in 2022 with an
import value of US$1.18bn (+21.0% yoy) due to the shortage the supply in China.
2022 exporting to Japan and India markets reached US$0.73bn and US$0.7bn,
decreasing 13.0% yoy and increasing 12.5% yoy, respectively. For the first 2.5M23,
the export turnover of basic chemicals only reached US$930m (-10.9% yoy)
ranking 12th in the total export items of Vietnam in 2.5M23.

Global demand of yellow phosphorus will slow down in 2023

The economic downturn leads to a decrease in demand for electronic goods and
semiconductors in 2023. World Semiconductor Trade Statistics forecast the global
semiconductor market to shrink 4% in 2023. Thus, global demand for yellow
phosphorus — the input for semiconductors will drop 15% yoy in 2023. Besides,
yellow phosphorus prices have peaked out since 2Q22 and are expected to range
between US$4,500-5,000 in 2023. We forecast Vietnam's yellow phosphorus
exporters (DGC, PAT, DDV) will experience a contraction about 25-35% yoy in
FY23F net profit from high base FY22.

Lower caustic soda prices following the China ‘s reopens

The domestic price of caustic soda is highly dependent on the China because China
exports about 40% of the demand for caustic soda in Vietham. Chinese caustic soda
price decreased 15.8% since Nov-22 following the re-operation of caustic soda
factories return to operation in 2023 and weak demand for aluminum consumption.
Furthermore, China reopen its economy will improve caustic soda supply in Vietnam.
Thus, we forecast caustic soda price to reach range US$700-US$800/tonne in 2023
(-15% yoy). Since the price contract is usually signed 3 months in advance, we
believe that the NP of the caustic soda companies such as CSV, HVT in the 1H23
will be lower compared to 2H22

Our stock pick is DGC

We prefer stocks that are having attractive valuations despite being in a down cycle.
Thus, our stock pick is DGC. In addition, the Chlor-alkali-vinyl (CAV) project’s phase
1 completion in 3Q24F will become the main revenue growth driver; contributing 25%
of annual revenue and making DGC’s sodium hydroxide factory number 1 in
commercial capacity in Vietnam.

Figure 1: Quarterly aggregated net profit growth of basic chemicals companies
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The export growth of major industries
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Basic chemicals export destination in 2022
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A sluggish start to the year 2023

After 2022 achieving impressive results, chemical exports showed signs of
slowing down in 2M23. Specifically, the export turnover of basic chemicals only
reached US$930m in the first 2.5 months of 2023, declining 10.9% due to weak
global demand. Chemical exports value is ranked 12th in the total export items
of Vietham in 2.5M23. We expect that discretionary demand of Vietham's export
chemical markets such as the China and the U.S will soften further into the end
of 2023F caused by on-going high inflationary expectation and, and potential
economic recession.

Figure 2: The NP growth of large electronic companies decelerated Figure 3: China producer price index for chemical recorded 96,100 in

in 4Q22
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Yellow phosphorus: global demand ease due to the compression of
semiconductor manufacturing

The economic downturn leads to a decrease in demand for electronic goods and
semiconductors in 2023. World Semiconductor Trade Statistics forecast the
global semiconductor market to shrink 4% in 2023 to US$557bn for the first
annual contraction since 2019. In addition, Taiwanese chipmaker TSMC - the
world's largest contract chipmaker forecast that first-quarter revenue would drop
5% yoy and it would slash annual investment as the major Apple Inc supplier
expects softer demand due to a slowing global economy. TSMC said its capital
expenditure in 2023 would decrease to US$32-36bn from US$36.3bn in 2022.
Thus, we think that the demand for yellow phosphorus — the input to produce
semiconductors will reduce in 2023. We forecast yellow phosphorus price will
achieve US$4,500-5,000 in 2023 following the weak demand for semiconductor.
As a result, we believe yellow phosphorus manufacturers such as DGC, PAP,
CSV, HVT will be affected due to weak demand.
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Figure 4: Global semiconductor sales is expected to decrease 4% Figure 5: We expect phosphorus prices to reach US$4,600 in 2023
yoy in 2023 (Units: US$bn) (US$/tonne)
700 30.00% 8,000
0,
600 25.00%
A \ 20.00% 7,000
500
‘ 15.00%
400 ' 10.00% 6,000
300 ' 5.00%
0.00%
200 5,000
-5.00% o —— —_
1oo ./ -10.00%
. 4,000
-15.00% ST A ) 4 - PP P

0

A LA LA LG, | SR L L S o i
2015 2016 2017 2018 2019 2020 2021 2022 2023F o 7 PG @ ¢ Y
mmmm Global semiconductor sales (USSbn) yoy (%) (RHS) s Phosphorus price (US$/tonne) Annual average (US$/tonne)
Source: Global data, VNDIRECT RESEARCH Source: Businesses Analytic, VNDIRECT RESEARCH

Caustic soda: more challenge ahead after the China ‘s reopens

The domestic price of caustic soda is highly dependent on the China because
China exports about 40% of the demand for caustic soda in Vietham. Caustic
soda price in China decreased 15.8% since Nov-22 as caustic soda factory in
China return to operation in 2023 and weak demand for aluminum consumption.
Furthermore, China reopen its economy will improve caustic soda supply in
Vietham. Thus, we forecast caustic soda price to reach range US$700-
US$800/tonne in 2023 (-15% yoy). Since the price contract is usually signed 3
months in advance, we believe that the NP of the caustic soda companies such
as CSV, HVT in the 1H23F will be lower compared to 2H22.

Figure 6: We forecast caustic soda to reach US$800/tonne in 2023 (Unit: Figure 7: Consumption structure of caustic soda in 2021
US$/tonne)
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The possibility of higher electricity expenses in FY23F

Electricity costs account for 20-30% of the total cost of basic chemical
production. We see Vietnam power sector will record a fast electricity
consumption growth in 2022-30F period, following the expected high GDP
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growth. According to the PDP8 draft high-load scenario, power demand will
increase at high forecasted CAGR of 9.2% in 2023-30F. Thus, we believe that
GM of chemical enterprises will edge down in 2023 due to 1) higher electricity
cost and 2) lower average selling prices. Overall, we forecast GM’s basic
chemical to decrease 4-6% pts yoy in 2023F.

DGC - Vietnam's leading producer of phosphorus and phosphorus-based
products, posted VND3,112bn in 4Q22 net revenue (-10% yoy and -15.8% qoq).
DGC’s GM slumped 4.4% pts yoy in 4Q22 due to 1) lower average selling price
and 2) higher input cost such as sulfur, coke, phosphates. Thus, DGC’s NP in
4Q22 decreased 21% yoy, to VND1,032bn. For FY23F, we forecast that DGC’s
revenue and net profit will dropped 24.4% and 35.1% yoy, respectively following
the weak demand for fertilizer and semiconductor in 2023.

We still like DGC because:

e DGC is Asia's largest exporter of yellow phosphorus - an essential
material for semiconductor manufacturing and food and beverage
industry.

e We expect DGC’s NP to rebound in FY24F (+13.7% yoy) thanks to
demand recovery for electronic items and the contribution from chlor-
alkali-vinyl segment.

e The Chlor-alkali-vinyl (CAV) project’s phase 1 completion in 3Q24F will
contribute 25% of annual revenue and making DGC’s sodium hydroxide
factory number 1 in commercial capacity in Vietham.

e Currently, DGC is traded at 5.4x FY23F P/E, which is a 27% discount to
its 1-year average of 7.0x. We believe this valuation is relatively
attractive for leading producer of phosphorus and phosphorus-based
products and is planning to expand new products in short term.

Figure 8: Peer comparison in chemical export industries

3year-
EPS
TP Marketcap  P/E (x) P/BV (x) growth ROE (%) ROA (%)

Company Ticker Recom, LC$ UsS$m TTM FY23F Current FY23F CAGR FY22 FY23F FY22 FY23F
Duc Giang Chemicals JSC DGC VN Add 72,200 4726 3.5 5.4 1.9 1.7 116.0 67.4 30.5 51.2 253
Viet Tri Chemicals JSC HVT VN na na 220 31 na 1.3 na 88.6 50.1 na 29.7 na
South Basic Chemicals JSC CSV VN na na 38.0 35 na 0.9 na 226 26.9 na 216 na
DAP Vinachem Co Ltd DDV VN na na 43.0 3.5 na 0.7 na na 213 na 16.3 na
Mean 4.3 5.6 1.2 1.7 75.8 414 305 29.7 253
Median 3.5 5.4 1.1 1.7 88.6 385 305 257 253

Source: VNDIRECT RESEARCH, BLOOMBERG (Data as in 28 March 2023)

Investment risks

Longer-than-expected inflation in the U.S. market will reduce shopping demand
for non-essential product. Additionally, higher than expected electricity cost will
narrow GM'’s basic chemical companies in 2023.
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DUCGIANG CHEMICALS & DETERGENT POWDER JSC - DGC Add

Attractive valuation despite weak outlook

BASIC MATERIALS | Update

Consensus*: Add: 5 Hold:1 Reduce: 1

Target price / Consensus: +2.3%
Key changes in the report
Decreased EPS FY23F by 15.1%

Previous rating Add
Previous TP VND79,200
Current price VND51,800
52w high (VND) 134,700
52w low (VND) 49,400
3m Avg daily value (VNDmn) 101,071
Market cap (VNDbn) 19,976
Free float 47%
Dividend yield 2.11%
TTM P/E (X) 35
Current P/B (x) 1.9
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Ngo Thi Ngoc Lan 6.6%
Dao Huu Kha 6.0%
Others 69.0%
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Target price (12M)
VND72,200

DGC recorded FY22 revenue of VND14.445bn (+51.2% yoy) and NP of
VNDS5,566bn (-133.0% yoy), fulfilling 95.5% and 98% of our forecasts.

We revise down FY23F NP forecast by 15.1% due to weaker demand
amid the global economic slowdown.

Reiterate to ADD rating with lower TP of VND72,200/share

4Q22 net profit continued its downward trend after peaking in 2Q22

4Q22 revenue decreased by 9.9% yoy to VND3,112bn following weaker demand
amid the global economic slowdown. DGC’s GM slumped 4.4% pts yoy in 4Q22 due
to 1) lower average selling price and 2) higher input cost such as sulfur, coke,
phosphates. Thus, DGC’s NP in 4Q22 decreased 21% yoy, to VND1,032bn, the
lowest level since 3Q21. For FY22, DGC recorded revenue of VND14.445bn
(+51.2% yoy) and NP of VND5,566bn (-133.0% yoy), fulfilling on 95.5% and 98% of
our forecasts.

More challenges ahead

The economic downturn leads to a decrease in demand for electronic goods and
semiconductors in 2023. World Semiconductor Trade Statistics forecast the global
semiconductor market to shrink 4% in 2023 to US$557bn for the first annual
contraction since 2019. Thus, we think that the demand for yellow phosphorus — the
input to produce semiconductors will reduce in 2023. We forecast DGC'’s yellow
phosphorus sale volume to decrease 25.9% yoy, to 40,000 tonnes in 2023. In
addition, according to the PDP8 draft high-load scenario, power demand will
increase at high forecasted CAGR of 9.2% in 2023-30F. Thus, we believe that GM
of DGC will edge down in 2023 due to 1) higher electricity cost and 2) lower average
selling prices. We forecast GM’'s DGC to decrease 6.9% pts yoy in 2023.

Change to forecast

We decrease FY23F phosphorus chemicals revenue by 20.6% vs. previous forecast
due to weaker demand from the electronics sector. We decrease agricultural
phosphate revenue 19.6% in FY23F versus our previous forecast mainly driven by
weak demand in the domestic market. We lower DGC’s GM by 1.9% pts as 1)
electricity cost increase 10% yoy and 2) yellow phosphorus’s ASP decrease 10.5%
yoy. As a result, we revise down FY23F NP forecast by 15.1%. We expect DGC'’s
NP to rebound in FY24F (+13.7% yoy) thanks to demand recovery for electronic
items and the contribution from chlor-alkali-vinyl segment.

Reiterate to ADD rating with lower TP of VND72,200/share

We revise down our TP by 8.7% following an FY23F EPS downgrade of 15.1%,
respectively. Our valuation is based on a P/E target of 7.0x — lower 12.5% vs.
previous target P/E due to weaker outlook in 2023. The recent share price slump
has dragged DGC’s FY23F P/E to only 5.4x, 27% discount to its 1-year average. We
believe this valuation is relatively attractive for a country leading phosphorus
producer with nearly risk-free to FX volatility and rate hike.

Financial summary (VND) 12-21A 12-22A 12-23E 12-24E
Net revenue (bn) 9,551 14,445 10,925 11,465
Revenue growth 53.1% 51.2% (24.4%) 4.9%
Gross margin 33.3% 46.7% 39.8% 45.0%
EBITDA margin 25.5% 42.9% 36.1% 37.8%
Net profit (bn) 2,389 5,566 3,610 4,105
Net profit growth 163.5% 133.0% (35.1%) 13.7%
Recurring profit growth 165.2% 140.1% (35.1%) 13.7%
Basic EPS 6,436 14,994 9,725 11,059
Adjusted EPS 6,249 14,601 9,387 10,675
BVPS 16,306 28,155 35,680 42,689
ROAE 48.0% 67.4% 30.5% 28.2%

Source: VNDIRECT RESEARCH
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Rolling P/E (x) (Ihs)
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01-20A 07-20A 01-21A 07-21A

Income statement
(VNDbn)

Net revenue

Cost of sales

Gen & admin expenses
Selling expenses
Operating profit
Operating EBITDA
Depreciation and amortisation
Operating EBIT
Interest income
Financial expense

Net other income
Income from associates & JVs
Pre-tax profit

Tax expense

Minority interest

Net profit

Adj. net profit to ordinary
Ordinary dividends
Retained earnings

Balance sheet
(VNDbn)

Cash and equivalents
Short term investments
Accounts receivables
Inventories

Other current assets
Total current assets
Fixed assets

Total investments

Other long-term assets
Total assets

Short-term debt
Accounts payable

Other current liabilities
Total current liabilities
Total long-term debt
Other liabilities

Share capital

Retained earnings reserve
Shareholders' equity
Minority interest

Total liabilities & equity

—— EPS growth (rhs)

01-22A

12-22A
14,445
(7,694)
(152)
(600)
5,999
5,797
202
5,999
533
(150)
(6)
0
6,376
(339)
(@72)
5,566
5,566
(a11)
5,155

12-22A
1,535
7,471
919
1,000
60
10,985
2,015
29
376
13,405
468
326
1,778
2,571

3,798
5,084
10,451
382
13,405

07-22A

01-23E

12-23E
10,925
(6,579)
(87)
(492)
3,767
3,555
212
3,767
427
(80)
22
0
4,135
(219)
(306)
3,610
3,610
(2,278)
1,332

12-23E
958
8,667
1,198
1,100
129
12,053
1,740

1,367
15,159
655
219
650
1,524

0
3,798
8,117

13,244
391
15,159

200%
158%
117%
75%
33%
-8%

-50%

12-24E
11,465
(6,303)
(92)
(516)
4,554
4,168
386
4,554
213
(88)
23
0
4,702
(249)
(348)
4,105
4,105
(1,139)
2,966

12-24E
611
10,400
1,383
1,210
136
13,741
3,670
0
483
17,894
688
210
657
1,555

3,798
10,666
15,846

492
17,894

Rolling P/B (x) (Ihs)

6.2
5.2
4.2
3.2
22
12

0.2

01-20A 07-20A 01-21A 07-21A

Cash flow statement

(VNDbn)

Pretax profit

Depreciation & amortisation

Tax paid

Other adjustments

Change in working capital

Cash flow from operations

Capex

Proceeds from assets sales

Others

Other non-current assets changes
Cash flow from investing activities
New share issuance

Shares buyback

Net borrowings

Other financing cash flow

Dividends paid

Cash flow from financing activities
Cash and equivalents at beginning of period
Total cash generated

Cash and equivalents at the end of period

Key ratios

Dupont

Net profit margin
Asset turnover

ROAA

Awg assets/awg equity
ROAE

Efficiency

Days account receivable
Days inventory

Days creditor

Fixed asset turnover
ROIC

Liquidity

Current ratio

Quick ratio

Cash ratio

Cash cycle

Growth rate (yoy)
Revenue growth
Operating profit growth
Net profit growth

EPS growth
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——ROAE (rhs)

01-22A 07-22A

12-22A
6,376
212
(339)
0
(192)
6,058
157
5
128
(3,802)
(3,513)
85

(371)
(436)
(411)
(1,133)
124
1,412
1,535

12-22A

38.5%
1.33
51.2%
1.32
67.4%

13.0
47.4
155
6.94
49.2%

4.3
3.9
3.5
45.0

51.2%
136.0%
133.0%
133.0%

01-23E

12-23E
4,135
386
(219)
0
(879)
3,423
(885)
5
427
(3,030)
(3,484)
0

511
1,251
(2,278)
(516)
1,535
77)
958

12-23E

33.0%
0.76
25.3%
1.21
30.5%

36.0
61.0
12.2
5.82
25.3%

7.9
7.2
6.3
84.8

(24.4%)
(37.2%)
(35.1%)
(35.1%)

73%
63%
53%
43%
33%
23%

13%

12-24E
4,702
556
(249)
0
(226)
4,783
(2,285)
5
213
(3,923)
(5,991)
0

306
1,694
(1,139)
861
958
(347)
611

12-24E

35.8%
0.69
24.8%
1.14
28.2%

40.1
70.3
12.2
4.24
24.1%

8.8
8.1
7.1
98.1

4.9%
20.9%
13.7%
13.7%

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

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

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

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

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.
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