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VIETNAM PLASTIC PIPE SECTOR

INITIATION REPORT ¢ Construction plastic is the highest growth amongst five segments.
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Executive summary

Plastic pipe business is a part of building & construction plastic sector — a sub-sector
of plastic industry. The main products of Vietnam plastic pipe industry are uPVC,
HDPE, PPR pipes or profile bars serve for construction and infrastructure (supplying
and draining water system). Therefore, the growth of the industry strongly correlates
with the development of construction, real estate, and infrastructure industries. Despite
of plastic packaging accounts for the largest weight in the industry (37.4%), plastic
building & construction products is expected to show a strongest growth with the
highest CAGR of 8.94% during 2017-22.

Industry competitive

There are 200 companies, which are operating in building & construction plastic
industry. The competitive in the industry is not too severe, but mainly concentrating on
the leading plastic pipe producers likes Binh Minh Plastic JSC (market share: 28%),
Tien Phong Plastic JSC (26%) and Hoa Sen Group (10%). Therefore, it is considered
as an oligopoly market. Or the competitive landscape of the industry is quite
concentrated in the top, but highly defragmented at the bottom.

As a result, there must be some barriers to entry to enable firms to gain a significant
market share, including: 1) low technology and simple products; and 2) low capex and
realively low margins. However, compared to the other plastic sectors, construction
production has relatively higher entry barrier in terms of brand of product and
economies of scale. Thanks to the strong potential growth, construction plastic is one
of the most attractive targets for M&A in plastic industry from foreign players.

Disadvantages of the industry

The building & construction plastic industry as well as overall plastic industry in
Vietnam - heavily depends on imported raw materials. The local supplying raw
material only meets around 20%-30% of total domestic demand, thus the key risk of
local plastic companies is not only raw material prices but also the fluctuation of
exchange rate. However, in long-term Vietham will develop petrochemical industry,
which is expected to improve the supplying of plastic raw material.
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Vietnam Plastic Pipe Industry Overview: the highest growth potential amongst five segments

Plastic pipe business is a part of building & construction plastic sector — a sub-sector of plastic industry which includes 1)
packaging, 2) electrical & electronics, 3) building & construction (plastic pipe), 4) technical, 5) household and others, which
primarily include textiles, agriculture, medicine, sports, wind turbine, and solar panel installations. Despite of plastic
packaging takes the largest market share of the structure of the industry (37.4%), plastic building & construction products
is expected to show a strongest growth with the highest CAGR of 8.94% during 2017-22, mentioned by Ministry of
Construction (MoC). In fact, in 2017, the two sectors presented the highest growth rate year-over-year are construction
plastic and household plastic with 60% and 50%, respectively.

Figure 1. Plastic business by sub-sector (2017- 6T.2018) Figure 2. Plastic industry development plan by government
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The main products of Vietnam plastic pipe industry are uPVC, HDPE, PPR pipes or profile bars serve for construction and
infrastructure (supplying and draining water system). Therefore, the growth of the industry strongly correlates with the
development of construction, real estate and infrastructure industries.

Table 1. Productions list of building & construction plastic industry

Segment Sub-segment Business cycle Main product Key players

uPVC, HDPE, PPR pipes, Binh Minh Plastic JSC, Tien Phong
Cyclical profile bars, plastic doors Plastic JSC, Dong A Plastic JSC, Da

Construction

Building & Materials i i
and windows, panels, Nang Plastic, Hoa Sen Group

Construction ) )
. furniture used mainly for . .
Water infrastructure | Staple . Dong Nai Plastic JSC
construction needs

The value chain of plastic pipe industry includes two main parts: upstream and downstream. The upstream is petrochemical
refining and chemical enterprises. The downstream is plastic pipe producers.

Figure 3. Vietnam plastic pipe value chain
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The competitive of the industry: Staying at the average level

The total number of producers doing building & construction plastic products in Vietnam is 200 companies, accounting for
13.3% of total number of plastic companies. Of which, domestic enterprises still dominates the market with the market
shares of 85%. Relying on this, the competitive in the industry is not high, mainly concentrating on the leading plastic pipe
producers likes Binh Minh Plastic Jsc (28%), Tien Phong Plastic Jsc (26%) and Hoa Sen Group (10%). Almost foreign plastic
pipe producers in Vietnam come from China and Europe. Therefore, it is considered as an oligopoly market. To clarify, the
competitive landscape of the plastic industry is quite concentrated in the top, but highly defragmented at the bottom. That
means only a small amount of leading companies hold the majority of market share (more than 50%), meanwhile the rest
market share is divided to thousand companies.

Figure 4. Plastic pipe market share breakdown (2017) Figure 5. Plastic business by geographic (2017)
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As a result, there must be some barriers to entry to enable firms to gain a significant market share. For example, 1) low
technology and simple products; 2) low CAPEX and realively low margins. However, compared to the other plastic sectors,
construction and technical plastic production has relatively higher entry barrier in terms of brand of product and economies
of scale. Moreover, these segments have not alternative products and high brand loyalty. And the growing motivations for
the industry are : 1) the strong development of real estate and construction industry; 2) weak competition from imported
products; and 3) weak purchasing bargain of end-users (not easy to shift between suppliers). Thus, construction plastic is
one of the most attractive candidates for M&A in plastic industry.

Figure 6. Vietnam plastic market by application, 2015-2022
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Table 2. Finandial Ratios of Leading Plastic Pipe Producers (2018FY)

DONG A
HOA SEN BINH MINH TIENPHONG ooup  DONGNAI
GROUP PLASTICS JSC  PLASTIC JSC Jsc PLASTIC JSC
Sales (VND bn) 34,441 3,825 4,520 1,646 1,505
OP (VND bn) 1,266 663 450 102 90
OPM (%) 3.7 17.3 10.0 6.2 6.0
NP (VND bn) 409 465 332 59 83
NPM (%) 1.2 12.1 7.3 36 55
PER (x) 12.4 15.1 10.9 7.2 10.8
PBR (x) 1.0 2.9 1.6 0.7 1.5
ROE (%) 7.7 19.6 15.3 10.4 14.9
EV/EBITDA (x) 8.2 8.1 9.7 6.8 11.7
Figure 7. Stock Price Performance
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Source: Bloomberg, Shinhan Investment Corp.

M&A trend by foreign investors

The Vietnamese plastic industry, owing to its strong growth, is attracting the attention of foreign investors. Some
corporations from Thailand, Japan and South Korea have had acquisitions with domestic firms. In April 2018, Nawaplastic
Industry Co,, Ltd., a subsidiary of Thailand's SCG, has completed purchasing of an additional 185,970 shares in Binh Minh
Plastics JSC (BMP), taking the Thai investor closer to dominating BMP. After the deal, Nawaplastic increased its holdings in
BMP to 50.12% from 19.89% offering the group the opportunities to expand its share and presence in the country.

We expect FDI will continue to invest in Vietnam plastic, as they are planning to take advantage of domestic resources to
ensure reduced operational cost. This, in turn, will improve the operating of domestic companies.

Heavy dependent on import of raw materials

In Vietnam, plastic raw material accounts for approximately 80% of average cost of good sold of construction plastic
manufacturers. However, domestic supply plastic resin could meet only 13% of the total domestic demand in 2017. To fulffill
this demand for raw materials in the fastgrowing sector, Vietnam needs to increase the import of raw materials and auxiliary
chemicals. According to StoxPlus, total annual domestic resin demand is around 4.54 million tons, while domestic supply
only satisfies 626,000 tons. PVC account for 6% of imported raw materials are used for construction plastic manufacturing,
mainly imported from Taiwan.
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Figure 8. Top Exporters of Plastic Resin Vol to Vietnam, 2016
vs. 2017
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Figure 9. Average price/kg of Top exporter plastic resin to
Vietnam, 2017

- 1 33 I 61
44 .
1.38 ] 108
I I 1 | I I I I
AVERAGE Saudi Korea Taiwan Thailand  China

Arabic
w2017 m2016

Source: StoxPlus & Shinhan Investment Corp.
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The robust growth of end-user segments in Vietnam and the increasing demand for Vietnamese plastic products in the
global market are continuously driving the demand for PP, PE, and PVC resins in the country. Scarcity of local raw material
and producers are major barriers constraint for the stable growth and development of the Vietnamese plastic industry in

the longterm.

Thus, the Vietnam petrochemical master plan projects push the increase in downstream oil activities in order to meet plastic
raw material demand. Taking into account of all planned projects, domestic plastic resin production would reach 2.6 million
tons, meeting 26% of domestic demand in 2023 (compared to 13% in 2017). However, the domesticization rate of plastic
industry would still low and heavy dependency on import of raw materials.

Figure 10. Existing plastic raw material manufacturers in Vietnam
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Table 3. Upcoming projects in Vietham Petrochemical

Project Capacity (tons/year) Product Status

Existing domestic plastic resin capacity 630,000 PP, PVC, PS, EPS

Upcoming projects 3,800,000 PP, HDPE, LLDPE
Nghi Son Refinery & Petrochemical 400,000 PP Launch in 2018
Long Son 1,600,000 PP, HDPE, LLDPE Launch in 2021
Hyosung 300,000 PP Approval pending
Vung Ro Petroleum 700,000 PP Delayed
PTT-Aramco 800,000 PP Delayed

Source: StoxPlus & Shinhan Investment Corp.

Foreign exchange risk on plastic manufacturers

Vietnam imports more than 80% of plastic resin, which are USD-denominated. Therefore, the fluctuation of USD/VND
exchange rate will impact significantly on earning result of domestic plastic companies. State Bank of Vietnam targets to
devaluate Vietnam dong by 2%-5% annually that promises Vietnam's export competitiveness in global market.

Figure 11. Vietnam dong / US dollar
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Compliance Notice

+ Analyst Certification: The following analysts hereby certify the information and material presented in this report are accurate expressions of
their views, and that they have not received wrongful pressure to express such views.

+ As of the date of this report's publication, Shinhan Investment Corp.'s shareholdings in the company mentioned in this report do not exceed
1% of outstanding shares of the company.

+ As of this date, Shinhan Investment Corp. has not participated as the lead underwriter or advisor in issuance of the securities of the company
during the past 1 year.

+ As of this date, the covering analyst does not possess any financial interest in the securities or debt instruments convertible into such shares
of the company, which is required to be disclosed by law, and has not and will not receive any compensation of any kind whatsoever in exchange
for expressing specific recommendations.

+ All opinions and estimates regarding the company and its securities are accurate representations of the covering analyst's judgments as of this
date, and may differ from actual results.

+ This report is intended to provide information to assist investment decisions only and should not be used or considered an offer or the solicitation
of an offer to sell or to buy any securities. Stock selection and final investment decisions should be made at the dlient's own discretion.

+ This report is distributed to our clients only, and any unauthorized use, duplication, or redistribution of this report is strictly prohibited.

Distribution

+ United States: This report is distributed in the U.S. by Shinhan Investment America, Inc,, @ member of FINRA/SIPC, and is only intended for
major U.S. institutional investors as defined in Rule 15a-6(a)(2) under the U.S. Securities Exchange Act of 1934. All U.S. persons that receive
this document by their acceptance thereof represent and warrant that they are a major U.S. institutional investor and have not received this
report under any express or implied understanding that they will direct commission income to Shinhan Investment Corp. or its affiliates. Pursuant
to Rule 15a-6(a)(3), any U.S. recipient of this document wishing to effect a transaction in any securities discussed herein should contact and
place orders with Shinhan Investment America, Inc, which accepts responsibility for the contents of this report in the U.S. The securities
described in this report may not have been registered under the U.S. Securities Act of 1933, as amended, and, in such case, may not be offered
or sold in the U.S. or to U.S. person absent registration or an applicable exemption from the registration requirement.

+ Al Other Jurisdictions: Customers in all other countries who wish to effect a transaction in any securities referenced in this report should contact
Shinhan or its affiliates only if distribution to or use by such customer of this report would not violate applicable laws and regulations and not
subject Shinhan and its affiliates to any registration or licensing requirement within such jurisdiction.



