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¢ Vinamilk acquired GTNFOODS and its affiliates
¢ One step back to make two steps forward

¢ Shares are still attractive for long-term view

Vinamilk acquired GTNFoods and its affiliates

VNINDEX 905 ) ) L . ,
HNXINDEX 133 Vietnam Dairy Products JSC (VNM VN), or Vinamilk, finished M&A transaction with
Market cap (VNDbn) 227,981 GTNFoods JSC (GTN VN) in 2019 and has been stepping further with the acquisition
Outstanding shares (mn shares) 209 of Moc Chau Milk (MCMilk) in 2020. These two M&A transactions broke the silence
Free float shares (mn shares) 1,488 . I . X . i
52-week high/low (VND) 112,917/69,750 of Vinamilk in M&A market since their latest acquiring of VietSugar (2017) and
30-day avg. trading vol. (mn shares) 1.8  Driftwood (2013). Vinamilk is not a quick player in M&A market, but they are
30-day avg. turnover (VNDbn) 1837 aggressive and good at timing in every single deal. Vinamilk has shown that their
Foreign ownership (%) 65.3 . . X . . o
Major shareholders F&N Dairy 177 M&Atransactions always deliver bearing fruit in terms of enhancing the profitability
(%) LT"?S‘me’\‘/F ';te- Ltd 106 of both parties. Thus, we think these recent M&A deals with GTNFoods group to
atinum Victory . . . . . .
Pte. Ltd provide Vinamilk not only extensive expansion tools used for market share but also
Absolute performance M 162 3n intensive enhancement for their vertical value chain.
(%) 6M 439
12M 99 One step back to make two steps forward
Relative performance 3M 6.5
to VNINDEX (%) 6M 72 There are doubts about the acquirers’ ability to deliver synergies which gives a
12M 10.1 . . L
0 higher value to shareholders after M&A transactions. Thus, it is almost the same
Py N I (15 Vinamik (9 (VND) situation with Vinamilk’s case. The huge money spent on the M&A deal and higher
1,100 r 12000 SG&A costs will lead to a modest net profit growth (~1% p.a.) for VNM at the initial
stages. However, we believe that this is a high earnings accretive rather than a
900 r 100000 dilutive in the long-term view.
Shares are still attractive for long-term view
700 80,000
Vinamilk’s shares have gained +61.0% by 30 September 2020 since the bottom of
500 soo  VYND67,770 (23 March 2020) and erased the losses in 1H20 due to the COVID-19
NS WS R0 0sR0 0320 pandemic. But we think that share price is still undervalued. We think that the bear
fruit of this deal will be uncovered soon through the growth of Vinamilk in the long-
term.
Yearto Sales opP Pre-tax NP EPS EPSGrowth BPS PER EV/EBITDA PBR ROE Net debt
December (bnVND)  (bnVND)  (bnVND)  (bnVND) (VND) (%) (VND) (x) (x) (x) (%) ratio (%)
2015 40,080 8,772 9,367 7,773 4,053 537 11,973 21.9 14.7 7.4 34.7 82.8
2016 46,794 10524 11,238 9,350 4,859 199 12,728 215 14.8 8.2 39.3 80.6
2017 51,041 11,430 12,229 10,296 5,296 90 13422 328 229 13.0 405 86.1
2018 52,562 11,212 12,052 10,227 5,295 (0.0) 14,805 227 15.6 8.1 37.5 69.2
2019 56,318 12,182 12,796 10,581 5,478 35 15,79 213 13.8 7.4 35.8 67.8

Source: Bloomberg, Company data, Shinhan Securities Vietnam / Note: TB =turn black, TR =turn red, RR = remain red

Shinhan Securities Vietnam Co. Ltd. does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may have a conflict of
interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their investment decision. Analysts employed by Shinhan Securities
Vietnam Co. Ltd., or a non-US affiliate thereof, are not registered/qualified as research analysts with FINRA, may not be associated persons of the member and may not be subject to FINRA
restrictions on communications with a subject company, public appearances and trading securities held by a research analyst account. For analyst certification and important disclosures, refer

to the Compliance & Disclosure Notice at the end of this report.
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The synergies of M&A deal with GTNFoods and its affiliates

Vinamilk returned to Vietnam M&A market via the friendly acquisition of GTNFoods JSC
(GTN VN) in 2019, and through the deal, they indirectly own Vietnam Livestock Corp. JSC
or Vilico (VLC VN) and Moc Chau Milk or MCMilk (unlisted). The acquisition is expected to
bring mutually synergies to both parties, including:

1. Via taking advantage of MCMIilk, Vinamilk will both extensively and intensively expand.
MCMilk provides Vinamilk one of the best areas in Vietnam with great quality of raw
materials and a favorable location to reach exporting markets (i.e. China). Also, MCMilk
currently owns 9% and 35% of nationwide and Nothern Vietnam market share,
respectively. Thus, we believe that MCMilk will be a new key and unique growth driver for
Vinamilk in long-term view, especially when there are not many sizable M&A opportunities
for Vinamilk left in the local dairy market in order to inorganically expand their market
share.

2. MCMilk will be one of the key beneficiaries from Vinamilk’s acquisition, including
management restructuring, modern technologies, and funding. Consequently, we expect
that MCMilk will improve their margins significantly in post-deal management.

Key events of Vinamilk’s M&A transactions

Event Timeline Pre-event direct ownership Post-event direct ownership
Vinamilk completely acquired GTNfood. April - September, 2019 0% stake in GTN 75.3% stake in GTN
Madam Mai Kieu Lien (BOD member of Vinamilk) became
the chairwoman of GTNfood, Vilico, and MCMilk.
MCMilk announced an additional share issuance plan

February 12t - 20, 2020

(43.2mn share or 39.3%) to strategic investors (Vinamilk & July 01% 2020 MCMilk (VNM: 0%; GTN: 0%; = MCMilk (VNM: 8.9%; GTN:
GTNfood), existing shareholders (Vilico), and their VLC: 51.0%) 26.8%; VLC: 32.5%)
employees.
- o August 18t —
Vilico announced to purchases 2mn shares of Vinamilk. VLC owns 0% of VNM VLC owns 0.11% of VNM

September 16%, 2020

MCMilk shares will be listed on the stock exchange in 2021. Expected to be in 1H2021

Source: Company data, Shinhan Securities Vietnam Research

The post-deal diamond structure of Vinamilk
Vinamilk directly and indirectly holds
8.85% and 38.25% stake in MCMilk,

Vinamilk
V.
27, respectively . Thus, Vinamilk holds 47.1%

8.85% Z economic interest of MCMilk.
GTNFoods directly and indirectly holds

74.5% s 26.78% and 24.23% stake in MCMilk,
GTNFood Vilico respectively . Thus, GTNFoods holds 51.0%
economic interest of MCMilk.

5 Vinamilk indirectly holds 56.09% of Vilico
')&% o\ via GTNFoods

MC Milk

— Tier-2’s direct ownership to each other

Vilico also purchased 2.2mn share of
Vinamilk (or 0.11% stake)

— Vinamilk’s direct ownership

"""" * Vilico holds stake in Vinamilk

Source: Company data, Shinhan Securities Vietnam Research
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“It is a very common sense that M&A
transactions are not always successful to
related parties. Investors are usually
skeptical whether M&As are accretive or
dilutive for acquirers as well as absorbed
companies. Theoreticall, an ME&A
transaction is accretive if the combined
company’s earnings per share (EPS) is
higher than the buyer’s standalone EPS
prior to the transaction. Meanwhile, it is
dilutive if the blended EPS is lower, and
neutral if the EPS remains unchanged
afterward.”

One step back to make two steps forward

The recent Vinamilk’s M&A deals seemed likely to be dilutive to the combined entity in
the short-term. However, we believe that the post-deal company will bear fruit in mid-
term view thanks to the strong management and restructuring practices proved via the
success of their previous deals. Eventually, these M&A deals will turn to be accretive in
our long-term view, which is a strong catalyst for a higher valuation of Vinamilk.

Vinamilk would post single-digit (~1% YoY) net profit growth over the next 3 years, in
light of: 1) annual impairment charge of goodwill from the M&A transaction and 2)
minor contribution of GTNFoods as well as MCMilk. In detail, the company spent
VND3.8tn (7.5% of its total assets by end-1H2020) to purchase stakes in GTNFoods and
its affiliates, which was recorded as goodwill of “VND2.2tn. Vinamilk will record an
impairment charge of VND200bn (accounting for 1.7% of its 5-year average pre-tax
profit) annually for this goodwill in 10 years. Moreover, the profitability of the whole
GTNFood group is far lower than that of Vinamilk, which is considered as a dilutive
effect for Vinamilk.

We believe that the earnings dilution will last only in the short-lived for Vinamilk, which
has strong experience in restructuring the absorbed entities. Once Vinamilk is able to
well manage the absorbed entities and promote their synergies, we think that Vinamilk
and the related parties will enjoy higher growth in both top and bottom-line. Moreover,
the management of Vinamilk showed that they have been talented in post-M&A
restructuring through their share buyback. Specifically, the share buyback via Vilico has
brought more confidence to Vinamilk’s shareholders in their good management in both
daily operations as well as the financial position of the post-deal entities.

The post-deal ownership structure of MCMilk

Others, 31.8% Vilico, 32.5%

Vinamilk, 8.9% GTNFoods,

26.8%

Source: Company data, Shinhan Securities Vietnam Research

The bearing fruit of the acquisition

We think that the synergies of this acquisition transaction are improving the
profitability of the combined entity. Vinamilk will also make their effort in exploiting
MCMilk as a new key driver to deliver higher value to their shareholders in the long run.

MCMilk is not only the ultimate target of the deals but also the greatest beneficiary
from the restructuring of Vinamilk, including: 1) rich experience of Vinamilk on brand
optimization, higher ASP negotiation, and large distribution network to boost sales; 2)
employing modern technologies to save selling and marketing costs, and 3) high
financing capability from Vinamilk for their expansion of production facilities and
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cowherds.

Notably, the ASP of MCMilk is 10-15% lower than other dairy leaders due to: 1) low
bargaining power to distributors and retailers and 2) classified as a low-end brand.
When MCMilk is under the umbrella of Vinamilk, we expect their ASP will be improved
via premiumization strategy. MCMilk would have a convergence of necessary
conditions to upgrade to a premium brand and increase their ASP by 15-20%.

MCMilk plans to upgrade their capacity of liquid milk production via a new factory,
which has a total CAPEX of VND1.6tn for upgrading their current factory, farms, and
cowherds. The new plan will be financed by Vinamilk and current shareholder (ESOP)
and commence operation in 2024-26. MCMilk targets to expand a new farm with a size
of 4,000 cows from the current of 3,000 cows and buy 2,000 new cows. Moreover, we
think that the upcoming Hoa Binh-Son La highway is expected to shorten travel time
from Hanoi to Moc Chau and unlock the potentials of this remoting area. Thus, MCMilk
would reduce cargo transportation costs and reach further markets.

In conclusion, MCMilk is a perfect match to fit in the “steady growth” business model
of a mature dairy company like Vinamilk. When Vinamilk successfully scales MCMilk up,
it will turn into a higher level of the growth path which results in a growth rate of a two-

digit number.
Vinamilk’s extensive distribution network Potential increase ASP of MCMilk
Type Network Amount ('000 dong) B ASP of freshmilk (*)
Sales branches 3 360
Distribution
Logistics enterprises 3 320
Distributors 200
280
Nationwide retail point 251,000
. 240
Trading "Vietnam Deiry Dream" stores 430
Mnvenience stores 1,356 200 -
= = ] = = =
Large & small supermarket 3,899 = E 35 = = =
= = 5 5 = =
Foreign countries |Exporting to 5 continents and 53 countries = 2 '; a8 P
—
Source: Company data, Shinhan Securities Vietnam Research Source: Company data, Shinhan Securities Vietnam Research; (*) ASP for a package of 48
180ml-boxes
Increasing in the market share of Vinamilk
(%) vinamilk is expected to gain addtional 9% freshmilk
go Mmarketshare of MCMilk to reach 51% in 2020
9
50
40
30
20
10
0
Vinamilk MCMilk Post-deal Vinamilk

Source: Euromonitor, Neilsen, Shinhan Securities Vietnam Research
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Vinamilk’s PER band chart Vinamilk’s PBR band chart
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Source: Bloomberg, Shinhan Securities Vietnam Research Source: Bloomberg, Shinhan Securities Vietnam Research

Vinamilk’s relative stock price
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Source: Bloomberg, Shinhan Securities Vietnam Research
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Compliance & Disclosure Notice

Analyst Certification

¢ The following analysts hereby certify that their views about the companies and securities discussed in this report are accurately expressed and that they have not received and will not
receive direct or indirect compensation in exchange for expressing specific recommendations or views in this report: An Nguyen

Important Disclosures & Disclaimers

¢ Asof the date of publication, Shinhan Securities Vietnam Co. Ltd. does not beneficially own 1% or more of any class of common equity securities of the following companies mentioned in
this report: Vietnam Dairy Product JSC, GTNFoods JSC., Vietnam Livestock Corp. JSC, Moc Chau Milk JSC.,

Shinhan Securities Vietnam Co. Ltd. or one of its affiliates has not managed or co-managed a public offering of securities for the companies mentioned in this report in the past 12 months.
During the last 12 months, the companies mentioned in this report were not an investment banking client of Shinhan Securities Vietnam Co. Ltd. and/or one or more of its affiliates.
Shinhan Securities Vietnam Co. Ltd. or one of its affiliates has not received compensation for investment banking services from such companies in the past 12 months.

Shinhan Securities Vietnam Co. Ltd. or one of its affiliates does not expect to receive or intends to seek compensation for investment banking services from such companies or one of their
affiliates in the next three months.

¢ Shinhan Securities Vietnam Co. Ltd. or one of its affiliates, and/or their respective officers, directors or employees may have interests, or long or short positions, and may at any time make
purchases or sales as a principal or agent of the securities of the companies mentioned in this report.

* As of the date of publication, research analysts responsible for this report and members of their households do not have any financial interest in the debt or equity securities of the
companies mentioned in this report.

# Research analysts responsible for this report receive compensation based upon, among other factors, the overall profitability of Shinhan Securities Vietnam Co. Ltd., including profits derived
from investment banking. The analysts responsible for this report may also receive compensation based upon, among other factors, the overall profitability of sales and trading businesses
relating to the class of securities or financial instruments for which such analysts are responsible.

# Al opinions and estimates regarding the companies and their securities are accurate representations of the research analysts’ judgments, and may differ from actual results.

* This report is intended to provide information to assist investment decisions only, and should not be used or construed as an offer or a solicitation of an offer to buy or sell any securities.
The information herein has been obtained from sources deemed reliable, but such information has not been independently verified and no guarantee, representation or warranty,
expressed or implied, is made as to its accuracy, completeness or correctness. Shinhan Securities Vietnam Co. Ltd. makes a best effort but does not guarantee the accuracy, completeness
or correctness of information and opinions translated into English from original Vietnamese language materials. Shinhan Securities Vietnam Co. Ltd. accepts no liability whatsoever for any
direct, indirect and/or consequential loss arising from any use of this material or its contents. Stock selection and final investment decisions should be made at the investor’s own and sole
discretion.

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

* Investing in any Vietnamese securities or related financial instruments discussed in this research report may present certain risks. The securities of Vietnamese issuers may not be registered
with, or be subject to the regulations of, the US Securities and Exchange Commission. Information on Vietnamese securities or related financial instruments may be limited. Foreign
companies may not be subject to audit and reporting standards and regulatory requirements comparable to those in effect within the US. The value of any investment or income from any
securities or related financial instruments discussed in this research report denominated in currencies other than the Vietnam dong is subject to exchange rate fluctuations that may have
a positive or adverse effect on the value of or income from such securities or related financial instruments.

Distribution

¢ United States: This report is distributed in the US by Shinhan Investment America, Inc., a member of FINRA/SIPC, and is only intended for major US institutional investors as defined in Rule
15a-6(a)(2) of the US Securities Exchange Act of 1934. All US persons that receive this document by their acceptance thereof represent and warrant that they are major US institutional
investors and have not received this report under any express or implied understanding that they will direct commission income to Shinhan Securities Vietnam Co. Ltd. or its affiliates.
Pursuant to Rule 15a-6(a)(3), any US 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 US. The securities described herein may not have been registered under the US Securities Act of 1933, as
amended, and, in such case, may not be offered or sold in the US or to US persons unless they have been registered or are in compliance with an exemption from registration requirements.

¢ All Other Jurisdictions: Customers in all other countries who wish to effect a transaction in any securities referenced in this report should contact Shinhan Securities Vietnam Co. Ltd. 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 Securities Vietnam Co. Ltd. and its affiliates
to any registration or licensing requirement within such jurisdiction.

Shinhan Securities Vietnam Co. Ltd. policies regarding conflicts of interest are available at: http://file.shinhaninvest.com/filedoc/clause/conflictofinterest.pdf
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