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VIETNAM FORTRESS TOOLS JSC

Capacity Expansion Due to Market Demand Growth

Trinh Nguyen - trinh.nh@vdsc.com.vn

Company overview:

Vietnam Fortress Tools JSC is going to list its shares on the Hanoi Stock Exchange in 2018. The company is a subsidiary of Formosa
Tools, a Taiwanese family-owned business founded in 1974. With a focus on providing quality and low-cost gardening products, Formosa
Tools has set up factories in Vietnam to lower its production costs. Fortress Vietnam is currently the manufacturing hub for Formosa
Tools, responsible to produce gardening tools.

Starting production in 2007, Vietnam Fortress Tools is currently operating two factories with a total capacity of 60 million gardening tools
per year and other products. The company produces a wide range of gardening equipment, in which pruning tools are the main
proportion of its sales. Vietham Fortress Tools' customers are foreign retailers, mainly concentrated in the US and Europe. Ninety-nine
percent of its sales come from exports.

Overall comment:

Vietnam Fortress Tools operates based on a well-developed production process that manufactures from raw materials. The major
inputs are steel plates imported from Taiwan. Steel is cut, sharpened and put through surface treatments, finally assembled along with
the handles. The average time from receiving orders to shipment is estimated at 45 days.

The rising demand for gardening tools provides good opportunities for growth

Vietnam Fortress Tools currently operates two factories on a two eight-hour shift basis, which could be increased to three shifts per day
to meet customers’ demand if necessary.

Vietnam Fortress Tools is expanding by building its third factory, with a capacity 1.3 times what it has currently. The factory is being built
on 20 acres of land near the two existing factories, costing USD 29 million to set up and is scheduled to start operation in 2019. This
factory will specialize in producing garden furniture and sporting goods. Right now, these items contribute only around 10% of total
sales. Seeing potential in the growth for sporting goods and gardening furniture, Fortress Tools has decided to push this segment as it
has successfully raised sufficient capital to fund the factory. Fortress expects the new factory to contribute about around USD 100 million
in annual revenues by 2020 which will then account for 80% of the company’s forecasted sales.

Fortress’'s main customers are large retailers in the US and the EU. Its current customer list includes large garden tools suppliers such as
Lidl (Europe), Walmart, Home Depot (the US), Daishin (Japan) and Carrefour (France). Fortress has long-term contracts with each of its
customers. We consider long-term contracts between producers and retailers to be less risky compared to the traditional partnerships
that is common among Vietnamese producers. Therefore, the fact that Fortress secures its customers’ orders under long-term contracts
plays an important role in improving its inventory management efficiency and is an indicator of Fortress’s potential growth.

Fortress has a strategic partnership with Lidl, a German global discount supermarket chain operating over 10,000 stores worldwide.
Fortress expects Lidl to be its major customer buying 50% of the company’s output in 2020. It shows the potential for Fortress revenue
growth when its third factory starts production in 2019. Lidl will also support Fortress in financial planning, credit line and material
purchases.

Formosa Tools set up its production hub in Vietnam to take advantage of lower production costs.

Manufacturing labor cost in Vietham is estimated to be roughly half that of China, which Fortress management considers the key in their
strategy.

Additionally, set up cost is another important factor. China’s Ministry of Land and Resources calculated the land price for industrial use
at around USD 124 per square meter, whereas in Vietnam it is around USD 60 per square meter. Taking into account the construction
cost, the Taiwanese company estimates that setting up its third plant in Vietnam saves around USD 6 million compared to doing that in
China.

Please see penultimate page for additional important disclosures. Bloomberg: VDSC <GO>
Viet Dragon Securities Corp. (“VDSC") is a foreign broker-dealer unregistered in the USA. VDSC research is prepared by research analysts who are not registered in
the USA. VDSC research is distributed in the USA pursuant to Rule 15a-6 of the Securities Exchange Act of 1934 solely by Rosenblatt Securities Inc, an SEC

registered and FINRA-member broker-dealer.
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The new plant will be 30 minutes from the seaport, which will help reduce transportation costs.

Finally, yet importantly, Fortress is an exporting firm and is not taxed on imported goods, which we think is a critical element in lowering
its costs of production. Using the ‘government policies’ for foreign investors, Fortress is able to supply to the market a standard quality
product with a competitive price.

Financials:

Fortress grew its revenues substantially over the last few years; CAGR of 16% during the period 2014-2017. However, as it is going to
derives over 50% of its revenue from sales to Lidl (now 18%), investors should watch out for a dependency risk, as unfavorable growth
of that retailer could affect Fortress’s development.

Fortress's gross margin improved as well, rising from 6.6% in 2014 to 22.3% in 2017 thanks to the efficiency of the second factory. As a
result, its net margin also rose strongly from 0.4% to 11.4% over the same period. The third factory is expected to improve total
profitability when it starts operation in 2019.

Fortress imports most of its inputs from the parent company in Taiwan, who charges a 10% management fee. We estimate that 56% of
the company’s COGS was imported from Taiwan in 2017, which means the management fee accounted for over 5% of Fortress’s COGS.
Therefore, if Fortress can decrease the proportion of imports from Taiwan, its profitability will improve.

We are concerned about Fortress’ cash flows because the company’s short-term liquidity is locked up in inventories. The company’s
inventories are between 293 and 369 days. This is equivalent to a year’s production, resulting in a slow cash conversion cycle. This means
that as the third factory starts operation, Fortress's capacity will increase three folds and there may be a strong cash outflow due to
inventory increases. Therefore, unless payables or advances from customers manage to increase at the same rate, Fortress will have to
take short-term loans, which means higher interest payments and deteriorating profit margins. However, Fortress expects that the
partnership with Lidl will help with shortening the cash conversion cycle by taking L/C from this retailer.
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Appendix:

Figure 01: Vietnam Fortress Tools
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Figure 02: Vietnam Fortress Tools product lines
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Figure 03: Manufacturing labor cost per hour
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Figure 04: Sales breakdown by product lines Figure 05: Revenue breakdown by markets
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Figure 06: Lidl’s operating outlets and market shares Figure 07: Growth rates of major gardening tools markets
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VND Billion
INCOME STATEMENT FY2014 FY2015 FY2016 FY2017
Revenue 350 378 459 545
COGS 327 331 384 424
Gross profit 23 46 75 122
Selling Expense 8 7 8 12
G&A Expense 16 14 22 29
Finance Income 1 3 -4 -3
Finance Expense 8 22 20 16
Other profits 10 -3 0 0
PBT 2 3 20 62
Prov. of Tax 0 2 -2
Minority’s Interest 0 0 0 0
PAT to Equity Shareholder 2 18 64
EBIT -1 26 45 81
EBITDA 19 47 66 106
FINANCIAL FY2014 FY2015 FY2016 FY2017
Growth (%)
Revenue N/A 7.8 215 18.9
EBITDA N/A 146.1 40.2 61.2
EBIT N/A -3648.6 754 80.2
PAT N/A 98.7 464.7 257.6
Total assets N/A 8.6 213 59.1
Total equity N/A 48.7 335 249.8
Profitability (%)
Gross margin 6.6 12.3 16.3 223
EBITDA margin 54 12.4 14.4 19.5
EBIT margin -0.2 6.8 9.8 14.8
Net margin 0.5 0.8 3.9 11.7
ROA 0.3 0.5 24 53
ROCE -0.7 16.8 16.6 1.7
ROE 1.6 2.1 8.9 9.1
Efficiency (x)
Receivables turnover 2.3 1.9 1.7 1.6
Inventories turnover 1.2 1.1 1.2 0.8
Payables turnover 1.2 2.0 1.9 2.0
Liquidity (x)
Current 0.9 1.1 1.3 1.8
Quick 0.4 0.4 0.6 0.7
Finance Structure (%)
Total debt/equity 196.3 200.7 170.8 56.1
ST debt/equity 188.6 199.3 137.7 40.3
LT debt/equity 77 14 33.1 15.8

VND Billion
BALANCE SHEET FY2014 FY2015 FY2016 FY2017
Cash and cash equivalents 1 0 0 13
Short-term investments 5 0 4 10
Accounts receivable 154 201 277 337
Inventories 268 298 321 537
Other current assets 5 4 7 1
Property, plant & equipment 13 96 78 151
Acquired intangible assets 9 9 9 0
Long-term investments 0 0 0 0
Other non-current assets 13 9 53 142
Total assets 568 617 749 1,191
Accounts payable 269 166 203 216
Short-term borrowings 190 299 276 282
Long-term borrowings 8 2 66 111
Other non-current liabilities 0 0 0 0
Bonus and Welfare fund 0 0 4 30
Tech-sci. dev. fund 0 0 0 0
Total liabilities 467 467 549 639
Common stock and APIC 54 101 125 565
Treasury stock (enter as -) 0 0 0 0
Retained earnings 47 49 76 132
Other comprehensive income 0 0 0 0
Inv. and Dev. Fund 0 0 0 3
Total equity 101 150 200 701
Minority Interest 0 0 0 0
CASH FLOW STATEMENT FY2014 FY2015 FY2016 FY2017
Profit before tax 2 3 28 68
-Depreciation 84 21 21 23
-Adjustments (57) 20 17 18
+/- Working capital (61) (186) (90) (259)
Net Operating CFs (32) (142) (24) (150)
+/- Fixed Asset (197) 5 1 (78)
+/- Deposit, equity investment 176 4) (37) (103)
Interest, div, cash profit rec. - - - -
Net Investing CFs (22) 1 (36) (181)
+/- Capital 54 47 24 292
+/- Debt 198 103 41 51
Dividend paid & other (199) (6) (5) 1
Net Financing CFs 53 144 60 343
Beginning cash & equivalents 2 1 0 0
+/- cash & equivalents (M 3 0 12

Ending cash & equivalents 5 9 7 19
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DISCLAIMERS

This report is prepared in order to provide information and analysis to clients of Rong Viet Securities only. It is and should not be
construed as an offer to sell or a solicitation of an offer to purchase any securities. No consideration has been given to the investment
objectives, financial situation or particular needs of any specific. The readers should be aware that Rong Viet Securities may have a
conflict of interest that can compromise the objectivity this research. This research is to be viewed by investors only as a source of
reference when making investments. Investors are to take full responsibility of their own decisions. VDSC shall not be liable for any
loss, damages, cost or expense incurring or arising from the use or reliance, either full or partial, of the information in this publication.
The opinions expressed in this research report reflect only the analyst's personal views of the subject securities or matters; and no
part of the research analyst's compensation was, is, or will be, directly or indirectly, related to the specific recommendations or
opinions expressed in the report.

The information herein is compiled by or arrived at Rong Viet Securities from sources believed to be reliable. We, however, do not
guarantee its accuracy or completeness. Opinions, estimations and projections expressed in this report are deemed valid up to the
date of publication of this report and can be subject to change without notice.

This research report is copyrighted by Rong Viet Securities. All rights reserved. Therefore, copy, reproduction, republish or
redistribution by any person or party for any purpose is strictly prohibited without the written permission of VDSC. Copyright 2016
Viet Dragon Securities Corporation.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by Viet Dragon Securities Corp. (“VDSC"), a company authorized to engage in securities activities
in Vietnam. VDSC is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the
preparation of research reports and the independence of research analysts. This research report is provided for distribution to “major
U.S. institutional investors” in reliance on the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act
of 1934, as amended (the “Exchange Act”).

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments
based on the information provided in this research report should do so only through Rosenblatt Securities Inc., 40 Wall Street 59th
Floor, New York, NY 10005, a registered broker dealer in the United States. Under no circumstances should any recipient of this
research report effect any transaction to buy or sell securities or related financial instruments through VDSC. Rosenblatt Securities
Inc. accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is delivered
to a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of Rosenblatt Securities Inc. and, therefore, may not be subject
to applicable restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities
held by a research analyst account.

Ownership and Material Conflicts of Interest

Rosenblatt Securities Inc. or its affiliates does not ‘beneficially own,” as determined in accordance with Section 13(d) of the Exchange
Act, 1% or more of any of the equity securities mentioned in the report. Rosenblatt Securities Inc, 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 referred to herein. Rosenblatt Securities Inc. is not aware of any material conflict of interest as of
the date of this publication.

Compensation and Investment Banking Activities

Rosenblatt Securities Inc. or any affiliate has not managed or co-managed a public offering of securities for the subject company in
the past 12 months, nor received compensation for investment banking services from the subject company in the past 12 months,
neither does it or any affiliate expect to receive, or intends to seek compensation for investment banking services from the subject
company in the next 3 months.

Additional Disclosures

This research report is for distribution only under such circumstances as may be permitted by applicable law. This research report
has no regard to the specific investment objectives, financial situation or particular needs of any specific recipient, even if sent only
to a single recipient. This research report is not guaranteed to be a complete statement or summary of any securities, markets,

Please see penultimate page for additional important disclosures. Bloomberg: VDSC <GO>
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reports or developments referred to in this research report. Neither VDSC nor any of its directors, officers, employees or agents shall
have any liability, however arising, for any error, inaccuracy or incompleteness of fact or opinion in this research report or lack of care
in this research report’s preparation or publication, or any losses or damages which may arise from the use of this research
report.VDSC may rely on information barriers, such as “Chinese Walls” to control the flow of information within the areas, units,
divisions, groups, or affiliates of VDSC.Investing in any non-U.S. securities or related financial instruments (including ADRs) discussed
in this research report may present certain risks. The securities of non-U.S. issuers may not be registered with, or be subject to the
regulations of, the U.S. Securities and Exchange Commission. Information on such non-U.S. 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 United States.The value of any investment or income from any securities or related financial instruments
discussed in this research report denominated in a currency other than U.S. dollars 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.Past performance is
not necessarily a guide to future performance and no representation or warranty, express or implied, is made by VDSC with respect
to future performance. Income from investments may fluctuate. The price or value of the investments to which this research report
relates, either directly or indirectly, may fall or rise against the interest of investors. Any recommendation or opinion contained in
this research report may become outdated as a consequence of changes in the environment in which the issuer of the securities
under analysis operates, in addition to changes in the estimates and forecasts, assumptions and valuation methodology used herein.

No part of the content of this research report may be copied, forwarded or duplicated in any form or by any means without the prior.
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