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Fortress Tools Vietnam (FTV) Listing Note

Industry: Household Goods 2016A 2017A 2018E Company Overview

Report Date: May 7, 2018 Rev yly 17.6% 18.9% 147.1% Founded in 2006 by Taiwan-based Formosa Tools Co., the

Current Price: VND40,000 EPS yly NA 167.5% 167.3% company is a leading manufacturer of gardening tools with

Dividend Yield: NA GPM 15.5% 22.4% 22.9% two factories in Thai Binh Province in northern Vietnam with
NPM 4.9% 11.5% 12.4% a total capacity of USD76mn p.a. 90% of products are
EV/EBITDA 23.2x 12.3x 5.4x exported to Europe and North America, supplying large
P/OCF (29.4x%) (6.4x) 19.9x retailers such as Lidl in Germany, Walmart and Home
P/E 42.4x 15.8x 5.9x Depot in the US and Daishin in Japan.

FTV Peers VNI

Market Cap: $42.1mn P/E (ttm) 15.8x 23.8x 18.8x Listing Date: May — June 2018. *

Foreign Room: $4.2mn P/B (curr) 1.7x 2.7x 2.9x Listing Exchange: HNX.

ADTV30D: NA Net D/E 0.7x 0.2x NA Listing Price: VND40,000

State Ownership: 0% ROE 16.7% 2.7% 15.3% Plan to list on HSX in 2019

Outstanding Shares: 26.8mn ROA 6.4% 1.6% 2.3% * dependent on approval from regulators.

Rising production hub for German giant retailer Lidl

:ﬁalljyas(t) e Taiwanese-origin gardening tool maker with strong presence in European and North American
ha.dao@vcsc.com.vn markets is expanding thanks to Vietnam'’s low-cost competitiveness and support of partners.
+84.28 3914 3588 ext. 194 e Sales orders and new factories suggest an impressive 2018-2020 CAGR of 60.9% facilitated by
Duc Vu both organic growth of gardening tools and expansion into sporting goods and wooden toys.
Retail Research Manager ¢ Strategic partnership with Lidl, the second-largest discounter in Germany and fourth-largest
duc.vu@vcsc.com.vn retailer in the world, ensures the company’s ambitious growth targets and supports its capabilities.

*8424 6262 6999 ext. 363 ¢ Valuation looks cheap given expected huge growth in 2018-2020. The expected listing price

implies a P/E 2018E of just 5.9x, significantly lower than the peer median of 23.8x.

Full contribution of second factory will double 2018 revenue and NPAT.
This factory was just completed in Q3 2017, so the effects of the 137.5% rise in capacity will be fully
reflected in 2018. Based on FTV'’s orders, 2018 revenue and NPAT should rise 147.1% YoY and
167.3% YoY, respectively.

Strategic partnership with the world biggest discount chain will boost sales in Europe and
North America. In June 2018, Lidl, which operates 10,000 supermarkets across Europe and the
US, will sign a strategic agreement with FTV to supply its gardening tools and wooden toy demand,
which is USD200mn-USD400mn. However, FTV has to build up its capacity gradually to meet the
demand. In 2018, contract value with Lidl will increase 447% YoY to USD23mn. Lidl also helps
facilitate technology partnerships in wooden toys and provides a letter of credit for FTV.

FTV will invest USD20mn in a third factory to support the Lidl partnership. In Q3 2018, the
company will start constructing its third factory as a step toward fulfilling this partnership. The first
phase will add USD100mn of capacity to FTV from Q3 2019, up 135% to USD176mn. In 2017, the
company prepared all equity needed for this project and does not plan to issue more in 2018-2019.

Favorable tax rate until 2018. The company is entitled to various tax incentives, including a
favorable CIT rate of 15% for the first 12 years, tax exemption for the first three years and a 50%
reduction for seven subsequent years from the first year the company has profit. According to this,
FTV’s CIT rate will continue at 10.0% in 2018 and then return to the normal rate of 20% from 2019.
The company also enjoys duty-free imports as it mostly exports.

Related party transactions dominate operations but will be reduce in 2018-2020. Currently,
87% of FTV’s sales and procurement are made through affiliates of Formosa Tool due to the trading
conditions of its clients. However, from 2018, the company expects to trade directly with customers
and reduce this problem. Additionally, Formosa Tool commits to retain all future profit in Vietnam.
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Business Overview

Founded in 2006 by Taiwan-based Formosa Tools Co., the company is an ODM manufacturer of
gardening tools with 90% of products exported to Europe and North America. Currently, the
company has two factories in Thai Binh Province in northern Vietham with a total capacity of
UsSD76mn p.a. or 60 million units per year. The main products are gardening tools, such as pruners,
loppers, rakes and trawlers. However, the company is expanding into other categories, such as

sporting goods, patio furniture and wooden toys.

Figure 1: Structure of Formosa Tools

Figure 2: Shareholder structure of FTV
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The company benefits from the low-cost competitiveness of Vietnam and its favorable tax policy,
which make FTV a good choice for sourcing affordable/cost-competitive products. Most clients of
FTV are large retailers in overseas markets, such as Lidl in Europe, Walmart and Home Depot in
the US and Daishin in Japan. Currently, the largest customer, Lidl, accounts for ~18% of FTV’s
revenue. Germany with Lidl is the largest and most profitable single market of FTV. In 2017, this

market also had the highest growth rate of 219.7%, thanks to more orders from Lidl.

Figure 3: Revenue by product as of 2017

Figure 4: Revenue by the market as of 2017
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See important disclosure at the end of this document Www.vcsc.com.vn | VCSC<GO> May 7, 2018 | 2


http://www.vcsc.com.vn/

VIET CAPITAL R
SECURITIES t& ‘

Figure 5: FTV’s gardening tool portfolio
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In terms of product mix, cutting tools, such as pruners, are the biggest product category and have
the highest growth potential. The company also planned to expand and specialize in this category,
with a new factory that opened in 2017 designated to mainly produce cutting tools. However,
because FTV is more an order-based manufacturer, its product portfolio is not fixed, and changes
to follow customer demand. The good side of this is that its products are not too specialized, so FTV
can easily divert products to other clients without major additional cost. The company also plans to
expand into sporting goods, furniture and wooden toys with secured orders from its clients.

Figure 6: GPM and revenue growth of each product
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Figure 7: GPM and revenue growth of each market in 2017
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Table 1: FTV’s capacity

Capacty Investment

Factory (USb (o)) Products
(USD mn)

mn)
No 1 32.0 29.0 6.7 17.0 2006 Current: Cuttingtools, Digging tool, Toys,
Thai Binh Furniture
Province 2019: Digging Tools + New products
No 2 440  25-30.0 2.7 6.5 Q3
Thai Binh 2017 Cultting tool
Province
No 3 100.0 NA  20.0 10.0 2019
Thai Binh Furniture, Toys, Sporting Goods
Province

Source: FTV, VCSC.

Steel and plastic are the two biggest inputs, but are hedged by its parent, Formosa Tools.
Thanks to its B2B model and hedging, FTV seems to be protected from price volatility. However,
its lack of a long track record leaves some uncertainty. Currently, the company sources steel and
plastic from Taiwan and wood from Brazil. Its parent company, Formosa Tool, hedges the input
prices and re-sells these materials to FTV. Currently, 75% of steel and 100% of plastic are supplied
in this way. From 2018, FTV should benefit from the operation of a new Formosa Ha Tinh Steel
plant due to their close locations, reducing inventory delays and transportation costs.

Figure 8: Cost structure of FTV
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Source: FTV

Related party transactions dominate operations, but mainly due to trade relationships.
Almost all revenue and inputs were supplied by FTV’s related parties, including sales orders, steel
and plastic. In 2017, 87.4% of revenue was through its related parties. Per management, this was
due to current trade conditions as the company cannot export directly. However, in 2017, FTV was
assigned as the main production hub as well as the profit center of the entire FT group, as it is the
only listed entity of the group. The Hsu family, the owner of FT group, is committed to listing its
company in Vietham as its market capitalization is more suitable for Vietnam than Taiwan.

Favorable tax rate until 2018.

FTV currently enjoys very favorable tax rates in both import/export tariff and corporate profit tax. As
most of the revenue comes from the export market, FTV is fully exempted from import tariffs on
materials and export tariffs on finished products. Moreover, the CIT rate applied to FTV is very low
at 15% against the normal rate of 20% for 12 years from 2006-2018. The company also received a
tax exemption for the first three years of having a profit (2009-2011) and a 50% tax reduction for the
seven following years (2012-2018).
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The USD83bn gardening market is highly fragmented with the US, Germany, France and UK
the top markets. There is no clear dominant player in the market as the largest single brand, Scotts
Miracle-Gro Co., controls a market share of just 5% while private labels account for another 5%. In
terms of growth, APAC is considered the fastest growing market with a CAGR of over 6% by
Euromonitor. In general, gardening activity highly correlates with disposal income, age and home
size as it is considered an activity for seniors who have large houses with a garden.

By channel, non-specialist stores such as Lidl have gained a significant share of ~48%. These
chains often offer products under their own private brands and source products from other small
suppliers, such as FTV.

Figure 9: Global gardening market by Figure 10: Distribution channels in top
country three EU markets
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Sales growth momentum and margin increased significantly in 2016-2017.

In 2014-2017, both the revenue and profit of FTV posted significant growth, especially the latter,
with a CAGR of 14.5% and 457.6%, respectively. Additionally, sales momentum tended to
accelerate in this period with a 20% increase in 2017. The margin also had the same trend with
GPM increasing 6.9 ppts from 15.5% to 22.4%. However, as FT transferred a part of FTV’s profit to
its Taiwanese parent company, the increase in margin was a combination of both actual
improvement and profit re-distribution effects.

In terms of efficiency, although higher than the peer median, its ROE of 16.6% is still dragged down
by its low asset turnover of 0.6x and weak operating cash flow. Rapid increases in inventory and
slowdowns in receivables collection (which are dominated by its parent) are the main reasons for
the poor cash performance. In 2015-2017, FTV’s ratios improved a lot with deleveraging net D/E
from 2.0x to 0.7x and increasing gross margin. These improvements can be justified by its expansion
and commitment to keep the profit in Vietnam in 2018-2020.

Figure 11: Historical performance of FTV (USD mn)
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Source: FTV

Capital raising in 2017 to finance the third factory
In 2017, FTV raised capital through private placements and a debt-to-equity conversion, which
increased the number of total shares by 2.15x from 12.47 million to 26.81 million. Total proceeds of
VND298bn (USD13.1mn) are being used to finance the upcoming third factory of the company.
Details of these capital raising is as follows:

- Converted VND15.5bn (USD683,000) of debt to equity at a conversion price of VND15,000

per share
- Private placement of 2.5 million shares at offering price of VND15,000 per share.
- Private placement of 9.0 million shares at offering price of VND25,000 per share.
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Strategic partnership with the world biggest hard discounter will boost sales in Europe and
North America.

In June 2018, FTV and Lidl will sign a strategic partnership agreement which will open up USD200-
USD400mn (VND4.5tn-VND9.0tn) of demand for gardening tools and wooden toys for FTV. Lidl will
also grant an L/C for FTV to import needed materials and broker a partnership with a wooden toy
maker in Thailand, Wonderworld Toys, who will transfer technology and knowhow to FTV. In other
words, Lidl will divert its outsourcing orders from existing suppliers in China to Vietnam, and FTV is
the selected vendor. However, FTV needs to expand more to fully realize the benefit as the current
capacity of USD76mn is not enough to meet all of the demand of Lidl. In 2018, total contract value
with Lidl will increase 474% YoY to USD23mn, of which USD7.5mn is for wooden toys.

Although FTV’s concentration risk will significantly rise in 2018-2020 as the company relies more on
Lidl, the products are not too specialized and can be sold to other retailers, such as Wal-Mart. The
company also seeks other partners to diversify its client base. For example, in order to expand into
the patio furniture segment, FTV signed a USD3mn furniture contract for 2018 with XHL, a Chinese
furniture maker, and another USD2.5mn contract with Brown Jordan, an American patio furniture
brand. Nevertheless, the company expects Lidl’s sales contribution will increase from 18% to 44%
in this period.

In the long term, thanks to Lidl's hard discounter model and aggressive global conquest, FTV will
benefit from not only the current market share of Lidl but also its own growth story. Compared to
other retailers, Lidl usually offers a limited range of products with very low prices, most of which are
private brands owned by Lidl. However, the cost-cutting nature of Lidl also poses a threat if the
business costs of Vietnam increase and Lidl can choose another cheaper destination for its
production. Currently, the direct competitor of Lidl is German retailer Aldi, which has the same
business model as Lidl.

Aggressive expansion with full contribution of second factory in 2018 and third factory in
2019

As FTV’s second factory only started operation in Q3 2017, production in 2018 is expected to
increase tremendously. The new factory has an annual capacity of USD44mn, which would increase
overall capacity by 137.5%, and playing a part in a 65% YoY increase in the year-end inventory
balance in 2017. The company expects sales to increase 150% YoY to USD60.0mn in 2018.

Moreover, as mentioned above, with the commitment from Lidl, FTV is going to build a third factory
that will increase its total capacity by more by 131.6% to USD176mn per year in 2019 and leave an
option for further expansion after 2020. These aggressive steps will boost the benefit of FTV’s
strategic partnership with Lidl as well as increase production capability for future partnership with
other major clients.

Figure 12: Capacity expansion plan of FTV
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Table 2: New factory No. 3 investment plan

Detail Phase 1 Phase 2
Capacity USD100mn NA
Area 20 ha
Investment usD20mn usbD8mn
Construction Date Q32018 After 2020
Operation Date Q32019 After 2020
Debt/Equity 50:50 NA
Source: FTV
Figure 13: FTV's guidance for 2018-2020 (USD mn)
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Table 3: Comparison of operation cost in Vietham and China
Vietnam China
Cost of Labor
Average Minimum Wage USD175 per month USD385 per month
Average Manufacturing Wage USD240 per month USDA417 per month
Social Welfare 22% of salary 30%-50% of salary
Corporate Income Tax 20% + Tax incentives 25%
Dividend Tax nil 10%
VAT 10% 17%
Source: Asia Briefing, Trading economics, PwC
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Given the aggressive expansions, FTV’s current valuation looks especially attractive. Its 2018E P/E
is only 5.9x while the peer median is 23.8x. Despite the lack of diversification and authentic brand
names, this valuation is still quite low.

Table 4: Peer comparison

Market

Company* (oF:19)

(USD mn)
2908 TT 403.8 4.3% 21.7% 10.9% 3.5% 0.6x 29.2% 2.2% 2.7x 18.5x
EIN3 GR 438.7 13.6%  127.4% 12.4% 6.3% 0.0x 3.8% 3.3x 22.0x
300483 CH 349.6 7.3% -58.8% 1.5% 1.1% -0.4x  23.2% 1.3% 3.6x 159.0x
7442 JP 138.2 -1.5% -49.4% 2.7% 1.6% -0.1x 18.4% 1.2% 1.5x 34.2x
1538 TT 14.8 -5.4% -44.3% -30.4% -10.3% 1.3x  16.9% -23.9% 1.8x NA
WHH PW 6.5 21.5% NA 7.0% 3.3% 0.2x  20.8% 4.3% 3.2x 30.0x
SVGR IN 0.5 -6.7% -82.7% 1.8% 0.7% 1.0x 0.4% 0.6x 23.8x
Median 138.2 4.3% -46.8% 2.7% 1.6% 0.2x  20.8% 1.3% 2.7x 23.8x
FTV 47.2 18.9% 167.5% 16.7% 6.4% 0.7x 22.4% 11.5% 2.0x 15.8x

Source: Bloomberg, VCSC

Note: These companies have more diversified businesses than FTV and usually have their own brand
names, which FTV is lacking.
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Financial Statements
Income statement (VND bn) 2016A*
Revenue 459

- Cost of goods sold -388
Gross profit 71
- Sales & marketing -8
- General & admin -22
Operating profit 41
- Forex gains/(losses) 0
- Net non-op gains -4
EBIT 37
- Interest expense -12
EBT 25
- Income tax expense -2
NPAT before MI 23
- Minority interests 0
NPAT less MI, reported 23
NPAT less MI, adjusted 23
EBITDA 58
EPS basic adjusted (1), VND 944

REUNS
Growth (%)

Revenue growth % 17.6%
Op profit growth % NA
EBIT growth % NA
NPAT growth% NA
EPS growth % NA
Profitability ratios

Gross margin % 15.5%
EBIT % 9.0%
EBITDA % 12.6%
NPAT less MI, margin % 4.9%
ROE Dupont % 13.0%
ROA Dupont % 3.3%
Efficiency ratios

Days inventory on hand 289.3
Days AR outstanding 184.0
Days AP outstanding 143.7
Cash conversion cycle 329.6
Liquidity/Solvency

Current ratio 11
Quick ratio 0.5
Cash ratio 0.0
Debt/assets % 0.5
Debt/capital % 0.6
Debt/equity % 1.7
Interest coverage ratio 3.0

2017A
545
-423
122
-12
-29
81

0

2

83
-16
68
-5
62

0

62
61
109

2,525

18.9%
97.0%
127.1%
175.8%
167.5%

22.4%
14.8%
19.9%
11.5%
16.7%

6.4%

366.7
201.5
160.1
408.1

1.6
0.7
0.0
0.3
0.4
0.7
5.3

2018E Balance sheet (VND bn) 2016A* 2017A 2018E
1,347 Assets
-1,039 + Cash & equivalent 0 13 a7
308 + Short-tm investments 4 10 10
-27 + Accounts receivable 272 330 775
-69 + Inventories 317 534 626
212 + Other current assets 17 12 12
0 Total current assets 610 899 1,470
0 + Gross fixed assets 241 417 604
212 - Accum. depreciation -124 -149 -178
-27 + Net fixed assets 117 268 425
186 + LT investments 0 0 0
-19 + Other long-tm assets 23 26 26
167 Total long-term assets 141 294 451
0 Total Assets 751 1,193 1,922
167
162 + Accounts payable 174 197 512
251 + Short-term debt 325 304 384
+ Other short-term liabilities 37 53 131
6,749 Current liabilities 536 555 1,028
+ Long-term debt 17 89 182
+ Other long-term liabilities 0 0 0
Total LT debt 17 89 182
147.1% Equity
162.5% + Preferred equity 0 0 0
154.8% + Addt'l paid in capital 0 149 149
167.3% + Share capital 125 268 268
167.3% + Retained earnings 73 133 295
+ Minority interest 0 0 0
Total equity 197 550 712
22.9% Total debt & equity 751 1,193 1,922
15.8%
18.6% Beginning cash 0 0 12
12.4% Net Income 23 63 167
26.5% + Depreciation 21 25 38
10.7% + Other non-cash adj. 8 3 0
+ A in non-cash -85 -242 -157
Cash from operations -33 -150 48
203.7 + Disposal fixed assets 0 0 0
149.8 + Capex -23 -176 -187
124.6 + A in investments 0 -38 0
228.9 + Other investments 0 0 0
Cash from investing -27 -181 -187
+ Dividends paid 0 0 0
1.4 + A in capital 24 277 0
0.8 + Ain ST debt 26 -21 80
0.0 + Ain LT debt 15 71 93
0.3 + Other financing act. 36 67 0
0.4 Cash from financing 60 343 173
0.8 Net changes in cash 0 12 34
7.9 Ending cash 0 12 47

Source: Company financial statements, VCSC forecasts.

* recalculated numbers based on FTV’s two fiscal year-end financial statements in 2016 as the company changed its legal status from limited company to joint-stock company in September 23, 2016.

(1) Ratios are calculated based on reported earnings. Adjusted EPS are based on earnings normalized to exclude extraordinary profits and adjusted for provisions for contributions to employee bonus

funds (3% of NPAT) according to Circular 200.
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Disclaimer

Analyst Certification of Independence

I, Ha Dao, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities or issuers. |
also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed
in this report. The equity research analysts responsible for the preparation of this report receive compensation based upon various factors,
including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues, which include revenues from,
among other business units, Institutional Equities and Investment Banking.

VCSC and its officers, directors and employees may have positions in any securities mentioned in this document (or in any

related investment) and may from time to time add to or dispose of any such securities (or investment).VCSC may have, within the last three
years, served as manager or co-manager of a public offering of securities for, or currently may make a primary market in issues of, any or all
of the entities mentioned in this report or may be providing, or have provided within the previous 12 months, significant advice or investment
services in relation to the investment concerned or a related investment.

Copyright 2013 Viet Capital Securities Company “VCSC”. All rights reserved. This report has been prepared on the basis of information believed
to be reliable at the time of publication. VCSC makes no representation or warranty regarding the completeness and accuracy of such
information. Opinions, estimates and projection expressed in this report represent the current views of the author at the date of publication
only. They do not necessarily reflect the opinions of VCSC and are subject to change without notice. This report is provided, for information
purposes only, to institutional investors and retail clients of VCSC in Vietnam and overseas in accordance to relevant laws and regulations
explicit to the country where this report is distributed, and does not constitute an offer or solicitation to buy or sell any securities discussed
herein in any jurisdiction. Investors must make their investment decisions based upon independent advice subject to their particular financial
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regarded as professional investors (or equivalent) in their home jurisdiction. Australia: This material is issued and distributed by VCSC in
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"wholesale client" and "retail client" have the meanings given to them in section 761G of the Corporations Act 2001. Hong Kong: The 1%
ownership disclosure as of the previous month end satisfies the requirements under Paragraph 16.5(a) of the Hong Kong Code of Conduct for
Persons Licensed by or Registered with the Securities and Futures Commission. (For research published within the first ten days of the month,
the disclosure may be based on the month end data from two months prior.) Japan: There is a risk that a loss may occur due to a change in
the price of the shares in the case of share trading, and that a loss may occur due to the exchange rate in the case of foreign share trading. In
the case of share trading, VCSC will be receiving a brokerage fee and consumption tax (shouhizei) calculated by multiplying the executed
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is to be construed as, a prospectus, an advertisement, a public offering, an offer to sell securities described herein, or solicitation of an offer to
buy securities described herein, in Canada or any province or territory thereof. Any offer or sale of the securities described herein in Canada
will be made only under an exemption from the requirements to file a prospectus with the relevant Canadian securities regulators and only by
a dealer properly registered under applicable securities laws or, alternatively, pursuant to an exemption from the dealer registration requirement
in the relevant province or territory of Canada in which such offer or sale is made. The information contained herein is under no circumstances
to be construed as investment advice in any province or territory of Canada and is not tailored to the needs of the recipient. To the extent that
the information contained herein references securities of an issuer incorporated, formed or created under the laws of Canada or a province or
territory of Canada, any trades in such securities must be conducted through a dealer registered in Canada. No securities commission or
similar regulatory authority in Canada has reviewed or in any way passed judgment upon these materials, the information contained herein or
the merits of the securities described herein, and any representation to the contrary is an offence. Dubai: This report has been issued to
persons regarded as professional clients as defined under the DFSA rules. United States: This research report prepared by VCSC is
distributed in the United States to Major US Institutional Investors (as defined in Rule 15a-6 under the Securities Exchange Act of 1934, as
amended) only by Decker&Co, LLC, a broker-dealer registered in the US (registered under Section 15 of Securities Exchange Act of 1934, as
amended). All responsibility for the distribution of this report by Decker&Co, LLC in the US shall be borne by Decker&Co, LLC. All resulting
transactions by a US person or entity should be effected through a registered broker-dealer in the US. This report is not directed at you if VCSC
Broker or Decker&Co, LLC is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You
should satisfy yourself before reading it that Decker&Co, LLC and VCSC is permitted to provide research material concerning investment to
you under relevant legislation and regulations.
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