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Company profile: GKM produces environmentally friendly unheated bricks. Its traditional products are unprofitable, with gross margin of as low

as 16% and net margin of 3.3% in 2019. The company is moving up the value chain into higher margin quartz-based engineered stone.
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s mo e g oo e 9.
Market cap US$10mn
6M avg. daily turnover US$0.1
Outstanding shares 15mn
Free float 79%
FINI ownership 0%
Major shareholders 25%
Asset/equity 1.8x
2019A P/E 75.3x
2019A P/B 1.4x
Trading platform HNX
FOL Room 49%

Financial outlook (VND bn)
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Sales 124 154 128 144
Op. profit 7 12 11 10
Net profit 3 15 5 3
EPS (VND) 698 3,288 324 210
EPS chg (%) 23.9 371.2  (90.1) (35.2)
P/E (x) 22.6 4.8 48.8 75.3
ROE (%) 6.0 25.1 4.0 1.8
Div. yield (%) - - - -
DPS (VND) - - - -
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Khang Minh Bricks (GKM VN)
New product shift to lift profit margin?

Penetrating into high margin quartz-based engineered stone. GKM’s
new products to be launched in March 2020 target natural stone
replacement and luxury interiors in the domestic market. According to
management, the new products are 50% cheaper than alternative natural
stone, but gross margin should be about 50% with net margin of 20%.
Expanding production capacity. The new production line has annual
capacity of 120k sgm. Total investment is VND 150bn, of which VND
30bn is funded with debt. Management states that the breakeven point
is 40k sqm. The company plans a VND 50bn debt financing in 2H20 for
a second production line that would double its annual capacity to 250k
sgm. FY2020E net debt/equity may double to 61% as a result.

FY2019 PATMI declined by 32% YoY to VND 3.1bn despite a 12.7% YoY
increase in revenue to VND 143bn. However, unheated bricks generated
just 16.7% gross margin and 2.2% net margin due to intense competition
in traditional products. The YoY PATMI decline was also partially due to
the 43% YoY increase in SG&A to VND 13.8bn, which was attributable to
its expansion into the stone business.

Company guidance. Management expects quartz-based products to
generate VND70bn in revenue and VND9bn in PAT in 2020. GKM guides
for consolidated FY2020 PAT of VND16.2bn, a five-fold increase YoY.
Looking forward, management forecasts PAT of VND51.9bn in 2022,
equivalent to 77% CAGR in 2020-22.

Our view. According to US researcher Freedonia, the global quartz
market should post volume CAGR of 5.5% in 2018-202, thus delivering
stronger volume growth than solid surface (2.9%), laminates (1.5%), and
natural stone (2.2%). However, revenue contribution from the new
products to GKM’s FY2019 income statement was low, which explains
the stock’s apparently rich valuation of 75x TTM PE and 1.4x 2019 P/B.

ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ARE
LOCATED IN APPENDIX A

Yuanta 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.
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PROFIT AND LOSS (VND bn)

FY Dec 31 (VND’bn) 2016A 2017A 2018A 2019A FY Dec 31 (VND’bn) 2016A 2017A  2018A 2019A
Revenue 124 154 128 144 Total assets 120 155 254 304
Cash & cash equivalents 6 5 45 28
ST Investment - - - -
Accounts receivable 51 56 77 89
Inventories 4 17 17 31
Cost of goods sold (107) (133) (107) (120) Other current assets 17 19 23 31
Gross profits 17 21 21 24 Net fixed assets 34 38 72 102
Operating expenses (10) 9) (10) (14) Others 8 21 20 23
Operating profits 7 12 11 10 Total liabilities 66 91 87 133
Net interest expenses 3) 4) (4) (4) Current liabilities 59 78 71 99
Net investments income/(loss - - - - Accounts payable 30 20 24 40
Net other incomes (0) 8 1) 1) ST debts 24 52 39 48
Pretax profits 4 17 6 5 Long-term liabilities 7 12 16 35
Income taxes 1) ) ) ) Long-term debts 7 12 16 35
Minority interests - - Others = = = =
Net profits 3 15 5 3 Shareholder's equity 54 64 167 171
Core earnings 3 15 5 3 Share capital 45 45 142 149
EBITDA 14 21 20 22 Treasury stocks - - - -
EPS (VND) 698 3,288 324 210 Others - - - _
Retained earnings 9 19 17 13
Minority interest - - - -
2016A 2017A 2018A 2019A
Growth (% YoY)
Sales 37% 25% (17.3) 12.7 FY (VND’bn) 2016A 2017A 2018A 2019A
Operating cash flow 12 @) (92) (46)
Net income 3 15 5 3
Dep, & amortisation 6 7 8 12
Operating profit (61.5) 65.7 (10.2) (6.5) Change in working capital 6 (28) (20) (16)
EBITDA (14.8) 9.3 3.1 35.4 Others 4) (1) (85) (45)
Net profit (76.1)  371.2 (69.00  (32.0) Investment cash flow (16) 2) (43) 1
Basic EPS (VND) (76.1) 371.2 (90.1) (35.2) Net capex (16) (15) (44) (0)
Profitability ratio (%) Change in LT investment 0 - 0 -
Gross margin 14.0 13.6 16.1 16.7 Change in other assets 0 0 0 1
Operating margin 6.0 7.9 8.6 7.1 Cash flow after invt. (4) (29) (135) (45)
EBITDA margin 60.3 52.9 66.0 79.3 Financing cash flow 5 28 96 35
Net margin 2.5 9.6 3.6 2.2 Change in share capital = = 105 7
ROA 2.9 10.7 2.2 1.1 Net change in debt 5 32 (10) 28
ROE 6.0 25.1 4.0 1.8 Change in other LT liab. - (5) - -
Stability Net change in cash flow 1 ) 40 17
Net debt/equity (x) 48.7 93.0 5.8 32.0 Beginning cash flow 5 6 5 45
Int. coverage (x) 2.7 3.2 2.8 2.4 Ending Cash Balance 6 5 45 28
Int. &ST debt coverage (x) 0.4 0.4 0.3 0.3
Cash conversion days 68.0 811 1554 1674
Current ratio (X) 1.3 1.2 2.3 1.8 2016A 2017A 2018A 2019A
Quick ratio (X) 1.3 1.0 2.0 1.5 PE (x) 22.6 4.8 48.8 75.3
Net cash/(debt) (VND mn) (26) (60) (10) (55) Diluted PE (x) 22.6 4.8 48.8 75.3
Efficiency PB (x) 1.3 1.1 1.3 1.4
Days receivable outstanding 130 120 172 192 EBITDA/share 16,630 18,172 5,948 7,669
Days inventory outstanding 16 29 59 74 DPS - - - -
Days payable outstanding 78 68 75 99 Dividend yield (%) - - - -
EV/EBITDA (x) 1.3 1.6 2.8 2.5
Source: Company data, YSVN EV/EBIT (x) 13.2 10.7 21.2 28.2

BALANCE SHEET (VND bn)



Appendix A:Important Disclosures

Analyst Certification

Each research analyst primarily responsible for the content of this research report, in whole or in part, certifies that with respect to
each security or issuer that the analyst covered in this report:(1)all of the views expressed accurately reflect his or her personal views
about those securities or issuers; and (2)no part of his or her compensation was, is, or will be, directly or indirectly, related to the
specific recommendations or views expressed by that research analyst in the research report.

Ratings Definitions

BUY:We have a positive outlook on the stock based on our expected absolute or relative return over the investment period. Our thesis
is based on our analysis of the company’s outlook, financial performance, catalysts, valuation and risk profile. We recommend
investors add to their position.

HOLD-Outperform:In our view, the stock’s fundamentals are relatively more attractive than peers at the current price. Our thesis is
based on our analysis of the company’s outlook, financial performance, catalysts, valuation and risk profile.

HOLD-Underperform:In our view, the stock’s fundamentals are relatively less attractive than peers at the current price. Our thesis is
based on our analysis of the company’s outlook, financial performance, catalysts, valuation and risk profile.

SELL: We have a negative outlook on the stock based on our expected absolute or relative return over the investment period. Our
thesis is based on our analysis of the company’s outlook, financial performance, catalysts, valuation and risk profile. We recommend
investors reduce their position.

Under Review:We actively follow the company, although our estimates, rating and target price are under review.

Restricted: The rating and target price have been suspended temporarily to comply with applicable regulations and,or Yuanta policies.

Note: Yuanta research coverage with a Target Price is based on an investment period of 12 months. Greater China Discovery Series
coverage does not have a formal 12 month Target Price and the recommendation is based on an investment period specified by the
analyst in the report.

Global Disclaimer

© 2019 Yuanta All rights reserved. The information in this report has been compiled from sources we believe to be reliable, but we
do not hold ourselves responsible for its completeness or accuracy. It is not an offer to sell or solicitation of an offer to buy any
securities. All opinions and estimates included in this report constitute our judgment as of this date and are subject to change without
notice.

This report provides general information only. Neither the information nor any opinion expressed herein constitutes an offer or
invitation to make an offer to buy or sell securities or other investments. This material is prepared for general circulation to clients
and is not intended to provide tailored investment advice and does not take into account the individual financial situation and
objectives of any specific person who may receive this report. Investors should seek financial advice regarding the appropriateness
of investing in any securities, investments or investment strategies discussed or recommended in this report. The information
contained in this report has been compiled from sources believed to be reliable but no representation or warranty, express or implied,
is made as to its accuracy, completeness or correctness. This report is not @nd should not be construed as)a solicitation to act as
securities broker or dealer in any jurisdiction by any person or company that is not legally permitted to carry on such business in
that jurisdiction.

Yuanta research is distributed in the United States only to Major US. Institutional Investors @s defined in Rule 15a-6 under the
Securities Exchange Act of 1934, as amended and SEC staff interpretations thereof). All transactions by a US person in the securities
mentioned in this report must be effected through a registered broker-dealer under Section 15 of the Securities Exchange Act of
1934, as amended.Yuanta research is distributed in Taiwan by Yuanta Securities Investment Consulting. Yuanta research is distributed
in Hong Kong by Yuanta Securities (Hong Kong)Co.Limited, which is licensed in Hong Kong by the Securities and Futures Commission
for regulated activities, including Type 4 regulated activity @dvising on securities). In Hong Kong, this research report may not be
redistributed, retransmitted or disclosed, in whole or in part or and any form or manner, without the express written consent of
Yuanta Securities (Hong Kong) Co. Limited.

Taiwan persons wishing to obtain further information on any of the securities mentioned in this publication should contact:

Attn: Research

Yuanta Securities Investment Consulting
4F, 225,

Section 3 Nanking East Road, Taipei 104
Taiwan

Hong Kong persons wishing to obtain further information on any of the securities mentioned in this publication should contact:

Attn:Research

Yuanta Securities (Hong Kong) Co. Ltd
23/F, Tower 1, Admiralty Centre

18 Harcourt Road,

Hong Kong



Korean persons wishing to obtain further information on any of the securities mentioned in this publication should contact:

Head Office

Yuanta Securities Building
Euljiro 76 Jung-gu

Seoul, Korea 100-845
Tel:+822 3770 3454

Indonesia persons wishing to obtain further information on any of the securities mentioned in this publication should contact:

Attn:Research

PT YUANTA SECURITIES INDONESIA
(A member of the Yuanta Group)
Equity Tower, 10th Floor Unit EFGH
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Thailand persons wishing to obtain further information on any of the securities mentioned in this publication should contact:

Research department

Yuanta Securities (Thailand)
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