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The supply scarcity has cooled down

Performance overview: In the first half of 2023, the company
experienced a significant decline in both Net revenue and Net profit.
Net revenue decreased by 22% YoY, reaching VND 67.7 trillion, while
Net profit fell sharply by 76% YoY to VND 2.9 trillion. This decline can
be attributed to the fact that the scarcity of gasoline supply is no longer
an issue and the oil crack spreads have returned to pre-Ukraine-war
levels. Additionally, the Nghi Son refinery has resumed full capacity
operations and is now competing with BSR, after being interrupted due
to financial issues in the first half of 2022.

Forecast: The conflict in Ukraine is expected to last, but the supply-
demand balance has gradually been restored as major suppliers have
increased production to fill the gap left by Russia. However, there are
still many risks that put pressure on supply, such as Russia and OPEC'’s
consecutive decisions to reduce production to keep crude oil prices
high. Therefore, we believe that the average Brent oil price in 2023 will
reach USD85 per barrel, at which point the crack spreads of key
products such as gasoline and Diesel oil (DO) could decrease
significantly and remain at USD15 per barrel and USD14 per barrel,
respectively. In addition, BSR has decided to postpone its fifth overall
maintenance period to 2024 instead of 2023 as initially planned. As a
result, Net revenue this year is expected to reach VND 135.6 trillion (-
18.9% YoY) and Net profit will be VND 7.3 trillion (-50.3% YoY). The
gross profit margin could cool down to 7% in 2023, a significant
decrease from the peak of 10% in the previous year.

Investment highlights: (1) In 2023, BSR may maintain a decent profit
margin due to factors such as decreased global petroleum inventories
and production cuts by Asian oil refineries

(2) While Dung Quat Refinery frequently operates at over 100% of
designed capacity, the company is going through an ambitious project
to boost up the capacity and upgrade the quality in order to fulfill the
domestic supply shortage as well as meet the EUROS5 quality mandate
determined by the government. Per BSR, the project should be
completed by the end of 2025, thus, we anticipate the output to surge
by ~16% in 2026.

Valuation & recommendation: Using DCF and Multiple method, we
derive the fair price of VND20,200 per share. Thus, our
recommendation is HOLD with a potential upside of 8%. Our valuation
includes the most recent Dung Quat refinery upgrading proposal and
the coming 5th overall maintenance in 2024F.

Investment risks: (1) The adverse changes in government’s policies;
(2) The recession risks come to forefront; (3) The persistent petroleum
smuggling.
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