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Capital invested in a fund may either increase of decrease in value and it is not certain that you will be able to recover
all of your investment. Historical return is no guarantee of future return. The value of invested capital vary
substantially due to the composition of the fund and the investment process used by the fund manager. The Full
Prospectus, KIID, etc. are available on our homepage. You can also contact us to receive the documents free of charge,
See full disclaimer on www.tundrafonder.se.
For Swiss investors: Capital invested in a fund may either increase or decrease in value and it is not certain that you
will be able to recover all of your investment. Historical return is no guarantee of future return. The state of the origin
of the Fund is Sweden. This document may only be distributed in or from Switzerland to qualified within the meaning
of Art. 10 Para. 3,3bis and 3ter CISA. The representative in Switzerland is ACOLIN Fund Service AG, Stadelhoferstrasse
18, CH-8001 Zurich, whilst the Paying Agent is Bank Vontobel Ltd., Gotthardstrasse 43, CH-8022 Zurich. The Basic
documents of the fund as well as the annual report may be obtained free of charge at the registered office of the Swiss
Representative. www.tundrafonder.se.
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FLC FAROS CONSTRUCTION JSC (ROS)
A CASE STUDY
FLC Faros Construction JSC (ROS) is a new blue chip stock
in Vietnam with a market cap of USD 3.8bn that has run
close to 1,800% since its listing debut a little over a year
ago. It is now the 7th largest company in Vietnam’s stock
market. ROS was included in the main ETF index FTSE
Vietnam in April 2017 where it constitutes around 7.5% of
the index. It also comprises 3.6% of the VN Index.
Furthermore, ROS has even made it past MSCI’s scrutiny
and currently constitutes 0.8% of the MSCI Frontier
Market Index. Despite all these indicators, Tundra has
grave reservations about the company’s corporate
governance and believes there is a risk that the company
might be virtually worthless. Let us briefly explain the
basis for our misgivings:
1) Suspect capital raising, multiple warning signs. ROS
was created in March 2011 with a charter capital of
merely VND 1.5bn (USD 70k). Through 6 rounds of capital
raising it skyrocketed to a market cap of VND 4,730bn
(USD 210mn, or 3,153 times vs initial). (See chart 1). This
was done through issuing shares to existing shareholders
(new issuance of stock or bonus shares), except for the
last share issue, which was a share swap with a related
company. To further complicate matters most of the
capital was used to lend to individuals and institutions via
investment trust agreements, which in turn contributed
to the capital. It is our understanding that, the borrowers,
both individuals and institutions, are related to major
shareholders of ROS. This information is supported by a
report from an independent auditor (audit report 2015)
revealing that a total of VND 3,332bn was used in this
manner. This shows that ROS received money in share
issues from investors who were then repaid via
‘investment agreements.’ ROS then gradually replaced
this investment trust amount with long & short-term
investments but all in companies that the key
shareholders control, which amounts to the same thing.
Few details are available about how these supposed
investments are used and how the company will benefit.

2) We believe there is a very high risk the share price
has been manipulated in order to sell overvalued
shares to index funds and less knowledgeable
investors. As the capital of ROS has changed hands
among the related parties and insiders hold almost all
of the shares (chairman and related), it is not difficult
to push a share price up to whatever level is suitable to
the insiders. The stock went through three months of
straight limit ups to reach VND 104k/share (890%) at
the end of 2016, and another 106% in 2017 (peaking at
VND 214k). (See chart 2). The share price is now
completely detached from any sort of fundamentals,
trading at P/E 175 times and P/B 17.6 times, making it
one of the more expensive stocks in the world. The
goal seems evident: to sell as much as possible to (1)
Exchange Traded Funds (ETFs) with around USD 1bn in
AuMs and other passive funds that track index and who
have to buy in regardless of fundamentals; and (2)
retail investors who like to speculate on stock prices
but may have limited knowledge of fundamental
valuation methods. To date, the company has
successfully sold 8.05 million shares to foreign ETFs and
index funds, and a sizable, but unknown, amount of
shares to retail investors. The higher the market cap
grows, the higher weightage it will have in the
benchmarks which in turn means more buying from
ETFs and passive funds.
Chart 2: ROS Share Price (VND)
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3) Vague business model and poor corporate
governance. ROS was set up to act as the construction
company of choice for the property projects that FLC JSC
(FLC) develops, including residential property, hotels,
resorts etc. across Vietnam. Both companies share the
same chairman, who officially owns ~30% of FLC and
75% of ROS. The audit reports revealed that most of
ROS’ workload (if not all) is awarded by FLC and its
related companies.

Source: ROS company charter
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WHY INDEX INVESTING IS NOT ALWAYS THE BEST
OPTION

Chart 3: Gross Financial Profit vs. Income
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ROS’s share price manipulation has been heavily
distorting the market index. As of November 20th, it has
added ~1.5% to the FTSE Vietnam’s performance (since
April) and 4.2% to the VN Index performance YTD (or
14.2% to VN Index performance since September 2016).
There is a significant probability risk that these gains may
evaporate and stockholders face the risk of a virtually
complete loss of capital. We believe that the
questionable way ROS has become Vietnam’s 7th largest
company and included into important index benchmarks
in Vietnam constitutes a risk to Vietnam’s credibility as a
capital market that should be addressed. We believe all
active frontier markets fund managers like Tundra have
an obligation to work towards improving transparency in
the markets where we operate. (See chart 4).

350
300
250
200
150
100
50
0
2015

2016

Gross profit

Financial income

Source: ROS audit report 2016

ESG ANALYSIS IS BECOMING MORE SIGNIFICANT
Outside of these contracts, ROS has a very limited profile
in construction and does not appear to take on outside
projects. In addition, there are a number of internal
transactions between ROS and its related companies. The
majority of the profitability comes from the interest of the
investment trust agreements. In 2016, ROS reported a Net
Profit of USD ~20mn while Interest income contributed
USD 32mn. This means that if interest income was
excluded, the company would have reported losses on its
core business. In addition, a significant part of its earnings
is in the form of receivables, not cash. The company has
series of transactions with related parties (receivables,
payables, advancements, investment agreement etc.). In
short, this is a dependent business with a doubtful source
of profit.

All of Tundra’s frontier funds are subject to a thorough
ESG-analysis (including a range of environment, social
and governance issues). Furthermore, we have two
analysts dedicated to ESG related issues. A serious
corporate governance issue like ROS’ would be easily
detected provided that a fundamental due diligence
process of the investment was undertaken. As passive
index capital plays an increasingly larger role in the world
of financial markets it is essential to initiate a discussion
on the responsibility assumed by Exchange traded funds,
if any, before investing in companies where corporate
governance issues are as severe as is the case with ROS.
As a leading fund manager in frontier markets, with a
strong focus on ESG analysis, Tundra would be happy to
contribute its expertise in a broader discussion on how
to avoid unnecessary setbacks for Vietnam’s capital
markets and for frontier markets as an asset class.

Chart 4: ROS vs. VN Index
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DISCLAIMER

Important: Please read this information/disclaimer
This publication is issued by Tundra Fonder AB (”Tundra”). The information – assumptions, opinions, valuations,
recommendations etc. – presented in this publication have been compiled by Tundra. The publication is based on
generally available information from sources that Tundra believes to be reliable. However, Tundra cannot guarantee
the accuracy of this information. This publication – as well as all or parts of its content – may not be duplicated or
distributed under any circumstances without the written permission of Tundra.

Use of information
This publication is intended exclusively for the use of Tundra’s clients in Sweden and is thus not intended for any
individual or company in the USA, Canada, Japan or Australia, or in any other country where the publication or
availability of the material is prohibited or restricted in any way.
The Fund or the Fund Company Tundra Fonder is not registered under the United States Securities Act of 1933, the
United States Investment Company Act of 1940, or any other applicable law of the United States. Therefore fund
units may not be offered, sold or in any other way distributed to physical or legal persons in the United States of
America. It is the responsibility of individuals or entities acquainting themselves with this presentation to inform
themselves of and comply with these regulations. A legal entity may be prevented from investing in Tundra’s fund by
law or internal regulations. Foreign law may prevent investments to be made from outside of Sweden. Tundra will
not verify that investments from outside of Sweden are made in accordance with foreign law and Tundra will not
accept responsibility for any such investments. It is the responsibility of persons reading this presentation to inform
themselves of, and to follow these rules. Should any such person or company nonetheless accept offers from Tundra,
of whatever kind they may be, it may be disregarded. No part of this presentation should be construed as a
solicitation or recommendation to conduct or make use of any type of investment or to enter into any other
transactions. The opinions expressed in this presentation reflect the present views of the participants and may thus
be subject to change. The information in this presentation does not take into account the specific investment goal,
financial situation or needs of any specific recipient. The information should not be regarded as a personal
recommendation or investment advice. The client should always seek adequate professional advice before taking
any investment decision and each such investment decision is taken independently by the client and at the client's
own risk. Tundra accepts no liability whatsoever for any direct or consequential loss of any kind arising from the use
of this presentation. Tundra’s employees may hold, indirect or indirect investments mentioned in this presentation.
The state of the origin of the Fund is Sweden. This document may only be distributed in or from Swizerland to
qualified investors within the meaning of Art. 10 Para. 3,3bis and 3ter CISA. The representative in Switzerland is
ACOLIN Fund Service AG, Stadelhoferstrasse 18, CH-8001 Zurich, whilst the Paying Agent is Bank Vontobel Ltd,
Gotthardstrasse 43, CH-8022 Zurich. The basic documents of the fund as well as the annual report may be obtained
free of charge at the registered office of the Swiss Representative

Risks
Investments in financial instruments are associated with risk and an investment may both increase and decrease in
value or even become worthless. Historical returns are no guarantee of future returns. International investments,
particularly those on new markets in developing and growth countries (such as Eastern Europe (including Russia),
Asia, Latin America and Africa), are normally associated with a higher level of risk than investments in Swedish or
other developed markets’ securities. These risks include both political and economic uncertainty in other countries
as well as currency fluctuations. These risks are particularly high on new markets since these countries may have
relatively unstable governments and immature markets and economies.
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