RONGVIET

AVIATION INDUSTRY: Slowing Down
- €1m Do - tung.dt@vdsc.com.vn




AVIATION INDUSTRY - REVIEW

Pleasing Passenger Growth Amid Slowing Tourism Arrivals

Figure 1: Top 5 nations travel to Vietnam growth (YoY %)
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Figure 3: Passenger growth (YoY %)
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Figure 2: Changes in domestic routes each year
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In 6M2019, int’l pax growth maintained at around 14.0% YoY while domestic’s
was 7.6% YoY. Total passenger grew 9.6% YoY.

In TH2019, Chinese travelers dropped 3% YoY but this decline was offset by
Korean arrivals (+21% YoY). For 2019, we think that int’l passenger growth is
unlikely to recur last year's strength (+21% YoY) due to weaker Chinese arrivals
(29% foreign travelers to Vietnam).

Though domestic aviation market has decelerated in recent years as airlines
prioritized international routes, we expect domestic passenger growth to pick up
in the 2H thanks to additional capacity from newcomer Bamboo Airways with
more new 20 domestic routes opened by May 2019.



AVIATION INDUSTRY - REVIEW

Industry Dynamic Is Changing

Figure 4: Airliners’ transport revenue growth (YoY %)

95%
75%
55%
35%
15%
/ e —
-5% -
2014 2015 2016 2017 2018 1H2019
VJC =——HVN

Source: Parent company filing, Rong Viet Securities

Figure 6: Total flights exploited by airliners in 6M2019 (thousand)
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Figure 5: Airliners’ GPM
18%

16%

14%

12%
10%
8%
2014 2015 2016 2017 2018 1H2019
Vi€ =——HVN

Source: Parent company filing, Rong Viet Securities

The new entrant, Bamboo Airways, has started to heat up the competition by
offering the lowest price domestic for domestic routes.

The two current key players have experienced slower growth in transportation
revenue.

VJC’s and HVN’s GPM contracted by 28 bps YoY and 93 bps YoY despite of lower
average jet fuel in TH2019 compared to last year (-5% YoY).

Bamboo Airways, is operating 10 aircrafts (approved fleet size of 30 aircrafts) in
24 domestic routes. The company is ordering 24 A321-Neo and 20 B787-9. It is
expected that Bamboo will open international routes by the end of 2019.




AIRPORT RETAILING SEGMENT - REVIEW

Mixed results

Figure 7: 6M2019 Revenue, gross profit and PATMI growth
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AST: Retail segment (selling general goods, fastfood and restaurants at airports)
grew well and better than our expectation. This segment’s revenue and gross profit
surged 33% YoY and 52% YoY, respectively. This was mainly thanks to some Point-of-
Sales (POS) were renovated in 2Q2018. Besides, newly-acquired high margin
segment, duty-free shops, started to contribute profit to the company. These two
segments mitigated the depreciation in A la Carte Da Nang Hotel (-61% YoY in gross
profit) as the hotel industry in Da Nang gets more competitive.

SAS (main businesses are duty-free and CIP lounges at Tan Son Nhat and Cam Ranh
Airport): CIP Lounge segment lifted business results with a growth +25% YoY in gross
profit as the new CIP Lounge in Cam Ranh Airport (since July 2018) began to
contribute profit to the company. Duty-free segment’s gross profit also experienced
positive growth of 11%.

MAS (operates airlines catering services and retailing in Da Nang and Cam Ranh
Airport) Revenue growth stayed nearly flat of 5% YoY but SG&A expenses climbed
11% YoY (additional costs from Da Nang air meals production plant upgrade) led to a
drop of 8% in PAT.

CIA (Airport retailer at Cam Ranh Airport) is no longer record duty-free sales, the
former largest profit generating segment, from June 2018. This segment was ceased
to operate due to CIA wasn't able to lease selling space in the new international
terminal at Cam Ranh Airport (which is operated by the company under the same
group with SAS above). Its 2 other segments are restaurants and ground handling
also declined 1% YoY and 27% YoY in gross profit, respectively. These downturn in
business led to a plummet of 66% in PATMI for TH2019. 4




GROUND HANDLING SEGMENT - REVIEW

Revenue maintained strong growth, but profit did not

Figure 8: 6M2019 Revenue, gross profit, PATMI growth Figure 9: 6M2019 Revenue, gross profit and PATMI growth
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* SGN and CIA share Cam Ranh market. SGN’s market is more diversified with the presence in Tan Son Nhat and Da Nang Airport.

* Contrary to a looming picture of int’l tourist arrivals, attractive tourism market like Cam Ranh, Da Nang still saw a pleasing growth in int’l flights and passengers
growth of 13-15% YoY. This explained the hike in the top line of these two players.

* ClA’'s ground services witnessed a 27% drop in gross profit mostly due to higher of input costs (facilities leasing) in new international terminal (since July 2018).

* Thanks to a broader market exposure, SGN still saw a positive growth in earnings but at lower pace than previous years’ results (PATMI’s 2Y CAGR of 23%).
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Industry comparables (TTM)

Operating

Income Margin

Return on

Return on
Equity

Sa'es(go';m’"th Griml? 2 4) |EBITDA Margin
ACV 16.3 21.1 65.6
ViC 267 13.5 124
HVN 167 143 102
AST 277 236 253
SAS 122 20.4 1.5
MAS 0.4 3.9 15.2
CIA 425 61.7 13.8
NAS 9.0 14.4 72
SGN 15.4 227 335
NCS 3.2 237 14.2

Source: Bloomberg, RongViet Securities
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AST - THE MOST OUTPERFORMING AIRPORT RETAILER

INVESTMENT RATIONALES
*  All-rounder player in the market with an expanding profit margin
0 Business network spans across 7 airports throughout Vietnam with a system of general
goods, souvenir stores; F&B point-of-sales; restaurants; duty-free shops. Though its JV, AST
also participate in air meals production.
0 Dominant airport retailer in Da Nang with support from mother group as an operator of
Da Nang International terminal.
0  We expect the GPM to rise in 2019-2020 thanks to (1) the new source of profit from duty-
free segment, (2) higher utilization of current sale points backed by resilient pax growth.
. New Point-of-Sales to maintain long-term growth track
0 2POSsinTan Son Nhat, 4 more POSs in Phu Quoc in 3Q2019.
0 One business lounge in Noi Bai domestic terminal and another one in Da Nang Int'l
Terminal in 4Q2019.
*  Airlines catering JV, VinaCs, is now a profit contributor
0 Thanks to new clients in 2019 (VJC, Bamboo airways, Philippines Airlines), this entity

turned profitable in 2Q2019, after 2 years of operation.
RISKS TO OUR CALLS

. Lower-than-expected retail sales growth.

*  Low efficiency from non-relating business investment.
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VSC -TURNAROUND YEAR RONGVIET

SECURITIES

Figure 1: TH2019 Results (VND Bn) Figure 2: Forecasted results (VND Bn)
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Figure 3: Total point-of-sales by type 0 2020 NPATMI of VND 234 Bn (+18% YoY), 2020 EPS: VND 5,211.
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