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KBC has accumulated and owned an
industrial land bank at a low price,
which has advantages compared to
other same

industry.

companies in the

The demand for industrial real
estate is increasing.

in 2019 may slightly
decline, but is expected to rebound

Revenue
in the next few years when the

Trang Due 3 Industrial Park starts
operating.

Risk does exist.

INVESTMENT VIEWPOINT

KBC is a leading company in industrial real estate with a land bank of 5,174ha,
accounting for 5.5% area of the state-owned industrial park land (IPL) and
1100ha of urban area land (UAL) from the North to the South, which is sufficient
enough for the company to develop in the next 10 years.

According to our assessment, KBC's IPL leasing segment has been benefited from
(1) FDI flow into Vietnam still sees a positive growth (2) Available large land bank
(3) Northern infrastructure has gradually been improved(4) Manufactures from
China have been moved to Vietnam (5) The number of satellites of Samsung and
LG increased.

However, we assess that the revenue gains from IPL leasing may saw a dip 2019
as the remarkable industrial parks such as Que Vo and Trang Due almost
achieved the maximum occupancy rates in the previous years. Meanwhile,
earnings from sold land of Phuc Ninh urban area is expected to go up. In 2019,
KBSV forecasts KBC revenue will reach VND2,403 billion (+4% yoy) and NPAT will
be VND672.7 billion (-10% yoy).

The revenue from leasing IPL is expected to grow in the mid-long term as the
Trang Due 3 Project is developed in 2019.

KBC might face some risks including (1) Unpredictable business performance due
to one-time revenue record (2) Risks involved in legal issues of landing projects
or land clearance.
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KINHBAC CITY . OVERVIEW
DEVELOPMENT HOLDING
CORP -SJC

DEVELOPMENT HISTORY
Tablel: KBC Development history

eEstablished on March 27th 2002
oThe 1st project of KBC is Que Vo IP was granted by by Prime Minister

eListed on HNX with ticker: KBC

eRenamed Kinhbac City Development Holding Corporation
eTransferred to listing on HSX

*LG Electronics signed the first contract to rent 40ha at Trang Due IP

*LG rented 40ha more at Trang Due IP

eIncreased charter capital to VND 4,775bn

*Signed the MoU with Hai Phong Authorities to develope 600ha at Trang Due IP Phase 3

*LG Innotek rented 7.2ha more at Trang Due IP
¢ Hanwha Techwin officially invested in projects at Que Vo IP

*Slgned the MoU with Samkwang Co., LTD (Korea) for land leasing at Quang Chau IP
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Source: KBC
BUSINESS AND OWNERSHIP STRUCTURE
By December 31, 2018, KinhBac City Development Holding Corporation — SJC
(KBC) owned 06 subsidiaries (Table2).
The current charter capital of KBC is VND 4,757 billion, in which 16% of the
capital is held by Mr Dang Thanh Tam; 9.6% is owned by KBC; 4.9%, 3.6% and
3.2% was held by PYN Fund Elite, VYNMETF and Dragon Capital (Figure 3).
Table2: Subsidiaries Figure 3: Shareholder structure
® Mr. Dang Thanh Tam - Chairman ® Kinh Bac Invest
SUbSidiarieS Ownershi p (%) PYN Fund Elite VanEck Vectors Vietnam ETF
Sai Gon - Bac Giang IP Corp 80.80% Sa‘hg"” VRG Invest bragon Capital
W Others
Sai Gon - Hai Phong IP Corp 86.54%
Northwest Saigon City Development Corporation 74.30%
Trang Cat Urban Development One Member Co., Ltd. 100% 0.65%
NGD Invest Co.,Ltd. 100%
KinhBac Office and Factory Business One Member 59% 3:;%
CO., Ltd. 100% 3.6%
Source: KBC Source: KBC
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KBC is the

construction and development

pioneer in

IP

Providing IPL for lease brings the

largest earnings in total revenue of

KBC

Figure 4: Revenue structure by business activities

BUSINESS ACTIVITIES AND COMPANY POSITION

KBC's core business is IP and urban area developmenthe combination
between Industrial park and Service Urban area. KBC’s business is mainly in
Bac Ninh, Hai Phong, Cu Chi, HCMC and Bac Giang.

KBC main industrial parks include: Que Vo 1, Que Vo 2, Quang Chau, Trang
Due 1, Trang Due 2, Nam Son Hap Linh, Tan Phu Trung. In addition, KBC has
cooperated with other enterprises to invest in some industrial parks such as
Sai Gon — Chan May, Dai Pong — Hoan Son, expanded Hoa Khanh and Lien
Chieu with a land bank of 5,174ha, accounting for 5.5% of the total area of
industrial park land of the whole country. The area of KBC's industrial parks
(IPs) is ranging from 200ha to 600ha. These IPs are among the top in attracting
FDI capital, especially from high-tech investment from the world giants such
as Canon, Foxconn, JA Solar , Luxshare ICT, MITAC, Panasonic, Sanyo, LG, ...
Besides, KBC has currently owned 1100ha of UAL from the North to the South.
Thus, the current land bank of KBC is enough for the company to develop in
the next few years.

REVENUE STRUCTURE

KBC main business activities include: providing IPL for lease, selling and
providing factories for lease, developing UAL and offering utilities services
such as electricity — water and waste treatment in IPs. Providing IPL for lease
brings the largest earnings in total revenue of KBC, accounting for 57% and
80% in the total revenue of 2017 and 2018 (Figure 4).

Il. BUSINESS ACTIVITIES

In the past few years, KBC business activities mainly focused in Bac Ninh, Bac
Giang, Hai Phong, Cu Chi — Ho Chi Minh City. In 2018, revenue earned in Bac
Ninh province skyrocketed thanks to fruitful land leasing in Que Vo IP, which
contributed the most to KBC business performance (Figure 5).

Figure 5: Revenue structure by province 2018
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Figure 6: Location of KBC IPs and UAs

KBSV RESEARCH
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IPL for lease accounts for the largest
proportion in KBC revenue structure

KBC has only focused on Northern IPs
development

Hinh 6: Location of KBC IPs in the North

KBSV RESEARCH

1. IPLfor lease

This is the core business field of KBC, which always takes for a large proportion in the
company revenue. KBC and its subsidiaries have currently owned 3000ha IPL,
including some large IPs: Que Vo, Quang Chau, Nam Son Hap Linh, Trang Due,
Tan Phu Trung. In addition, KBC has cooperated with other business partners
to develop IPs such Sai Gon Chan May, Hoa Khanh, Nhon Hoi, Lien Chieu.

By the end of 2018, KBC owned 1243.7ha of land for lease, equal to only 36%
saleable land area. Thus, the remaining land area that KBC can offer for lease
is still very large, reaching over 2200ha. However, up to now, KBC has only
focused on IPs development and exploitation in the North (Figure 6). These
IPs are located in key Northern industrial zones which attract a large demand
for lease from FDI enterprises.

After KBC land is allocated by the State, KBC will conduct compensation and
land clearance, and hands over land to customers with a lease term of 50
years. KBC will transfer all rights and responsibilities to tenants, including land
use fees paid to the state. The average rental fee in IPs of KBC is USD75/m2
for 50 years. However, the rental prices in Trang Due IP are higher, about
USD85-90/m2, while the rental prices in Quang Chau IP are lower, ranging
from USD65 to USD70/m2. After signing the land lease contract, KBC will
receive a deposit of 30-40%, the rest will be paid according to schedule within
one year.
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Que Vo is the first IP of KBC.

Que Vo benefits from abundant FDI
flow.

Que Vo IP has advantages of location
and infrastructure. Located on
Highway 18, is an important traffic
axis connecting major economic
centers like Hanoi, Hai Phong and
Quang Ninh. Located 33km from
Hanoi, 30km from Noi Bai
International Airport, 110km from Hai
Phong International Port and 110km
from Cai Lan Port. This is a favorable
position for high-tech investment
projects as electronic components are

usually transported by air.

Figure 8: Occupancy rate of Que Vo IP

KBSV RESEARCH

Que Vo Industrial Park

Que Vo IP is the largest and the most important IP in Bac Ninh province (Figure
7). In the past few years, FDI flowing into Bac Ninh has increased remarkably
(Figure 9). Bac Ninh is one of the leading provinces which absorb the largest
FDI in the country. In 2018, Bac Ninh attracted 173 projects whose total
investment capital was USD1.1 billion. The project area is 611ha, and has two
stages: stage 1 has been operated since 2003 with an area of 311ha and stage
2 has been operated since 2006 with an area of 300ha. In 2018, Goertek Group
from Hong Kong — a top initial satellite of Samsung, has invested in the project
and signed a leasing contract in Que Vo 2 IP. This is a high-tech project with
the total investment capital of USD260 billion. As a result, at the end of 2018,
both Que Vo IPs had an occupancy rate up to 98% (Figure 8).

Among IPs in Bac Ninh, Que Vo IP has favorable location and reasonable rental
prices. Yen Phong IP has lower rental fees compared to Que Vo IP (about
USD55/m2), Yen Phong’s occupancy rate has been fulfilled by Samsung; while
VSIP IP has higher rental fees (around USD100/year).

After over 10 years of operations, Que Vo IP has attracted USD2.5 billion in
total from 125 FDI projects, in which there are some big customers like Canon
(Japan), Foxconn (Taiwan), Hanwha Techwin (Korea), and UIL (Korea). In this
IP, nearly 70 factories, which were also built by KBC to serve satellite
companies, have been sold out.

Figure 7: Location of Que Vo IP
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Figure 9: FDI in Bac Ninh
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KBSV RESEARCH
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Trang Due Industrial Park has a

favorable position for goods

circulation.

Trang Due Industrial Park is included
in Dinh Vu - Cat Hai Economic Zone,
where  companies

are given

maximum tax incentives.

New projects will ensure KBC’s

revenue in the long term.

According to our assessment, if
licensed, Trang Due 3 IP has many
advantages in attracting strategic
investors, such as reasonable rental
prices and attractive tax incentives.

Source: FIA, KBSV

Trang Due Industrial Park

Trang Due IP is located on Highway 10, 100km far from Hanoi, 115km from
Noi Bai International Airport, 7km from Hai Phong international port and
15km from Cat Bi airport.

The total area of this IP is 401ha, there are two stages, stage 1 has 187ha and
stage 1 has 214ha. Trang Due has the fastest occupancy rate among KBC IPs,
and the lowest rental prices, around USD85-90/m2. Trang Due IP belongs to
Dinh Vu — Cat Hai Economic Zone (Figure 10), while Hai Phong has the
strongest advantages of taxes in the whole country. Companies operating in
this city will be given these tax favors: Exemption of income tax for 4 years,
50% reduction of payable tax for the next 9 years, income tax rate of 10% in
the first 15 years, exemption of import tax for imported goods as prescribed,
50% exemption of income tax for workers working in the IP.

Within 1 year from the date of the Prime Minister's Decision permitting Trang
Due IP to become a part of Dinh Vu - Cat Hai Economic Zone (2013), Trang Due
1 IP occupancy rate has been filled 100%. As of the end of 2018, Trang Due 2
IP of the project has been almost filled 96.2% (Figure 11).

In 2018 only, newly registered FDI into Hai Phong hit USD3.09 billion,
accounting for 9% of total FDI newly registered of Vietnam (Figure 12).

Trang Due IP successfully attracted 70 investors with the total FDI of USD5.1
billion, including LG Electronics, LG Display, LG Innotek, and Haeng sung.

KBC has currently assigned to expand the project and become the developer
of Trang Due IP stage 3, with an area of 687ha (456ha is saleable land.) At the
moment, KBC is asking for a permission for making Trang Due 3 a part of Dinh
Vu - Cat Hai Economic Zone, which is expected to be completed in 2019.

Trang Due 3 IP is adjacent to the existing Trang Due IPs. Large enterprises in
the IP such as LG, when they expand invested area or raise the number of
providers, they will prioritize investing in Trang Due IP 3 for convenient
management and connecting between factories.

Trang Due 3 is a far-inland industrial park, so the platform there is harder than
that in other sea-close IPs located in Dinh Vu - Cat Hai Economic Zone such as

*b KBE#
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Nam Dinh Vu or Deep C. Consequently, investing in Trang Due 3 IP will help
investors to save costs of construction. VSIP Hai Phong IP is also located near
Trang Due 3 IP and included in the Economic Zone. However, this IP has
relatively high rental prices and management service fees, about USD100-
120/year and USD0.07/m2 per month, the fees for IPL of Trang Due industrial
zone are USD85-90 and VND10,000/m2 per year.

Trang Due 3 Industrial Park is located close to Hanoi - Hai Phong Highway,
Highway 10 bordered by Hai Duong and Thai Thuy - Thai Binh, which is
convenient for attracting unskilled labor to work in industrial parks.

Figure 10: IPs in Dinh Vu - Cat Hai Economic Zone
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Figure 11: Trang Due IP occupancy rate Figure 12: FDI market share in the whole country
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Business operations have started to
thrive again thanks to a satellite
company of Apple.

Quang Chau IP is expected to have
positive contribution to KBC growth
momentum in the short term

Tan Phu Trung is the only IP of KBC in
the South.

Tan Phu Trung is one of the first IPs of
KBC, but at present, the occupancy
rate of this IP is only 36%, which
means it has not really been
successful in attracting investors.

Tan Phu Trung IP’s occupancy rate is
expected to rise gradually as other
IPs in HCMC have been fulfilled.

KBSV RESEARCH

Quang Chau Industrial Park

Quang Chau IP is located in Bac Giang province, and has an area of 426ha. The
project has a favorable location which is adjacent to Bac Ninh province, on the
National Highway 1A, 2km far from Que Vo IP, 35km from Noi Bai Airport and
115km from Cai Lan Port. Quang Chau has attracted 14 foreign enterprises
including JA Solar, Samkwang, Luxshare ICT,... After many years attracting no
customer, since 2016, the IP’s business operations have started to thrive again
after JA Solar signed a contract to lease 88ha land in Quang Chau IP for
building factories to produce solar panels. The total investment of JA Solar is
USD1 billion, and Luxshare — one of the biggest satellite of Apple, rented 14ha
of land. In 2017, Quang Chau IP only recorded earnings from selling seven
factories with a total area of 2.7ha without gaining revenue from IPLs for
lease. In1Q/2018, KBC signed a contract for providing 10ha land for lease in
Quang Chau IP with Samkwang — Samsung’s level 1 satellite, the total
investment capital is USD150 million, which is expected to rise to USD250
million in following years.

Thus, after the occupancy rate of Que Vo IP reached 100%, Quang Chau IP is
expected to have positive contribution to KBC growth momentum in the short
term thanks to (1) favorable location near Que Vo IP, Bac Ninh and Noi Bai
Airport (2) attractive tax incentives (3) creating advantages of attracting high-
tech investors.

Tan Phu Trung Industrial Park

Tan Phu Trung IP is located in Northwestern HCMC, on Highway 22, Tan Phu
Trung, Cu Chi District; 25km far from HCMC centre, 15km from Tan Son Nhat
Airport, and 27km from Saigon Port.

From our viewpoint, the possible reasons are:
(1) Prolonged compensation and land clearance process.

(2) Tan Phu Trung IP is located in Tay Bac Urban Area, with many large
projects that have not been implemented, and infrastructure has not been
developed evenly.

(3) Administrative procedures in HCMC last longer than those in other
provinces such as Binh Duong and Long An

(4) Land leasing fees in Tan Phu Trung IPL are higher than those of other IPs
in HCMC surrounding provinces.

(5) KBC has not focused on develop Northern IPs.

Investors in Tan Phu Trung IP are granted tax incentives such as two years of
corporate income tax exemption and 50% tax reduction for the next four years
for new investment projects.

Tan Phu Trung IP has an area of 542ha, which currently has an occupancy rate
of 36.5%, the remaining land area can be leased is nearly 200ha. We expect
that in the upcoming period, the occupancy rate of this IP will increase

*b KBE#
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Figure 12: Quang Chau IP occupancy rate

KBSV RESEARCH

gradually thanks to (1) a favorable location (2) large available land bank (3)
Other IPs in HCMC have been almost filled.

Figure 13: Tan Phu Trung IP occupancy rate
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Tablel4: IPs of KBC by the end of December 31, 2018

KCN Location Year % owned by KBC ~ Total area (ha) Construction Leased area (ha) Occupied rate Remaining area
Area (ha) (ha)
1. Projects 100% owned by KBC
Que Vo1l Bac Ninh 2003 100% 311 192 188.2 98% 5.3
Que Vo 2 Bac Ninh 2006 100% 300 171 167.6 98% 34
Nam Son Hap Linh Bac Ninh 2010 100% 433 283 0 0% 283
II. Projects of subsidiaries
Quang Chua Bac Giang 2006 77.93% 426 275.6 147 53.2% 128.6
Trang Due 1 Hai Phong 2007 86.54% 187 129 129 100% 0.0
Trang Due 2 Hai Phong 2015 86.54% 214 133 127.9 96.2% 5.1
Trang Due 3 Hai Phong 86.54% 687 456 0 0% 456
Tan Phu Trung Cu Chi 2004 72.44% 542 314 114.6 36.5% 199.4
I1l. Project of associated companies
Sai Gon - Chan May Hue 2008 28.14% 658 586 0 0% 513
Lien Chieu Da Nang 1998 20% 289 205.2 138.5 67.5% 66.7
Hoa Khanh Da Nang 2005 20% 133 118 106.9 90.6% 29.5
Dai Dong Hoan Son Bac Ninh 2007 21.48% 268 81 80 99% 0
Dai Dong Hoan Son Bac Ninh 21.48% 96 62 0 0% 0
Sai Gon - Nhon Hoi Binh Dinh 2005 10% 630 445 44 10% 401

Source: KBC

Pre-built factories for sale and lease
serve satellite businesses of large

corporations

2. Storehouses and factories for sale and for lease

KBC aims at providing available factories and storehouses to mid-small sattlite
companies under large enterprises such as LG or Samsung. The standard area
of each factory is 5000m2, offices and supplementary buildings are also
included for investors to run theis business right after leasing/selling, which
helps to reduce investment risks. Customers may choose to buy a factory at
USD230/m?2 per year during 3-5 years or rent the factory at USD 3.5/m2 per
month. There is a great demand for this product, which has high profit margin
at about 50% on average. By the end of 2018, about 100 factories were sold
and rented out by KBC. These factories are mainly concentrated in Que Vo IP

*b KBE#
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Ancillary services gain KBC stable
revenue annually

KBSV RESEARCH

and Trang Due IP. Gross profit margin of this activity reached 67.8% in 2017
and 49.5% in 2018 (Figure 15).

3. Ancillary services

In addition to the core business operations, KBC provided ancillary services in
IPs such as providing electricity — water, sewage treatment, security,
infrastructure maintenance and management. These services also gain a
stable revenue each year, offset KBC management fees. Gross profit margin
of ancillary services reached 48.8% in 2017, and 47.1% in 2018 (Figure 16).

Figure 15: Revenue from providing factories for sale and Figure 16: Revenue from ancillary services
for lease
. Sub-land lease revenue mmm \Warehouse sale revenue — Revenue Gross profit margin
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Source: KBC, KBSV

Phuc Ninh IP is expected to have a
positive contribution to KBC revenue
growth in 2019-2020.

Phuc Ninh IP has advantages of
favorable location in Bac Ninh city
centre and low land costs

KBC does not plan to develop both of

Source: KBC, KBSV

4. Urband area development
4.1. Phuc Ninh IP Project

The detailed planning project was approved and handed over to KBC by Bac
Ninh Province People’s Committee so that KBC became the developer of the
infrastructure construction and business project in 2003. The project
implementation process has many problems and the demand for real estate
in this area is not so high, so the project is not consumed as expected, slowing
the project progress for nearly 10 years. However, with the warming of Bac
Ninh real estate market in the last 3 years, KBC has returned and opened Phuc
Ninh IP project.

The project is located in Bac Ninh City, right next to Highway 1A, with an area
of 136.4ha, and has three stages (Figure 18). 3.5ha of saleable land in the
stage 1 was sold out. The revenue gained from 2ha land was recored in 2017
and 2018, the area which has to be recored in the next period is 1.5ha. Stage
2 has an area of 22ha, and 10.4ha of saleabe land was sold out. KBC is
projected to record 3ha more from stage 2 this year (Table17).

4.2. Other industrial parks

Additionally, KBC owns Trang Cat — Hai Phong Urban Area with a scale of
581ha and the Diplomatic Corp project on Pham Van Dong Street, Hanoi with
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the projects by itself, instead, the
company will likely seek business
partners to transfer the ownership of
the projects.

Table 17: Details about Phuc Ninh IP project

KBSV RESEARCH

an area of 2ha. KBC does not plan to develop both of the projects by itself,
instead, the company will likely seek business partners to transfer the
ownership of the projects. We think this is a reasonable plan for KBC because
KBC is not a strong company in housing real estate, leading to inefficiency in
independently developing the project. Furthermore, if the project is
successfully transferred, the company will receive money right away to reduce
loans and focus on stimulating the main business field, which is renting out
IPL and providing factories for sale and for lease.

Financial data of real estate transferance was accumulated into IPL renting
out in the financial statement. We estimated hat the gross profit margin of
this segment was 66.4% and 57.3% in 2017 and 2018.

Figure 18: Location of Phuc Ninh IP project
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KBC revenue growth in 2014-2016
stayed positive thanks to earnings from
IPLs for lease, but it plunged in 2017

Revenue in 2018 rebounded strongly
thanks to an increase in the area of
rented IPL to 110ha

By the end of 2018, Que Vo 2 and
Trang Due 2 IPs have almost fulfilled
the occupancy rate.

Source: KBSV

lll. BUSINESS PERFORMANCE & FINANCIAL STATE

KBC revenue growth in 2014-2016 stayed positive with CAGR reaching 35.8%.
Nevertheless, by 2017, revenue of KBC tumbled to only VND1,260 billion (-36.1%
yoy) due to declining earnings from IPL for lease. The area of leased IPL only hit
47.6ha (-40% yoy) in 2017, sharply dropping from 79.3ha of handed-over land in
2016.

Although the revenue in 2017 was less than 2016, NPAT still gained 4.9% thanks to
the recorded financial revenue of VND354 billion from transferring the ownership of
Hoa Sen hotel.

Net revenue of KBC in 2018 was VND2,505.9 billion (+98.8% yoy) (Figure 19). In
particular:

= |PL for lease segment growth skyrocketed 182.7% yoy to VND2,026 billion. This
is the business segment that had the largest proportion in total revenue of KBC
(80.9%.)

In 2018, the area of rented land in KBC reached 110.5ha, soaring 131% over
2017. In particular, the two main IPs, Que Vo 2 and Trang Due 2 have almost
fulfilled the occupancy rate at the end of 2018. To be more specific:

Que Vo 2 IP’s area for lease is 53ha (+1033% yoy), raising the occupancy rate

*b KBE#



KinhBac City Development Share Holding Corporation — JSC

NPAT in 2018 witness more positive
growth compared to that in 2017.

Gross profit margin was improved as
Que Vo 2 IP took for the biggest
proportion in revenue structure thanks
to low costs of land clearance.

The cost of selling but

SG&A/revenue ratio fell.

rose

Figure 19: Revenue and NPAT in 2015-2018
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to 98%.

Meanwhile the total land area of Trang Due 2 for lease is 25.5ha (+53% yoy),
raising the occupancy rate to 96.2%.

The area for lease of the two IPs added 70% to the total rented land area of
KBC in 2018. Tan Phu Trung and Quang Chau IPs had 17ha (up 17% yoy) and
15ha (up 144% yoy) of land for lease.

= The sale of factories gained VND178.8 billion (+30% yoy) thanks to the revenue
from selling factories in Que Vo 2 IP, while real estate transferring dropped to only
approximately VND100 billion, declining -57% yoy against 2017 thanks to the sale
0.5ha land in Phuc Ninh Project.

= Factories for lease and other services earnings hit VND37 billion (+ 1%yoy) and
VND163.7 billion (+19.5% yoy) respectively.

NPAT of the parent shareholder was VND747.4 billion (+28.3% yoy). Excluding the
dramatic profit from transferring Hoa Sen Hotel in 2017, NPAT growth 2018 was
about 143% yoy.

Gross profit margin in 2018 hit 58.5%, more than the 51.6% increase in 2017. Gross
profit margin was improved as Que Vo 2 IP took for the biggest proportion in revenue
structure thanks to low costs of land clearance.

The cost of selling in 2018 surged to VND142 billion (+545% yoy), mainly
concentrating on brokerage and sale promotion expenses in Que Vo 2 IP spent on
high valued contracts (Figure 20).

Figure 20: GPM and SG&A/revenue
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Table21: Business performance in 2018

Revenue 2018 (bn VND)  Growth (yoy) % revenue Gross profit margin 2018Gross profit margin 2017

Land lease 2026.4 182.7% 80.9% 59.6% 47.8%
Urban land sale 100 -57.0% 4.0% 57.3% 66.4%
Factory/warehouse sale 178.8 30.0% 7.1% 56.6% 48.5%
Factory/warehouse lease 37 1.0% 1.5% 62.2% 51.9%
Utilities 163.7 19.5% 6.5% 47.1% 48.8%
Revenue 2505.87 98.8% 100.0% 58.5% 51.6%
Source: KBC
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Inventories and receivables have the

highest weight in KBC's asset structure.

ROE of KBC was lower compared to

that in same-industry companies

Figure 22: KBC asset structure
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Short-term assets always accounts for a large proportion in asset structure of KBC
(more than 85%), in which inventories and receivables have the highest weight
(Figure 22).

In 2018, KBC inventories were still high at VND8,592.6 billion, equal to more than
50% of asset structure. Inventories focus in Trang Cat UA and Tan Phu Trung IP. Tan
Phu Trung IP is located in the South, but it has not been really focused by KBC, so it
cannot attract much investment capital. Trang Cat- Hai Phong UA has not been
started yet.

KBC receivables stayed high, and continued to rise to VND5799 billion (+22% yoy) in
2018, equal to over 34% in asset structure. There are two remarkable receivables
which are the receivable from transferring 48.3 million shares of SBD Power Corp to
Kinh Bac Services Corp — an affiliated company of KBC; and the receivable from
transferring Saigon Investment Corp shares valued at VND583 billion. These are the
two receivables that need to be followed for the assessment of asset quality and
financial structure of KBC.

ROE in 2018 hit 7.92%, inching up against 2017, but has no considerable
improvements in recent years (Figure 23). ROE of KBC was lower compared to that
in same-industry companies such as LHG or SZI as KBC kept low leverage ratio (about
1.7 times since 2016) and the total asset turnover ratio was also lower than in LHG
and SZL. It is expected that ROE will be improved year by year as KBC plans to
increase the loan capital to invest in projects (Table24).

Figure 23: ROE (%)
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Table24: ROE comparison

KBC 2015 2016 2017 2018 LHG 2015 2016 2017 2018 SZL 2015 2016 2017 2018
ROE 8.6% 6.7% 6.6% 7.9% ROE 10.5% 24.4% 18.8% 16.2% ROE 10.3% 21.7% 17.0% 19.7%
Net profit margin 43% 28% 46% 30% Net profit margin 30% 34% 34% 42% Net profit margin 24% 37% 28% 30%
Asset turnover 0.11 0.14 0.08 0.15 Asset turnover 0.16 033 0.28 0.21 Asset turnover 0.15 0.20 0.21 0.23
Leverage ratio 1.87 170 172 174 Leverage ratio 216 215 2.00 1.83 Leverage ratio 283 294 288 281

Source: KBSV

*b KBE#



KinhBac City Development Share Holding Corporation — JSC

KBC benefits from the increase of
FDI invested in Vietnam

The available land bank and new
projects waiting to be licensed bring
KBC big opportunities

Northern infrastructure has been
being completed

The shift of factories out of China is
the opportunity for Vietnam IPs
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IV. INVESTMENT HIGHTLIGHTS

In the first two months of 2019, the total newly registered capital, added

capital and capital contributed to buy shares of foreign investors reached
USD8.47 billion, 2.5 times more than that in the same period of 2018. By
February 20, 2019, disbursed FDI projects was estimated at USD2.58 billion,
+9.8% YoY. Processing — manufacturing, and real estate are the two sectors
that absorb the largest investment capital in the first two months. Processing
and manufacturing sector started to rebound (+11.5% YoY), and it is also the
most-invested sector in Jan and Feb 2019 (Figure 25). CT-TPP and EVFTA,
which are typical FTAs, will help Vietnam to attract a large capital flow from
foreign investors.

KBC has currently owned more than 5000ha of land to be developed by IPs,
mainly in Bac Ninh and Hai Phong, and 1100 of land for urban area
development. Besides, KBC is still in the progress of asking for a license for
Binh Giang IP project in Hai Duong, with an area of 860ha. According to our
assessment, when the Government is still tightening the issue of licensing for
industrial zone development projects, the land bank that KBC owns brings a
great competitive advantage and is enough to maintain the growth
momentum for KBC in the next five years. We expect this will be the main
growth driver for KBC in the medium and long term.

In recent years, the Northern economic triangle of Hanoi - Hai Phong - Quang
Ninh has absorbed a large amount of investment capital in infrastructure with
the main connecting axes such as the Hanoi - Hai Phong highway and Ha Long
- Hai Phong highway, which helps shorten the travel time between Hanoi - Hai
Phong to 1 hour, Ha Noi - Ha Long to 1.5 hours. Hanoi - Hai Phong - Ha Long -
Mong Cai Highway, Bach Dang bridge connecting Hai Phong and Ha Long... will
be put into operation, connecting with Lao Cai - Hanoi Highway to become the
longest highway in Vietnam. This will be an important route connecting China.
Tan Vu - Lach Huyen motorway is built to connect Lach Huyen gateway port
with Hanoi - Hai Phong highway system and Highway 5. It is expected that the
first point of the project is located at Tan Vu intersection, which is in the Hanoi
- Hai Phong Highway project; and the end point is adjacent Lach Huyen
Gateway Port. In 2017, Van Don Airport was put into operation, in 2018, Cat
Bi Airport was upgraded and added one more station (Station No.2).

According to our assessment, KBC has gained many benefits from the
infrastructure because (1) Many high-tech industries concentrated in
Northern IPs of KBC, so assembled products such as electronic components
are usually transported by air. More convenient transportation and shorter
travel time between airports and IPs will have positive impacts on IPL renting
out, especially in Trang Due IP (2) There are advantages of goods
transportation to China.

KBC is considered a favorable alternative option for investors who want to
move their factories out of China. The US-China trade war makes many multi-
national companies want to move to Vietnam. In addition, the prices of
industrial land in China are also increasing considerably compared to the
prices in Vietnam. According to JLL, industrial land prices in China surged to
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The number of Samsung and LG
satellite companies is expected to
keep climbing in the next period

Figure 25: FDI of manufacturing industry
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USD 180/m2, while land prices in Vietnam are just around USD100-
USD140/m2.

Along with Samsung, LG is also a foreign group that has continuously invested
into large projects in Hai Phong, Bac Ninh, and Thai Nguyen. Localization rates
of the two groups are quite low, since domestic enterprises are not qualified
to become suppliers. Currently, more than 50% satellite companies of
Samsung are located in KBC IPs and, this number is expected to rise in the
upcoming period.
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The business performance s KBC chose to recorded revenue from IPL for lease once, right after customers pay

unpredictable

Risks involved in legal issues

rental fees instead of allocating revenue according to the rental term of 50 years, so
annual revenue of KBC depends on the area of rented IPL each year. However, the
state of renting out is usually not stable, which creates big gaps between revenue
over the years. Furthermore, KBC also faces risks of high financial pressure due to
paying land rental fees once instead of paying annually.

Developers of IPs are currently having difficulties involved in legal issues of the
project and costs of land clearance. This is the biggest risk that may adversely affect
businesses investing and developing IPs.

+ Legal issues: The Government is still restricting licensing for industrial development
projects under Decree 164/2013 / ND-CP, so projects face difficulties in obtaining
permits. Specifically, some expanded projects of KBC are in the process of approving
investment policies such as Trang Due 3, Binh Giang, which also partly slowed down
due to changing policy mechanisms.

+ Land clearance: Land clearance is the most difficult stage for businesses to develop
IPs because high clearance costs create obstacles for investors while the project has
not gained any cash flow to offset this cost. These reasons lead to difficulties in
compensation stage, which also causes the project to be prolonged.
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KBSV forecast revenue of KBC in
2019 to reach VND2,403 billion,
down by 4% yoy, and NPAT will hit
VND672.7 billion, losing 10% yoy.

KBSV forecast revenue in 2020 of
KBC to reach VND2,726 billion,
gaining 13% yoy and NPAT is
VND744.4 billion (increasing 10.6%
yoy).
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VII. VALUATION

FORECAST BUSINESS PERFORMANCE IN 2019-2020

7

% Revenue of KBC in 2019 comes from:

e Revenue from IPL for lease hit VND1,190 billion, declining 70% yoy as the
occupancy rates of IPs have been fulfilled. A large proportion of revenue
comes from Quang Chau, Nam Son, Nam Son Hap Linh and Tan Phu Trung IPs.
The total area of rented IPL in 2019 is about 68.7ha (-46% yoy), the average
rental price is around USD77.5/m?2

e Revenue from real estate transferring reached VND760 billion, (+660%
yoy) thanks to selling 3.8ha of land in Phuc Ninh IP.

e Other business segments all saw a positive growth of VND453 billion
(+19.4% yoy).

» Accordingly, GPM declined to 54% from 58.5% in 2018 since Que Vo 2 IP
handed over in 2018 had better GPM.

0

% KBC earnings in 2020 will come from:

e Revenue from renting out IPL is likely to reach VND1,231 billion (+3.4%
yoy), mainly contributed by Quang Chau, Nam Son Hap Linh and Tan Phu
Trung IPs. The total rented IPL in 2020 will be around 71.1ha (+3% yoy), with
an average rental price of USD77.5/m2.

e Revenue from real estate transferring will be VND1,000 billion, (+13.2%
yoy) thanks to recording earnings from 5ha of land sold in Phuc Ninh IP

e Other segment revenue will hit VND498 billion (+9 yoy).
> As aresult, GPM will decrease to 52% from 54% in 2019.

Our 2019 and 2020 business performance forecast for KBC only includes core
business segments from existing IPs of KBC, excluding the contribution of
Trang Due 3 IP and abnormal profits from transferring Trang Due UA and
Diplomatic Corp projects as planned by KBC. If Trang Due 3 IP is licensed and
the two mentioned projects are transferred, KBC revenue and profit will grow
positively.
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Table 26: Forecast revenue — profit in 2019-2020

Forecast revenue in 2019 - 2020

(VND bn) 2018 2019F 2020F
Net revenue from selling and providing services 2,505.8 2,403 2,726
IPL for lease 2,026.4 1,190 1,231
QuéVd 1 59 36
Qué Vs 2 61
Trang Dué 2 42 65
Quang Chau 326 358
Nam Son Hap Linh 349 384
Tan Phu Trung 3534 389
Real estate transfer 100.0 760 1,000
Warehouse selling 178.8 197 217
Warehouse Renting out 36.9 77 84
Other services 163.7 179 194
Cost of goods sold 1,038.9 1,105.18 1,308.28
IPLfor lease 818.4
QuéVa 1
QuéE V5 2
Trang Dué 2
Quang Chau
Nam Son Hap Linh
Tan Phu Trung
Real estate transfer 42.4
Warehouse selling 77.6
Warehouse Renting out 13.9
Other services 86.6
Gross profit 1,466.9 1,297 1,418
Revenue from financial activities 95.3 120 136
Financial cost 193.9 219 207
Cost of selling and business management 306.9 240.3 272.6
Net profit 1,048.7 958 1074.2
NPAT 810.21 747 827.2
NPAT of the parent company 747.44 672.7 7444
EPS 1.591 1432 1.585

Source: KBSV

RNAV method

VALUATION METHODS AND RECCOMENDATION

To find out the reasonable price for KBC shares, we used RNAV model and P/E
comparison between other peers in the same industry. With typical features
of a real estate company, the value of KBC heavily depends on the value of
land bank of IPs and future projects. Therefore, KBSV believe that RNAV is a
reasonable method to evaluate KBC asset quality. In addition, we used P/E
comparison method to have a more comprehensive reflection of the market.
We suppose that the ideal ratio of the two methods is RNAV:P/E = 80:20.

We have re-evaluated IP and KDT projects based on the remaining leasing area
(Table 28).

e Trang Due 3 IP has not been approved yet so it will not be included in the
model. We do not have enough information as well as development plan of
Trang Due urban area, so we remain the book value of this urban area.

e We discount the value of Trang Cat UA due to long-term capital
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P/E method

Recommendation

Table 27: Valuation

KBSV RESEARCH

stagnation.
e We removed unclear receivables from KBC assets.

The reasonable price for KBC shares according to this method is VND18,100
per share. The current average P/E of industrial real estate is estimated at 9.8x.
Consequently, the reasonable price for KBC shares according to P/E
comparison method is VND14,100 per share.

As we mentioned, when Trang Due 3 IP is put into operation and the two
projects of Trang Due and Diplomatic Corp are transferred, KBC shares will
also increase in the coming time. However, based on valuation results and
business prospects in the upcoming period, on a cautious point of view, KBSV
has a HOLD recommendation for KBC shares with a target price of VND17,300
per share, higher than the closing price on March 19, 2019.

Methods Estimate price Weight Weighted Price
P/E 14,100 20% 2,820
RNAV 18,100 80% 14,480
Target Price (VND) 17,300

Source: KBSV

Table 28: RNAV method

Book value
(bn VND) (31/12/2018) RNAV
CURRENT ASSETS 14,814.4 13,794.4
Cash and cash equipvalents 2241 2241
Short-term investments 3.0 3.0
Accounts receivable 5,799.1 4,690.8
Inventories 8,592.7 8,681.0
Industrial Parks

QueVo 1 57.9 85.8

Que Vo 2 1204 57.7

Nam Son Hap Linh 359.2 936.4

Quang Chau 685.7 1,165.9

Trang Due 1374 100.8

Tan Phu Trung 2,377.2 1,847.6

Urban Areas

Phuc Ninh 859.6 1,641.3

Trang Cat 3,505.3 2,369.3

Trang Due 476.2 476.2
Others 195.6 195.6
Utilities 495.0
LONG-TERM ASSETS 2,158.5 2,158.5
LIABILITIES 7,134.3 7,134.3
Minority interests 802.8 802.8
OWNER'S EQUITY 8,510.9
Share price (VND) 18,100

Source: KBSV
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APPENDIX

Fiancial Statement
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Income Statement

Balance Sheet

(VND billion) 2015 2016 2017 2018 (VND billion) 2015 2016 2017 2018
Netsales 1,434.85 1,972.46 1,260.20 2,505.87 CURRENT ASSETS 12,003.02 13,010.53 13,730.01 14,814.38
Cost of sales -861.41 -865.07 -610.53 -1,038.86 Cash and cash equivalents 228.16 295.09 504.57 224.08
Gross Profit 573.45 1,107.39 649.67 1,467.01 Short-term investments 1.74 1.24 1.01 2.96
Financial income 317.12 39.04 431.36 95.30 Accounts receivable 3,361.58 4,381.55 4,744.14 5,799.08
Financial expenses -41.37 -99.20 -109.46 -193.89 Inventories 8,364.45 8,243.70 8,322.62 8,592.65
of which: interest expenses -89.99 -81.66 -106.96 -200.75 LONG-TERM ASSETS 1,650.69 1,647.02 2,049.76 2,158.54
Gain/(loss) from joint ventures (from 2015) 9.59 21.56 18.74 13.41 Long-term trade receivables 355.63 303.76 724.51 714.34
Selling expenses -34.89 -33.21 -22.12 -142.01 Fixed assets 141.01 124.17 118.09 157.07
General and admin expenses -93.00 -120.94 -154.76 -164.86 Investment properties 20.42 86.62 134.88 132.34
Operating profit/(loss) 730.90 914.64 813.43 1,074.95 Long-term incomplete assets 234.90 234.36 151.32 194.21
Otherincomes 1.33 7.25 3.36 3.37 Long-term investments 892.60 893.14 911.87 947.29
Other expenses -2.26 -0.53 -5.25 -29.63 TOTAL ASSETS 13,653.71 14,657.55 15,779.77 16,972.92
Net otherincome/(expenses) -0.93 6.72 -1.89 -26.26 LIABILITIES 5,617.70 6,036.46 6,741.66 7,134.26
Income from investments in other entities 0.00 0.00 0.00 0.00 Current liabilities 2,944.66 3,372.80 3,325.88 3,842.33
Net accounting profit/(loss) before tax 729.98 921.36 811.54 1,048.69 Trade accounts payable 76.99 113.78 134.34 190.24
Corporate income tax expenses -127.91 -210.08 -192.76 -238.48 Advances from customers 425.92 875.18 404.15 428.29
Net profit/(loss) after tax 602.06 711.28 618.78 810.21 Short-term unrealized revenue 0.00 0.00 0.00 291
Minority interests -9.85 153.91 34.25 62.77 Short-term borrowings 1,205.20 862.93 1,131.77 1,154.31
Attributable to parent company 611.91 557.37 584.52 747.44 Long-term liabilities 2,673.04 2,663.65 3,415.78 3,291.93
Long-term trade payables 0.00 0.00 0.00 0.00
Operating statistics & Ratios Long-term advances from customers 0.00 0.00 0.00 0.00
2015 2016 2017 2018 Unrealized revenue 5.30 5.17 5.05 4.92
Gross profit margin 17.34% 10.10% 39.97% 56.14% Long-term borrowings 1,351.54 1,104.60 1,590.66 1,332.86
EBITDA margin 17.61% 6.48% 33.03% 49.71% OWNER'S EQUITY 8,036.00 8,621.09 9,038.11 9,838.66
EBIT margin 13.81% 6.34% 31.05% 48.33% Paid-in capital 4,757.11 4,757.11 4,757.11 4,757.11
Pre-tax profit margin 12.65% 5.10% 50.87% 46.71% Share premium 989.06 989.06 989.06 989.06
Operating profit margin 12.47% 4.70% 50.94% 46.37% Undistributed earnings 1,781.54 2,318.83 2,904.51 3,651.95
Net profit margin 10.62% 4.14% 41.96% 36.06% Minority interests 870.54 918.32 749.67 802.78
Cash Flow Statement Key ratios
(VND billion) 2015 2016 2017 2018 2015 2016 2017 2018
Net profit/(loss) before tax 729.98 921.36 811.54 1,048.69 Multiple
Depreciation and amortisation 28.36 27.31 39.80 41.28 P/E 11.27 12.38 11.80 9.23
Profit/loss from investing activities -306.08 -64.84 -431.77 -95.30 P/E diluted 9.38 10.29 9.82 7.68
Interest expense 0.00 81.66 106.96 200.75 P/B 0.96 0.90 0.83 0.76
Operating profit/(loss) before changes in Working Capital 485.51 980.80 526.76 1,173.47 P/S 4.81 3.50 5.47 2.75
(Increase)/decrease in receivables 149.32 -957.60 -428.90 -722.91 P/Tangible Book 0.86 0.80 0.76 0.70
(Increase)/decrease in inventories -509.89 120.75 32.64 -291.68 P/Cash Flow -87.74 7.58 113.60 24.49
Increase/(decrease) in payables -53.30 982.57 208.43 557.56 EV/EBITDA 19.47 8.74 17.78 7.63
(Increase)/decrease in prepaid expenses -0.48 -0.51 -41.83 -23.62 EV/EBIT 20.71 8.99 19.28 7.90
Net cash inflows/(outflows) from operating activities -78.62 909.87 60.72 281.60 Operating performance
Purchases of fixed assets and other long term assets -39.70 -57.61 -94.15 -33.40 ROE% 0.09 0.07 0.07 0.08
Proceeds from disposal of fixed assets 0.00 2.50 1.08 0.00 ROA% 0.05 0.04 0.04 0.05
Loans granted, purchases of debt instruments -15.33 -58.25 -606.78 -297.53 ROIC% 0.04 0.09 0.04 0.09
Collection of loans, proceeds from sales of debts instrumen 72.61 0.00 17.35 10.76 Financial structure
Investments in other entities 0.00 -431.69 0.00 0.00 Cash Ratio 0.08 0.09 0.15 0.06
Proceeds from divestmentin other entities 148.28 278.28 52.25 6.78 Quick Ratio 122 1.39 1.58 1.57
Dividends and interest received 6.69 13.32 7.08 9.84 Current Ratio 4.08 3.86 4.13 3.86
Net cash inflows/(outflows) from investing activities 172.56 -253.45 -623.17 -303.56 LT Debt/Equity 0.17 0.13 0.18 0.14
Proceeds from issue of shares 0.00 0.00 0.00 0.00 LT Debt/Total Assets 0.10 0.08 0.10 0.08
Payments for share returns and repurchases 0.00 0.00 0.00 0.00 Debt/Equity 0.32 0.23 0.30 0.25
Proceeds from borrowings 1,081.99 225.65 1,692.48 908.72 Debt/Total Assets 0.19 0.13 0.17 0.15
Repayment of borrowings -1,096.86 -815.15 -914.30 -1,157.58 ST Liabilities/Equity 0.37 0.39 0.37 0.39
Finance lease principal payments 0.00 0.00 0.00 0.00 ST Liabilities/Total Assets 0.22 0.23 0.21 0.23
Dividends paid 0.00 0.00 -6.25 -9.66 Total Liabilities/Equity 0.70 0.70 0.75 0.73
Interests, dividends, profits received 0.00 0.00 0.00 0.00 Total Liabilities/Total Assets 0.41 0.41 0.43 0.42
Net cash inflows/(outflows) from financing activities -14.87 -589.50 771.93 -258.52 Activity ratios
Netincrease in cash and cash equivalents 79.07 66.92 209.48 -280.49 Account Receivable Turnover 1.47 1.85 0.99 1.62
Cash and cash equivalents at the beginning of period 149.11 228.16 295.09 504.57 Inventory Turnover 0.11 0.10 0.07 0.12
Cash and cash equivalents at the end of period 228.16 295.09 504.57 224.08 Account Payable Turnover 12.99 9.07 4.92 6.40

Source: Fiinpro
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Investment portfolio recommendations
Buy: +15% or more
Hold: between +15% and -15%

Sell: -15% or less

DISCLAIMER

This report has been prepared for informational purposes only, and does not constitute an offer or solicitation of a contract
for trading. Opinions in this report reflect professional judgment at this date based on information and data obtained from
sources KBSV considers reliable. However, KBSV does not guarantee that the information and data are accurate or complete,
and, therefore, this report is subject to change without prior notice. Individual investments should be made based on each
client’s own judgment and we expressly disclaim all liabilities for any investment decisions and any results thereof. This report
is a copyrighted material of KBSV and, thus, it may not be reproduced, distributed, or modified without the prior consent of
KB Securities. This report is not prepared for academic purposes and any third party wishing to quote from it for academic
publications should receive the prior consent of KBSV.
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