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NCT is currently the largest air
cargo terminal operator at Noi Bai
International Airport

NCT logged a loss to VND54 billion
on revenue of VND158.4 billion

Long-term growth driver comes
from the ACSV - CT2 cargo terminal
expansion project, anticipating the
recovery of cargo volume after the
COVID-19 pandemic

NCT has a history of paying high

dividends

We recommend to BUY NCT shares

Rating <

Noi Bai Cargo Terminal Service (HSX: NCT) is the biggest air cargo terminal
operator with a 2019 market share of 57% in Noi Bai International Airport. Facing
large barriers to entry, cargo terminal operators all have already had familiar
customers, so NCT should maintain a high market share in the coming years.

1Q net profit were VND54 billion (down 6.9% YoY) on revenue of VND158.4 billion
(down 2.6% YoY). The main reason for the company’s loss was a decline in gross
profit margin to 46.5% from 52% in 2019.

ACSV - CT2 cargo terminal is ACSV's cargo terminal expansion project with a total
capacity of 200,000 tons each year, including two floors. ACSV will likely let NCT
lease the entire first floor and a part of the second floor. Having more space for
business operation should be the growth force of NCT the long term when demand
for services increases. ACSV - CT2 should come into operation in early 2021.

NCT is one of the businesses paying the highest dividends on both exchanges with
an average dividend payout ratio of 91% in the last five years. NCT decided to pay
an 85% ratio in 2019 (40% in advance and the rest in August 2020).

We recommend to BUY NCT shares with the target price of VND87,000 per share,
43.8% higher than the closing price on July 14, 2020.

Target price VND87,000 Trading data Share price performance

Free float (%) 29.6% (%) M 3M 6M 1M
Upside/downside 43.8% Avg trading value (3M) 1.6/0.1 NCT 82 129 -13 -4.6
Current price (July 22, 2020) VND 60,500 Foreign available (%) 10.7% VN-Index 14 9.2 -96 -116
Consensus target price 1,583/67 Shareholder ownership HVN (55.1%)
Mkt capitalization (VNDbn) 87,000
Forecast earnings & valuation
Fiscal year—end 2018A 2019A 2020F 2021F Price changes vs VN-Index (Left)
Revenue (VNDbn) 690 699 630 692 NCT prices (Right)
Earnings/loss (VNDbn) 298 274 228 262 %) (VND)
Parent shareholders’ profit 241 221 183 210 15 70,000
EPS (VND) 9,210 8422 6,983 8,032 10 60,000
EPS growth (%) -11.7% -8.6% -17.1% 15% 2 50,000
P/E (x) 6.8 7.4 89 7.7 5 40,000
P/B (x) 4.00 338 3.66 342 -10 - - L 30,000
ROE (%) 55.5% 42.9% 385% 44.2% \,LQ»‘* \,&@ Q& \,L@“ \,@
Dividend yield (%) 15% 8% 14% 13% @\é & o @\@

Source: Fiinpro, KB Securities Vietnam



NCT is the leading enterprise in
the cargo services industry at Noi
Bai International Airport with a
market share of 57% in 2019

ACV is the largest shareholder with a 55.13%
stake, followed by Noibai Airport Services (NAS)
with a stake of 6.98%

The state ownership in NCT is 65.1% while
foreign shareholders own 10.7%. The free float
rate is about 29.6%

The cargo handling segment contributed the
largest proportion in the revenue structure with
40%, followed by the cargo handling segment
with 34%

KB SECURITIES VIETNAM

Overview

Airports Corporation of Vietnam (ACV) founded NCT as a subsidiary in 2005,
operating in the field of cargo services and related services at Noi Bai
International Airport together with Aviation Logistics (ALS) and Air Cargo
Services of Vietnam (ACSV). NCT has the largest market share among terminal
operators in Noi Bai with 57% of the total cargo volume in 2019.

Fig 1. NCT - Ownership structure
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Source: Fiinpro

Fig 2. NCT - Revenue structure in 2019
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Source: Noi Bai Cargo Terminal Service
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Total throughput at Noi Bai airport
grew with a five-year CAGR of
11.4%

NCT’s operations take place in a
land area of 26,662 m? in Noi Bai
airport

NCT earned 75% market share of
domestic cargo and 55%
international cargo

Competitive pressure makes it
hard for NCT to stabilize market
share and service rates

Business performance is affected
when leasing business floor from
ACSV
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Business operations

Noi Bai International Airport currently has two cargo terminals including ACSV
and ALS cargo terminal, and three cargo terminal service operators NCT, ALS
and ACSV, which had a total capacity of 7,000 tons of cargo in 2019. Total port
throughput maintained a five-year CAGR of 11.4% (Figure 3), but saw a
contraction of 8% YoY in 2019, mainly due to the decrease in the quantity of
goods from large enterprises such as Samsung and changes in the supply chain
of some products such as salmon.

NCT's cargo handling at Noi Bai cargo terminals was managed by ACSV. NCT
leased three-quarters of the area, about, of which 20,747 m? were international
warehouses and 5,915 m? for domestic cargo storage, the annual output was
maintained at 400,000 tons (Figure 5), which exceeded the capacity of 300,000
tons per year.

NCT's share of cargo handling at Noi Bai airport in 2019 is about 57%, followed
by ALS at 25% and ACSV at 18% (Figure 4). NCT inherited a large source of
goods from the parent company - Vietnam Airlines (HVN) and Jetstar Pacific,
which helped NCT to gain 75% market share of domestic goods. For
international segment, NCT serves 24 international airlines, including Air Asia,
Air China and Quatar Airway. In 2019, NCT signed a new contract with Indigo
Airways, opening the first direct flights to India, thereby retaining a high market
share of 55% of international cargo. NCT shared that its customers are mainly
airlines with high loyalty to one service provider.

The increasing competitive pressure after ALS came into operation in 2015
made it difficult for NCT to keep market share and stabilize service rates. NCT's
market share decreased from 84% in 2014 to 55% in 2019. Meanwhile, the
average service charge dropped in 2017 and 2018, down 5% YoY and 11% YoY
respectively. It only began to rebound slightly by 5% YoY in 2019 after the three
airlines have gradually stabilized their market share and have their own
customer file (Figure 6).

NCT has to rent business floor from ACSV, which costs NCT 17% of the total
cost. This lowered gross profit margin to only 48%, lower than other businesses
in the industry such as SCS with 79%. ALS gross profit margin is also 48%, but it
operates in multiple industries involved in many low gross margin segments. In
addition, the lease term usually lasts for about three to five years, and will be
renegotiated, putting NCT at risk of paying higher rental prices or being
affected by ACSV changes in development plan.
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Fig 3. Noi Bai - Cargo throughput in 2015-2019 Fig 4. Noi Bai - Market share of operators in 2014-2019
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Fig 5. NCT - Cargo output in 2014-2019 Fig 6. Vietnam - Average service charges in 2015-2019
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Business performance
2019 earnings were down 8.6% to Total cargo throughput in 2019 was 382.8 thousand tons, down 4.3% YoY, but
VND220 billion offset by the 5% YoY increase in service charges, bringing net revenue to
VND699 billion, up 1.4% YoY. 2019 gross profit margin was down 50% YoY to
48.1%, which is the main reason for the 8.6% YoY write-down in net profit to
VND220 billion.
1Q20 revenue and earnings were 3M20 net revenue was VND158.4 billion, down 2.6% YoY, and gross profit
down 2.6% and 6.9% respectively margin was 46.5%, down 52% YoY, pushing net profit down 6.9% YoY to VND54
billion. 2Q20 performance is expected to go down sharply reeling from the
COVID-19 pandemic.
Labor costs accounted for the Labor costs accounted for the largest proportion in the cost structure of NCT
largest proportion with 33.3%, with 33.3%, followed by the rent expense and cost of outside services with

17.0% and 14.8% respectively. In 2019, the total cost climbed 5% due to the
depreciation expense of fixed assets as NCT bought many new machinery and
equipment, while other costs did not change much.

4 *b KB Securities | VIETNAM



KB SECURITIES VIETNAM

NCT owns a large amount of cash Total assets of NCT as of 102020 was VND616 billion, up 5.2% vs early year. In
& short-term financial investment, particular, the current amount of cash and short-term financial investment was
accounting for 55.7% of total VND343 billion, or 55.7% of total assets. NCT also held VND65 billion in

assets convertible bonds and shares of the rival company ALS. This investment yields

VND5-15 billion dividends and bonds each year.

The ratio of payables/total assets NCT has a safe debt structure with the ratio of liabilities/total assets as of the
is low, no bank debt arises end of 1Q2020 at only 7.7%. The company has no bank loans, and all business
activities are financed with the cash flow from operating activities.

Fig 7. NCT - Revenue growth in 2014-2020 Fig 8. NCT - Gross profit margin & expenses in 2014-2020
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Fig 9. NCT - Earnings growth in 2014-2020 Fig 10. NCT - Debt structure in 2014-2020
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The prospect of import-export
turnover is the driving force for
the air transportation industry

5-year air freight CAGR of 17%

Fig 11. Vietnam - Import-export turnover in 2014-2020
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Investment viewpoint

Vietnam's total import-export turnover has maintained a steady growth in
recent years with a 5-year CAGR of 11.7% (chart 11). 6M20 total import-
export turnover reached USD242.1 billion, down 0.5% YoY due to the
Coronavirus outbreak, (export turnover down 0.9% YoY and import almost
unchanged). KBSV believe that Vietnam's total import and export turnover
would rebound strongly after the pandemic given: (1) benefits from the EVFTA
and other trade agreements. The Ministry of Planning and Investment endorsed
the treaty may increase domestic export-import turnover by 42.7% and 33.1%
respectively by 2025; (2) the relocation of global supply chain. The Sino-US
trade war and the COVID-19 made countries consider to change the location
of their production facilities to minimize bad effects in China while Vietnam is a
promising destination thanks to its abundant and low-cost workforce.

Air cargo volume maintained a 5-year CAGR of 17% (Figure 13). Some products
that are usually shipped by air include highly valued and vulnerable products
such as mobile phones, computers, or need fast transit times to ensure quality
and market trend such as seafood and textiles with high import and export
growth (Figure 12). In addition, the increase in the number of flights operated
by airlines (Figure 14) will help reduce service rates, thereby ensuring growth in
freight transport by air.

Fig 12. Vietnam - 4-year CAGR of some industries using air
transportation services
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Figl3. Vietnam - Air cargo volume in 2014-2020
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Fig 14. Vietnam - The number of flights operated by domestic
airlines in 2016-2020
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NCT has the advantages of
exclusively providing cargo
services in Noi Bai airport and
large barriers to entry

The growth force was the
expansion of ACSV-CT2 cargo
terminal in advance of the market
recovery trend in 2021

NCT has high dividend payout and
should maintain the status in the
coming year

Source: Civil Aviation Authority of Vietnam

Although there are three cargo terminal operators at Noi Bai airport, we the
relationship among the three is not only competitors but also cooperators.
ACSV and NCT both have major state shareholders (HVN and ACV, respectively)
and have their own functions. ACSV was assigned the site and leased most of
the space to NCT while NCT owns 10.1% of ALS's charter capital and recently
became a member of the board of directors of ALS, thereby creating influence
and benefit sharing links between the two companies. Meanwhile, the area next
to the airport terminals at Noi Bai airport is very limited, so the likelihood of
emerging more competitors against NCT and the other two is not high.

ACSV Cargo Terminal - CT2 is ACSV's cargo terminal expansion project licensed
by the Ministry of Transport and ACV. The total capacity of the new terminal is
200,000 tons per year, and the terminal would have two floors, of which the
first floor is planned for international cargo and the second floor is for domestic
cargo. It is likely that ACSV will let NCT lease the entire first floor and a part of
the second floor. Currently, the construction of ACSV - CT2 has completed, but
NCT has not yet leased it due to the influence of Coronavirus. ACSV - CT2 is
expected to come into operation in 1H21, anticipating market demand after
the pandemic ends. According to IMF forecasts, global GDP growth in 2021 will
reach 5.4% after a sharp fall of 4.9% in 2020. In general, the addition of
business space after exceeding capacity at the current premises would be the
growth driver for NCT in the long term.

NCT is one of the businesses paying the highest dividends on the Vietnamese
stock exchange with an average dividend payout ratio of 91% in the last five
years. Recently at the shareholders’ meeting, NCT agreed that the dividend
payout ratio for 2019 is 85%, of which 40% has been advanced and the
remaining 45% should be paid in August 2020. NCT plans to pay dividends in
2020 at the rate of 75% of charter capital. With strong cash flow, no debt
incurred in business activities and currently no major investment plan, we think
that NCT will continue to maintain a high rate of cash dividend payment over
the next years.
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2020E earnings target is VND191.3
billion down 13% YoY

Given no new projects, NCT often pays
dividends for almost the entire profit generated
in the year.

At the current price of VND62,200 per share,
NCT has an average seven-year dividend yield
of 13.5%.

Protracted COVID-19 would
adversely affected NCT’s dividend
payout ability in the short and
medium term

Risks from ACSV’s changes in
business strategy

KB SECURITIES VIETNAM

Despite the immense impacts of the pandemic on the airline industry, NCT's
Management still sets a positive 2020E guidance. The specific targets include
350,000 tons in total throughput (down 8.4% YoY), VND191.3 billion in earnings
(down 13% YoY) on revenue of VND699.5 billion (flat YoY).

Fig 25. NCT - Dividend payout in 2014-2020F
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Source: Noi Bai Cargo Terminal Service, KB Securities Vietnam

Risks

The Coronavirus pandemic hit hard on the global supply chain since early
February 2020, is causing a decline in global supply chains. Data from the
General Statistics Office indicated the export turnover of key products
transported by air declined dramatically in 202020, except for electronics
(Figure 16). The volume of exported goods and imported components of large
FDI enterprises such as Samsung or LG both witness two-digit falls. If the
pandemic does not get better, NCT's business results are likely to decline,
making it difficult for the company to maintain high dividend payouts in the
short to medium term.

Current and future business premises (ACSV -CT2) of NCT are completely
leased from ACSV. If ACSV changes its business strategy, focusing on self-
exploiting goods services instead of leasing space, this will strongly affect NCT's
business. However, we supposed that the risk is not high as these changes will
affect the interests of many state-owned organizations, especially HVN, the
parent company of NCT.
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2020E earnings are expected to
reach VND183 billion, down 17.1%
YoY, and EPS forward is VND6,993
per share
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Fig 36. Vietnam - 2Q export turnover growth of some industries using air
transportation services (YoY)
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Forecast & valuation

We project that NCT's business results will decline slightly due to the impact of
the Coronavirus. Specifically, 2020 revenue is expected to reach VND630
billion, down 10% YoY, 9.9% lower than the plan proposed by the Board of
Directors, gross profit margin may reach 45.2% vs 48.1% YoY in 2019 because
fixed costs accounted for a large proportion in the cost structure of NCT, after-
tax earnings should be VND183 billion, down 17.1% YoY and 4.1% lower than
the target. Business performance is expected to recover in 2021 after the
pandemic ends with expected earnings of VND263 billion, up 15.0% YoY on
revenue of VND692 billion, up 10% YoY.

We used two valuation methods: Free cash flow to equity (FCFE) and dividend
discount model (DDM) to value NCT's stock. The fair value of NCT share in 2020
is VND87,000 apiece.

Despite the risks from COVID-19, we still appreciate the growth potential of
NCT based on the development of Vietnam's import and export activities and
NCT’s improved capacity thanks to ACSV - CT2 cargo terminal. Plus, NCT has a
safe financial structure, high dividend payment rate, and is suitable for long-
term investment. Based on valuation results, business prospects and history of
high dividend payment, we recommend to BUY NCT shares. The target price is
VND87,000, 43.8% higher than the closing price on July 14, 2020.
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Table 17. NCT - Forecast business performance in 2020-2021

VND billions 2018A 2019A 2020F 2021F
Revenue 690 699 630 692
Cost of goods sold 345 363 345 364
Gross margin 345 337 285 329
Selling expenses 9 8 8 9
Administration expenses 67 71 66 75
Interest expenses 0 0 0 0
Net profit before tax 298 276 229 263
NPAT of parent company 241 220 183 210

Source: KB Securities Vietnam

Table 18. NCT - Free cash flow to equity

Assumption Value
WACC 10.80%
Kf 2.90%
Risk premium 1.00%
Beta 0.77
P erpetual growth rate %
Forecasted period 6 years

Source: KB Securities Vietnam

Table 29. NCT - Dividend discount model

Method Forecgst Proportion Price foIIovyed

price proportion
FCFE 92,173 50% 46,087
DDM 81,887 50% 40,944
Target price 87,030

Source: KB Securities Vietnam
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Table 20. NCT - Financials

KB SECURITIES VIETNAM

Income Statement

Balance Sheet

(VND billion) 2016 2017 2018 Q2/2019 (VND billion) 2016 2017 2018 2019
Netsales 27,499 42,303 53,577 52,060 CURRENT ASSETS 10,313 17,669 19,079 26,626
Costof sales -23,597 -35,753 -46,085 -45,305 Cash and cash equivalents 2,741 6,862 7,165 6,076
Gross Profit 3,902 6,549 7,492 6,755 Short-term investments 1 1 817 435
Financial income 145 119 332 737 Accounts receivable 7,129 10,223 10,273 18,986
Financial expenses -654 -521 -918 -981 Inventories 138 267 469 684
of which:interest expenses -181 -238 -258 -351 LONG-TERM ASSETS 9,749 13,990 20,007 20,982
Gain/(loss) from joint ventures (from 2015) -15 -44 -89 -92 Long-term trade receivables 5,105 7,153 10,577 12,940
Selling expenses -518 -579 -713 -1,004 Fixed assets 1,047 1,529 1,646 1,295
General and admin expenses -189 -226 -295 -436 Investment properties 0 0 0 0
Operating profit/(loss) 2,671 5,298 5,809 4,980 Long-term incomplete assets 181 222 1,233 1,319
Otherincomes 32 6 8 32 Long-term investments 68 68 68 216
Other expenses 0 -2 -1 0 TOTAL ASSETS 20,063 31,658 39,086 47,608
Net otherincome/(expenses) 32 4 7 31 LIABILITIES 15,329 21,064 25,048 32,294
Income from investments in other entities 0 0 0 0 Currentliabilities 10,570 13,912 14,941 18,906
Net accounting profit/(loss) before tax 2,703 5,303 5,816 5,011 Trade accounts payable 391 560 924 1,411
Corporate income tax expenses -207 -229 -481 -792 Advances from customers 307 456 689 670
Net profit/(loss) after tax 2,496 5,074 5,335 4,219 Short-term unrealized revenue 1,307 1,964 2,732 3,143
Minority interests 0 0 0 1 Short-term borrowings 6,102 6,897 4,958 8,159
Attributable to parent company 2,496 5,073 5,335 4,219 Long-term liabilities 4,759 7,153 10,107 13,387
Long-term trade payables 0 0 0 0
Margin ratio Long-term advances from customers 0 0 0 0
2016 2017 2018 2018 Unrealized revenue 0 0 0 0
Gross profit margin 14.2% 15.5% 14.0% 13.0% Long-term borrowings 695 627 572 3,664
EBITDA margin 11.8% 13.8% 12.4% 10.4% OWNER'S EQUITY 4,734 10,594 14,039 15,315
EBIT margin 11.6% 13.6% 12.1% 10.2% Paid-in capital 3,000 4,513 5,416 5,416
Pre-tax profit margin 9.8% 12.5% 10.9% 9.6% Share premium 0 246 246 246
Operating profit margin 9.7% 12.5% 10.8% 9.6% Undistributed earnings 1,703 5,809 8,256 11,933
Net profit margin 9.1% 12.0% 10.0% 8.1% Minority interests 1 2 2 2
Cash Flow Statement Key ratios
(VND billion) 2016 2017 2018 Q2/2019 2016 2017 2018 Q2/2019
Net profit/(loss) before tax 2,703 5,303 5,816 5,011 Multiple
Depreciation and amortisation 46 95 147 77 P/E 15.5 115 13.1 16.6
Profit/loss from investing activities -41 44 72 -369 P/E diluted 15.5 11.5 13.1 16.6
Interest expense 181 238 258 351 P/B 8.2 5.5 5.0 4.6
Operating profit/(loss) before changes in Working Capital 3,333 5,889 6,739 5,628 P/S 14 14 13 13
(Increase)/decrease in receivables -2,629 -2,794 -5,284 -7,269 P/Tangible Book 8.2 5.5 5.0 4.6
(Increase)/decrease in inventories 27 -129 -202 -215 P/Cash Flow 237 10.4 15.8 -64.9
Increase/(decrease) in payables 848 1,824 1,461 383 EV/EBITDA 13.2 10.1 10.3 14.0
(Increase)/decrease in prepaid expenses 275 1,344 2,077 1,186 EV/EBIT 13.4 10.3 10.5 14.2
Net cash inflows/(outflows) from operating activities 1,636 5,578 4,429 -1,077 Operating performance
Purchases of fixed assets and other long term assets -3,146 -2,622 -800 -3,599 ROE 0.73 0.66 0.43 0.29
Proceeds from disposal of fixed assets 0 0 1,546 0 ROA 0.16 0.20 0.15 0.10
Loans granted, purchases of debt instruments -1 -487 0 -6 ROIC 0.28 0.32 0.33 0.20
Collection of loans, proceeds from sales of debts instruments 270 0 0 1 Financial structure
Investments in other entities -60 0 -1,133 -142 Cash Ratio 0.3 0.5 0.6 0.4
Proceeds from divestmentin other entities 0 0 0 0 Quick Ratio 0.9 12 1.2 14
Dividends and interest received 107 67 209 249 Current Ratio 1.0 13 13 14
Net cash inflows/(outflows) from investing activities -2,830 -3,042 -178 -3,496 LT Debt/Equity 0.2 0.1 0.0 0.2
Proceeds from issue of shares 72 1,759 0 0 LT Debt/Total Assets 0.0 0.0 0.0 0.1
Payments for share returns and repurchases 0 0 0 -2,347 Debt/Equity 1.4 0.7 0.4 0.8
Proceeds from borrowings 21,250 25,899 33,530 37,717 Debt/Total Assets 0.3 0.2 0.1 0.3
Repayment of borrowings -18,035 -25,185 -35,528 -31,970 ST Liabilities/Equity 2.2 13 1.1 1.2
Finance lease principal payments 0 0 0 0 ST Liabilities/Total Assets 0.5 0.4 0.4 0.4
Dividends paid -300 -877 -2,017 0 Total Liabilities/Equity 3.2 2.0 1.8 21
Interests, dividends, profits received 0 0 0 0 Total Liabilities/Total Assets 0.8 0.7 0.6 0.7
Net cash inflows/(outflows) from financing activities 2,986 1,597 -4,015 3,399 Activity ratios
Netincrease in cash and cash equivalents 1,792 4,133 237 -1,174 Account Receivable Turnover 229 26.4 246 9.9
Cash and cash equivalents at the beginning of period 924 2,741 6,862 7,165 Inventory Turnover 156.1 176.5 1253 78.6
Cash and cash equivalents at the end of period 2,741 6,862 7,165 6,076 Account Payable Turnover 57.8 75.2 62.1 38.8

Source: Noi Bai Cargo Terminal Service, KB Securities Vietnam
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Investment ratings & definitions

Investment Ratings for Stocks
(based on expectations for absolute price gains over the next 6 months)

Buy: Hold: Sell:
+15% to -15%

+15% or more -15% or more

Investment Ratings for Sectors
(based on expectations for absolute price gains over the next 6 months)

Positive: Neutral: Negative:

Outperform the market Perform in line with the market ~ Underperform the market

Opinions in this report reflect the professional judgment of the research analyst(s) as of
the date hereof and are based on information and data obtained from sources that KBSV
considers reliable. KBSV makes no representation that the information and data are
accurate or complete and the views presented in this report are subject to change without
prior notification. Clients should independently consider their own particular
circumstances and objectives and are solely responsible for their investment decisions
and we shall not have liability for investments or results thereof. These materials are the
copyright of KBSV and may not be reproduced, redistributed or modified without the prior
written consent of KBSV. Comments and views in this report are of a general nature and
intended for reference only and not authorized for use for any other purpose.
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