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Too many aircrafts for its own demand
Thoughts on the stock
We downgrade to SELL rating for HVN with target price of 34,000 VND/share

o International market share will be threatened by Bamboo Airways, who planned to

receive B787 for international route at the end of 2019. Bamboo Airways tends to apply
full-service strategy, oriented to be a 5-star airline, and compete directly to the flag
carrier. With similar services, lower air fare, mysterious attraction, Bamboo Airways
could take the international market share from Vietnam Airlines.

e Vietnam Airlines has been reforming its fleet through operating lease in an attempt to

be more efficient. Selling old-owned aircrafts will gradually reduce debt pressure,
lowering interest expenses and foreign exchange losses. However, it puts more
pressure on short-term results due to increasing lease expenses and reducing operating
margin as seat capacity could grow faster than passenger demand.

We maintain our view on VND/USD exchange rate and a lower average fuel price that

will favor Vietnam Airlines’ earnings.

What's new

e For 2Q19, HVN reported consolidated earnings of VND 79bn, down 74.4% yoy
in light of (i) domestic market share reduced by 3.1% to 35.9%, (ii) higher lease
expenses, which pressed gross margin to 10.1% compared to 2Q18’s margin of 13.2%
and (iii) extraordinary gains from sale-lease back of VND 64bn from one A350-900XWB.
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¢ We continue to revise down our forecasted FY19 and FY20 consolidated

earnings to VND 2,442bn and VND 2,456bn respectively based on (i) lower

h”m ' ‘ H m | ‘ ‘ m “M “ growth prospect of air passenger market, especially domestic market and international
H‘ "“"m |m\\|‘|ﬁ|nlnH"H\H H i “ | M ||\ - tourist arrivals by air, (ii) lower air passenger carried of 22.1m, up 0.8% yoy, in 2019,
021018 020119 020449 02:07:49 (iii) higher lease expenses from receiving more narrow-body aircrafts via operating
leases, (iv) the average jet fuel kerosene-type price of 79.7 USD/barrel, down 6.0%
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Stock performance iM 3M 12M yoy, and (v) lower interest expense and forex loss resulted from lower total debt.
HVN (%) -1.9%  46% 13.0% o For 1H19, VNA received eight A321-Neo via operating lease, one A350-
VNIndex (%) 3.3% 1.8% 4.7% 900XWAB via SLB, and returned one A321. For FY19, we forecast that VNA's gross
margin will reduce regardless of 15-20% fuel saving from A321-Neo fleet because fleet
Source: Bloomberg size is increasing much more than passenger carried. They also planned to receive nine
remaining A321-Neo for 2H19. Amid moderating air passenger market, Vietnam Airlines
Major shareholders could lose money when more aircrafts are on the ground.
Commission for the Valuation
I 0,
:I:tr:g:::nt of State Capital at 86.19% We downgrade HVN to SELL with the target price of 34,000 VND/share based on the DCF
method — FCFF approach.
ANA Holdings Inc. 8.77%
Parent company (VND bn) FY18 FY19F FY20F FY21F
Revenue 70,742 74,347 74,496 76,976
Gross profit 9,341 9,364 9,243 9,370
EBIT 3,445 3,183 2,862 2,734
Net profit 2,111 2,124 2,157 2,418
Consolidated net profit 2,335 2,442 2,456 2,723
EPS (VND) 1,715 1,722 1,732 1,920
EPS growth rate (%) (11.2%) 0.4% 0.6% 10.9%
P/E (x) 19.2 23.9 23.8 21.5
P/E target (x) 19.7 19.6 17.7
EV/EBITDAR (x) 4.0 3.9 3.9 3.7
DPS (VND) 1,000 1,000 1,000 1,000
Nguyen Nam Khoa P/S (x) 0.6 0.7 0.8 0.8
Aviation Analyst ROE (%) 12.0 11.3 11.0 11.9
(+84) 91 2323 051 Net debt/equity (%) 172.7% 134.9% 94.5% 57.5%

Source: MBS Research
Khoa.NguyenNam@mbs.com.vn

www.mbs.com.vn

Making Private Business Solutions



mailto:khoa.nguyennam@mbs.com.vn

*

MBS

EQUITY RESEARCH

Quarterly financial analysis and Earnings model
Table 1: Quarterly financial analysis and Earnings model (parent company VNA)
Previous New
VND bn 2Q18 2Q19 Growth 1H19 Comment FY18A FY19F FY19F Comment
For 2Q19, carried passenger
Net sales 16,957 17,513 3.3% 36,586 growth has been estimated to 70,742 73,805 74,347 'O FY1F, we forecasts
A revenue to increase by 5.1%
2.2% yoy, passenger Yyield R .
A with passenger carried of
Passenger slightly reduced. For 1H19, 22.1m and passenger yield
’ 14,499 14,543 0.3% 30,654 domestic market share 59,261 60,915 61,958 . o
transportation reduced to 35.9% increased slightly by 1.0%.
) o o
Cargo . 1,694 1,746 3.1% 3,416 Total air cargo market grew by 6,834 7,566 7,039 Growth of 3.0% as air freight
transportation 2.16% market
Charter flight 667 687 2.9% 1,529 3,449 4,078 4,106
Ancillary revenues 410 471 14.8% 872 1,648 1,660 1,660
Costs of goods sold 14,743 15,976 8.4% 31,627 61,401 64,269 64,983
fdghtlzcge?:lﬁid ﬁggrg‘lj/essar?; Slightly reduced because of
Raw material costs 5,474 5,432 (0.8%) 10,515 P . 9 i 22,135 21,084 21,070 lower average jet fuel price
more efficient fleet. It could be .
- and more efficient fleet
a loss of fuel hedging.
Staff costs 1,265 1,119 (11.5%) 2,198 3,910 3,989 3,989 Increased by 2.0%
Depreciation 1,139 1,177 3.3% 2,328 4,592 4,861 4,861
Lease expenses increased Aircraft leasing expenses could
significantly ~ as  Vietnam soar following assumed receipt
Airlines continuously received of two A350-900, three B787-
0
Others 6,856 8.247 20.3% 16,585 A321Neo via operating lease 30,764 34,335 35,063 10, and twelve A321-Neo, but
while maintaining old narrow- maintenance expenses reduce
body fleet. as receiving new aircrafts.
Gross profits 2,223 1,537 (30.8%) 4,960 Gross profit margin reduced 9,341 9,536 9,364 L .
f Falling in gross profit margin
sharply due to higher lease .
Gross profit margin 13.1% 8.8% 13.6%  expenses 13.2% 12.9% 12.6% due to lease expenses soaring
SG&A expenses 1,536 1,668 8.6% 3,350 5,896 6,169 6,180 All  expenses reduced or
slightly increased, except for
SG&A margin 9.1% 9.5% 9.2% 8.3% 8.4% 8.3%  staff costs increased by 13.7%
Negative EBIT as SG&A margin
0,
EBIT 687 (130) (119%) 1,610 higher than gross profit margin 3,445 3,368 3,183
Dividend from 872 1,019 16.9% 1,019 930 993 993
subsidiaries
We expect gains from SLB in
2019 only come from two
Gains from sale - For 2Q19, VNA received one A350. In 2018, VNA also
0,
lease back 85 64 (24.6%) 125 A350-900XWB via SLB 465 118 118 recorded gains from engine
SLB that we will not project
into FY19.
Foreign exchange rate was
Foreign currency 23,305 VND/USD . .
transaction (692)  (165)  (76.1%)  (368) (28/06/2019), compared with  (792) (491)  (491) st‘r':c'i’;?e bthftso/ \{SBSDW"'
gains/(losses) 22,959 VND/USD on P Y L%
29/06/2018.
Net income 617 601 (2.7%) 1,615 2,111 2,338 2,124  Growth of 0.6%
Consolidated net 309 79 (74.4%) 1,276 2,335 2,656 2,442  Growth of 4.6%
income
Passenger carried 21.9 222 2.1
(mn)
Jet kerosene price o Assumed as a base case for
($/barrel) 87.8 80.7 (8.0%) 79.6 84.8 81.1 79.7 V19
Passenger yield (VND 1,631 1,647 1,647
- annual)
Source: HVN, MBS Research
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Valuation
Table 2: DCF Valuation — FCFF Approach
VND bn FY19F FY20F FY21F FY22F FY23F FY24F FY25F
EBIT 3,183 2,862 2,734 3,122 3,213 3,260 4,144
Efficient tax rate 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0%
(+) Depreciation cost 4,861 4,626 4,391 3,939 3,536 3,184 2,901
(+) Change in net working capital 129 1,794 2,061 749 1,431 1,382 1,641
(-) Capital expenditure 382 382 395 415 462 508 571
FCFF 7,473 8,613 8,517 7,083 7,397 6,991 7,701
WACC 12.4%
Terminal growth rate 1.0% Terminal value 72,367
Discount factor 1.01 0.90 0.80 0.71 0.63 0.56 0.50
PV of cash flow 6,889 9,886 7,144 6,486 5,900 5,471 5,075
34,203
Total PV 73,819 Cost of capital
(+) Cash and investment 12,223 Beta 0.89
(-) Outstanding debt 37,820 Risk-free rate 5.8%
Equity value 48,222 Risk premium 11.0%
Shares outstanding (mn) 1,418 Cost of debt before tax 11.9%
Equity value per share 34,000 WACC 12.4%

Source: MBS Research

Table 3: Valuation of full-service carriers

Airlines Nation Mooy ROE(%) oadfaTor EVIEBITDIR  pe(x)
Thai Airways Thailand 721 -47.9 77.1 4.47 N/A
Singapore Airlines Singapore 7,901 4.9 82.5 5.51 16.6
ANA Holdings Japan 11,618 10.2 74.2 4.07 11.0
Cathay Pacific Hong Kong 5,519 3.8 84.0 5.55 18.4
Air New Zealand New Zealand 1,995 14.8 83.4 3.89 9.8
China Airlines Taiwan 1,633 2.7 N/A N/A 33.1
EVA Airways Taiwan 2,163 10.9 80.9 N/A 9.2
Juneyao Airlines China 3,273 12.7 86.7 N/A 18.9
Spring Airlines China 5,610 12.1 88.7 N/A 24.3
Qantas Airways Australia 6,207 24.5 84.5 3.76 11.2
Mean 4.54 16.9
Median 4.27 16.6
HVN Vietnam 2,518 13.4 NA NA 23.6

Source: Bloomberg
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Financials and Valuation Summary
Income Statement (VND bn) 2017 2018 2019F 2020F 2021F Ratios 2018 2019F 2020F
Revenue 63,375 70,742 74,347 74,496 76,976 Valuation
Cost of goods sold 54,930 61,401 64,983 65,253 67,605 EPS 1,715 1,722 1,732
Gross profit 8,444 9,341 9,364 9,243 9,370 P/E 19.2 23.9 23.8
Financial income 671 1,195 1,248 1,384 1,401 P/S 0.6 0.7 0.8
Financial expenses 1,885 2,185 1,848 1,602 1,293 Profitability
SG&A expenses 5,805 5,896 6,180 6,381 6,636 Gross profit margin 13% 13% 12%
Profit before tax 1,911 2,418 2,360 2,396 2,687 EBITDAR margin 26% 29% 29%
Net income 1,816 2,111 2,124 2,157 2,418 Net profit margin 3% 3% 3%
Consolidated net income 2,371 2,335 2,442 2,456 2,723 ROE 12% 11% 11%
ROA 5% 5% 5%
Balance Sheet (VND bn) 2017 2018 2019F 2020F 2021F Growth
Current assets 10,060 10,561 12,568 11,131 10,001 Revenue 12% 5% 0%
1. Cash & cash equivalents 4,100 4,252 5,948 5,960 6,158 Profit before tax 27% -2% 2%
II. Receivables 2,687 2,940 3,055 3,061 3,163 Profit after tax 16% 1% 2%
II1. Inventories 536 538 569 572 592 EPS (11%) 0% 1%
1V. Other current assets 2,737 2,831 2,996 1,539 87 Total assets (7%) (2%) (8%)
Non-current assets 69,137 62,982 59,221 54,780 50,868 Equity 8% 5% 4%
1. Prepaid assets 8,538 6,862 7,798 7,830 8,113 Liquidity
1I. Fixed assets 53,012 48,657 44,177 39,934 35,938 Current ratio 0.4 0.4 0.5
1. Tangible fixed assets 52,919 48,574 44,096 39,854 35,860 Quick ratio 0.3 0.3 0.3
2. Intangible fixed assets 93 82 81 80 78 Debt/Total assets 56% 49% 44%
III. Deposits for leasing aircraft . o o o
& aircraft engines 2,227 2,026 2,026 2,026 2,026 Debt/Equity 262% 196% 166%
1V. Investment in affiliates 4917 4,824 4,598 4,368 4,162 Interest coverage 1 2 2
V. Other non-current assets 441 613 622 623 629 Operating efficiency
Total assets 79,197 73,543 71,790 65,912 60,868 Receivables turnover 24.1 24.3 24.3
Liabilities 62,266 55,275 52,593 45,909 40,107 Days sales outstanding 15 15 15
Current liabilities 24,323 23,974 27,296 26,422 26,726 Inventory turnover 114.2 114.2 114.2
1. Short-term payables 16,077 16,710 17,668 17,742 18,381 Days sales of Inventory 3 3 3
L. Accrued expenses & deferred 927 1,118 1,175 1,178 1,217 Payables turnover 3.7 3.7 3.7
revenue
1IV. Short-term borrowings 7,319 6,145 8,452 7,502 7,127 Days payables outstanding 99 99 99
Non-current liabilities 37,943 31,301 25,297 19,487 13,381
I. Long-term payables 975 1,647 1912 2,130 2,408 g:;hﬂm" Statement (VND 2018 2019F  2020F
1I. Long-term borrowings 36,968 29,655 23,385 17,357 10,973 CFO 8,749 6,919 8,400
Equity 16,931 18,267 19,197 20,003 20,761 CFI (1,593) (279) (275)
L. Share capital & share 1349 15404 15404 15404 15404 CFF (9301) (4945  (8,112)
premium
11. Retained earnings 2,366 2,863 3,793 4,599 5,357 g:rti;gs" flowsduringthe 5145 1,605 12
IV. Other capitals 1,069 0 0 0 0
Total liabilities & equity 79,197 73,543 71,790 65,912 60,868
Source: HVN, MBS Research
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CONTACT: Equity Research
MBS Equity Research

Nguyén Thi Huyén Duong — — Southern Area Team Leader
Real Estate, Insurance Consumer Goods

Duong Dirc Hiéu Nguyén Thi Huyén Duong
Banking Securities

Nguyén Thi Qué Anh Pham Viét Duy
Construction Materials Oil, Gas & Power

Nguyén Bao Trung Nguyén Hoang Bich Ngoc
Aviation Logistics

Nguyé&n Nam Khoa Lé Khanh Tung

Pharmacy, Natural Rubber Real estate, Construction
Nguyén Piang Thién Nguyén Tién Duong
Fisheries

Nguyén Thanh Danh

STOCK RATING: The recommendation is based on the difference between the 12-month target price and the current price:

Rating When (target price — current price)/ current price
BUY >=15%
HOLD From -15% to +15%
SELL <=-15%
MB SECURITIES (MBS)

Established since May 2000, MBS was one of the first 5 securities firms operating in Vietnam. After years of continuous development, MBS has become one
of the leading securities company in Vietnam, providing a full range of services including: brokerage, research and investment advisory, investment banking
and capital markets underwriting. MBS'’s network of branches and transaction offices has been expanded and operated effectively in many major cities such
as Hanoi, Ho Chi Minh City, Hai Phong and other strategic areas. MBS's clients include individual investors and institutions, financial institutions and enterprises,
as a member of the MB Group, including MB Land, AMC, MB Capital, VIET R.E.M Joint Stock Company, and MB Finance. MBS is able to leverage substantial
human, financial and technological resources to provide its clients with tailored products and services that few securities firms in Vietnam can match.

MBS is proud to be recognized as:

+ A leading brokerage firm — ranked No.1 in terms of brokerage market share since 2009.

- A renowned research firm with a team of experienced analysts that provides market-leading research products and commentaries on equity markets
and the economy.

- A trusted provider of investment banking services for corporate clients.

MBS HEAD OFFICE

MB Building, 3 Lieu Giai, Ba Dinh, Ha Noi
Tel: +84 4 3726 2600 — Fax: +84 4 3726 2600
Website: www.mbs.com.vn

DISCLAIMER: Copyrights. MBS 2014, ALL RIGHTS RESERVED. Authors have based this document on information from sources they believe to be reliable
but which they have not independently verified. The views expressed in this report are those of the authors and not necessarily related, by any sense, to
those of MBS. Neither any information nor comments were written for advertising purposes or recommendation to buy / sell any securities. No part of this
publication may be reproduced, stored in a retrieval system, or transmitted, on any form or by any means, electronic, mechanical, photocopying recording,
or otherwise, without the prior written permission of MBS.
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