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Margin recovers at end-2019; weak outlook remains

e We cut our target price by 13% to VND54,300 as we are more conservative on CTD’s working
capital projection and also apply a higher transparency discount rate while keeping our core
earnings forecast unchanged. Nevertheless, we maintain our MARKET PERFORM rating for CTD
as the share price has weakened by 22% over the last two months.

e CTD’s full-year 2019 results were in line with our expectation. 2019 net revenue dropped 17% YoY
to VND23.7tn (USD1.0bn) and NPAT-MI fell 53% YoY to VND711bn (USD30.9mn), which was
driven by a lower amount of new contracts and falling gross margin compared to the previous year.

¢ We maintain our forecast of 2020F NPAT-MI (VND576bn/USD25.1mn) declining 19% YoY, mainly
due to a significant drop in backlog transferred from the previous year.

e CTD’s current valuation at a 2020F P/E of 7.4x looks fair, in our view, given the company’s cloudy
profit growth outlook and our concern regarding CTD’s corporate governance due to limited
disclosure of key information over the last five quarters.

We maintain our concern about CTD’s ability to return its backlog to the 2015-2018 level. Per
our estimation, CTD’s newly-signed contract value in 2019 sank by 58% YoY to VND12.9tn
(USD560.9mn), mainly due to limited new residential launches and ongoing competition from other
private contractors. This decline resulted in CTD’s end-2019 backlog (VND14.2tn/USD616.1mn) falling
43% vs end-2018 backlog (VND25tn/USD1.1bn, +10% YoY) while also causing CTD’s 2019 revenue
to drop 17% YoY. For 2020F, we maintain our assumption on CTD’s newly-signed contract value of
VND16.6tn/USD722.0mn, which is equivalent to a 29% YoY recovery from a very low base in 2019 as
we expect domestic construction activities to gradually warm up in 2020F vs 2019F’s low base while
competition persists. We also note that we continue to be doubtful about CTD’s ability to grow its
construction backlog in near future back to the level experienced in 2015-2018 when CTD’s newly-
signed contract value averaged VND27.0tn/USD1.2bn per year.

We expect gross margin to stay at a low level. As we expected, CTD’s gross margin continued to
improve quarter-on-quarter, arriving at 4.5% in Q4 2019 vs 4.1% in Q3 2019 and a record low of 3.2%
in Q2 2019. For full-year 2019, CTD’s gross margin touched 4.4% vs 6.4% in 2018, which was still
substantially low for CTD as main construction material prices softened throughout the year (i.e., 2019
average steel prices declined by ~10% YoY) and Ricons (which CTD owns 14.3% stake as of end-
2019) was still able to deliver a high gross margin level of 6.0% in 2019 vs 6.4% in 2018 (more details
in Figure 4). As a result, we maintain our projected 2020F gross margin for CTD at 4.4%.

Share price continues to suffer from weak market sentiment on unresolved management
conflicts. Unresolved conflicts between CTD’s management and its largest shareholder Kustochem
(i.e., 2019’s AGM recorded the cancellation of a long-awaited M&A plan for a share swap to own 100%
of Ricons) and the rising concern over corporate governance due to limited disclosure of key
information over the last five quarters have weighed on the sentiment toward CTD’s share price.

See important disclosure at the end of this document
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2019 recap: Low results come in line with our expectation

Figure 1: 2019 results

% YoV 2019

2019 2019F as % of VCSC comments for 2019 results

Growth 2019F

* We attribute the YoY decline in 2019 revenue mostly to (1) a
delay in construction progress in some of CTD’s major projects
and (2) lower new contract value signed during the year
(equivalent to VND12.9tn/USD560.9mn or a 58% YoY drop
based on VCSC'’s estimate) that was mainly due to limited new
residential launches and ongoing competition from other

Revenue 28,561 23,733  -16.9% 22,685 105% private contractors.
* CTD’s management ceased to disclose details on the
quarterly backlog throughout 2019. Nevertheless, we estimate
CTD’s end-2019 backlog at VND14.2tn (USD616.1mn), down
43% vs the announced backlog of VND25tn (USD1.1bn, +10%
YoY) as of end-2018.

Gross profit 1,833 1,048 -42.8% 998 105%

SGEA -505 -459 -9.2% -454 101%

expenses

EBIT 1,328 589  -55.6% 544 108%
* CTD has no interest-bearing debt.

Net financial * Lower YoY due to lower interest received on lower cash

income 321 264 -17.8% 268 99% balance. CTD’s cash, cash equivalents and short-term cash
deposits stood at VND4.0tn (USD175.8mn) as of end-2019,
down 9% vs VND4.5tn (USD193.9mn) at end-2018.

Net other * Lower YoY as CTD booked a VND12.1bn (USD525,000)

127 34 -73.4% 50 67% reversal of over-accrued construction costs in 2019 vs

income VND120bn (USD5.2mn) in 2018.

Shares of (loss)

profit of 98 4  -95.8% 0 N/M * Lower YoY due to a lower contribution from associates.
associates
Profit before tax 1,873 891  -52.4% 862 103%

* NPAT growth trailed revenue growth, which was mainly due

NPAT 1,510 711 -52.9% 690 103% . :
to gross margin squeezing.

* CTD’s gross margin continued to improve quarter-on-quarter,
arriving at 4.5% in Q4 2019 vs 4.1% in Q3 2019 and a record

Gross margin % 6.4% 4.4% 4.4% low of 3.2% in Q2 2019. Nevertheless, this gross margin level
is still considerably low for CTD, especially when compared to
performance of Ricons (details in Figure 4).

0,
SGE&A as % 18%  1.9% 2.0%
sales
EBIT margin % 46%  25% 2.4%
NPAT margin%  5.3%  3.0% 3.0%

Source: Company’s Q4 2019 financial statements, VCSC forecast
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2020 outlook: Backlog declines drag revenue and earnings

Figure 2: 2020 forecast

2020F  2920F = 2020F
2019 Revised Revised VCSC assumptions for 2020F

Revised | ‘o1g  vs 2019

* We maintain our 2020F newly-signed
contract value assumption at VND16.6tn

Revenue 23,733 19,293 0.0% -18.7% (USD722.0mn), which is equivalent to a
29% YoY recovery from a very low base in
2019.

Gross profit 1,048 849 0.0% -19.0%

SG&A expenses -459 -386 0.0% -15.9%

EBIT 589 463 0.0% -21.4%

Net financial 264 225 0.1%  -14.6%

income

Net other income 34 32 2.2% -4.4%

Shares of (loss) 4 0 0.0% NM

profit of associates

Profit before tax 891 721 0.1% -19.1%

NPAT 711 576 0.1% -18.9%

* We maintain our flat gross margin
Gross margin % 4.4% 4.4% assumption for 2020F, mainly due to
ongoing competition.

SG&A as % sales 1.9% 2.0%
EBIT margin % 2.5% 2.4%
NPAT margin % 3.0% 3.0%

Source: Company'’s financial statements, VCSC forecast

Figure 3: Assumptions on CTD’s annual newly-signed contract value and revenue recognition

(VND bn) 2018 2019 2020F 2021F 2022F 2023F 2024F
New contract value 30,759 12,900* 16,600 16,600 16,600 16,600 16,600
% YoY Growth 12% -58% 29% 0% 0% 0% 0%
Revenue 28,561 23,733 19,293 18,563 16,600 16,600 16,600
% YoY Growth 5% -17% -19% -4% -11% 0% 0%

Source: VCSC forecasts. Note: * VCSC estimates for CTD’s 2019 contract value data. From 2020F going forward,
we assume CTD will not be getting significant new contracts from mega Vinhomes projects.
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Figure 4: Quarterly revenue and gross margin of CTD and Ricons
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Source: Company data, VCSC compilation

Figure 5: Signed contract value, 2013-2018 (VND tn) Figure 6: Backlog from 2012 to 2018 (VND tn)

2013 2014 2015 2016 2017 2018 2019

B Signed contract value B Revenue

Source: Company data, VCSC compilation. Note: VCSC estimates for 2019 contract value and backlog data

Figure 7: Revenue by project type Figure 8: Revenue by contract type
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Source: Company’s data, VCSC compilation
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We continue to use a combination of the DCF (50% weighting) and P/E (50% weighting)
methodologies to derive a target price of VND54,300/share for CTD. In this update report:

¢ We raise our transparency discount for CTD to 15% from the previous 10% as CTD has ceased to
disclose key information (e.g., for updated backlog and construction progress at major projects) for
an extended period of time (i.e., over the last five quarters).

e The DCF-derived valuation is 13% lower than in our last report as we are more conservative on our
assumption for CTD’s working capital while earnings forecasts were broadly unchanged.

e The P/E-derived fair price in this report is similar to our last report as we maintain our 2020F EPS
forecast of VND7,178 and target P/E of 7.5x.

Figure 9: Valuation summary

Valuation method Fair price Weight (VND/share)
DCF 73,900 50% 37,000
Target P/E at 7.5x 53,800 50% 26,900
Transparency discount (15%) -9,600
Target price 54,300

Source: VCSC

Discounted cash flow (DCF)

Our valuation on CTD mostly reflects our expectations for its core construction business. Since 2016,
CTD has aimed to invest in operating property (office projects), integration (acquisition of companies
that support CTD’s supply chain or its D&B model) and infrastructure. However, we have not seen any
investment disbursed despite its large cash balance that includes proceeds from a November 2016
private placement of VND1.76tn (USD77mn). Hence, we continue to assume CTD’s total investment
capex of VND1.75tn (USD76.1mn) over 2020-2024F and a terminal growth rate of 1.0%.

Figure 10: Discounted cash flow

Key assumptions (VND tn) 2020F 2021F 2022F 2023F 2024F
Newly-signed contract value excl. VAT 30.8 12.9 16.6 16.6 16.6 16.6 16.6
Net revenue 28.6 23.7 19.3 18.6 16.6 16.6 16.6

% from construction services 100%  100%  100%  100%  100%  100%  100%
Gross profit margin % 6.4% 4.4% 4.4% 4.4% 4.4% 4.4% 4.4%
EBIT margin % 4.6% 2.5% 2.4% 2.4% 2.4% 2.4% 2.4%
Net profit margin % 5.3% 3.0% 3.0% 2.9% 3.0% 3.0% 2.9%
FCF forecasts 2020F 2021F 2022F 2023F 2024F
Net income (VND bn) 576 542 499 493 476
+ Depreciation 115 126 138 153 158
- Working cap increase -563 43 300 -87 -87
- Capex -350 -350 -350 -350 -350
Free Cash Flow -222 360 587 209 197
Present value of FCF -196 281 405 127 106
Total PV of FCF -196 85 490 617 723
Cost of Capital Previous Revised
Beta 1.0 1.0 PV of 5Y FCF 723
Market Risk Premium % 8.7% 8.7% PV of Terminal Val 876
Risk Free Rate % 4.5% 4.5% PV of FCF and TV 1,599
Cost of Equity % 13.2% 13.2% Plus: Cash+STinv. 4,042
Cost of Debt % 8.0% 8.0% Less: Debt 0
Corporate Tax Rate % 20.0% 20.0% Value of Equity 5,641
Debt-to-capital ratio % * 0.0% 0.0% Current O/S (mn) 76
WACC % 13.2% 13.2% DCF value (VND/share) 73,900
Terminal Growth Rate % 1.0% 1.0%

Source: VCSC. Note: * CTD is debt-free
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Figure 11: Sensitivity analysis of our target price for CTD in relation to DCF’s WACC and
terminal growth rate, ceteris paribus

WACC %
8 7.2% 9.2% 11.2% 13.2% 15.2% 17.2% 19.2%
il 0.0% | 61,000 57,600 55,400 53,800 52,700 51,800 51,000
=l 05% | 61,800 58,100 55,700 54,000 52,800 51,900 51,100
B 1.0% | 62900 58,600 56,100 53,000 52,000 51,200
=l 150 | 64,000 59,300 56,400 54,500 53,200 52,100 51,300
= 2.0% | 65,400 60,000 56,800 54,800 53,300 52,200 51,400
ISl 25% | 67,100 60,700 57,200 55,000 53,500 52,400 51,500

3.0% | 69,200 61,700 57,800 55,400 53,700 52,500 51,600

Source: VCSC

Figure 12: Sensitivity analysis of our target price for CTD in relation to assumptions for

2020F-2024F gross margin and annual newly-signed contract value, ceteris paribus

Gross margin %

5 fog‘ 2.9% 3.4% 3.9% 4.4% 4.9% 5.4% 5.9%
=] 76 | 55400 55400 55400 55400 55400 55400 55400
g 106 | 55000 55000 55000 55000 55000 55000 55000
jB] 136 | 54600 54600 54600 54600 54600 54600 54,600
i 166 | 54300 54,300 54,300 54,300 54300 54,300
S8 196 | 54,000 54000 54000 54,000 54000 54000 54,000
B 226 | 53600 53600 53600 53,600 53,600 53,600 53,600

256 | 53200 53200 53200 53200 53200 53200 53,200

Source: VCSC

Peer P/E multiple

We select domestic construction companies to form a comparable universe for CTD. As CTD and its
peer group are strongly correlated to each other while also being driven by expectations of domestic
construction activity, we use a target P/E of 7.5x based on the 52-week average of the peer median.

Figure 13: Local peers

Net
rS;cr)g ﬁl m:g in Edqet?ittg/
(%) )
USD mn USD mn USD mn
VCG 492 412 -9.6 21 -37.4 12.4 5.1 8.0 10.4 34 16.6 1.7
HBC 109 803 1.9 19 -29.8 9.2 2.4 134.1 10.6 2.2 5.5 0.7
FCN 52 126 7.9 11 59.3 15.0 8.7 49.9 14.3 5.8 3.9 0.6
SC5 14 96 -13.9 1 -14.9 4.5 15 39.4 9.7 1.9 9.5 0.9
Average 166 359 -3.4 13 -5.7 10.3 4.4 57.8 11.2 3.3 8.9 1.0
Median 80 269 -3.9 15 -22.4 10.8 3.7 44.6 10.5 2.8 7.5 0.8
CTD 177 1,032 -16.9 31 -52.9 4.4 3.0 -47.7 8.7 4.3 6.0 0.5
Source: Bloomberg, VCSC
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Figure 14: Historical LTM P/E
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Source: Bloomberg, VCSC

Recommendation history

Figure 15: Historical VCSC target price vs share price
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P&L (VND bn)
Revenue
COGS
Gross Profit
Sales & Marketing exp
General & Admin exp
Operating Profit
Financial income
Financial expenses
- o/w interest expense
Associates
Net other income/(loss)
Profit before Tax
Income Tax
NPAT before Ml
Minority Interest
NPAT less MI, reported
NPAT less M, adjusted

EBITDA

EPS reported, VND
EPS adjusted, VND
EPS fully diluted, VND
DPS, VND

DPS/EPS (%)

RATIOS

Growth

Revenue growth

Op profit (EBIT) growth
PBT growth

EPS growth, adjusted

Profitability

Gross Profit Margin

Op Profit, (EBIT) Margin
EBITDA Margin
NPAT-MI Margin, adj,
ROE

ROA

Efficiency

Days Inventory On Hand
Days Accts, Receivable
Days Accts, Payable
Cash Conversion Days

Liquidity

Current Ratio x
Quick Ratio x

Cash Ratio x

Debt / Assets

Debt / Capital

Net Debt / Equity
Interest Coverage x

RS

Financial statements

2019 2020F 2021F 2022F
23,733 19,293 18,563 16,600
-22,685 -18,445 -17,746 -15,870
1,048 849 817 730
0 0 0 0

-459 -386 -371 -332
589 463 446 398
264 225 203 199

0 0 0 0

0 0 0 0

4 0 0 0

34 32 28 26

891 721 677 624
-180 -144 -135 -125
711 576 542 499

0 0 0 0

711 576 542 499
711 576 542 499
698 578 571 537
8,852 7,178 6,745 6,215
8,852 7,178 6,745 6,215
8,852 7,178 6,745 6,215
3,000 3,000 3,000 3,000
34% 42% 44% 48%
2019 2020F 2021F 2022
-16.9%  -18.7% -3.8% -10.6%
-55.6% -21.4% -3.8% -10.6%
-52.4% -19.1% -6.0% -7.9%
-53.4% -18.9% -6.0% -7.9%
4.4% 4.4% 4.4% 4.4%
2.5% 2.4% 2.4% 2.4%
2.9% 3.0% 3.1% 3.2%
3.0% 3.0% 2.9% 3.0%
8.7% 6.7% 6.1% 5.4%
4.3% 3.7% 3.6% 3.4%
24.7 311 30.6 31.8
137.3 158.2 153.0 158.9
83.5 80.2 70.4 71.0
78.4 109.1 113.2 119.6
1.9 2.2 2.3 24

17 1.9 2.0 2.2

0.5 0.6 0.6 0.8
0.0% 0.0% 0.0% 0.0%
0.0% 0.0% 0.0% 0.0%
-47.7%  -40.8% -40.8% -43.4%
N/M N/M N/M N/M

B/S (VND bn) 2019 2020F 2021F 2022F
Cash & equivalents 801 354 486 844
ST investment 3,242 3,242 3,242 3,242
Accounts receivables 8,798 7,929 7,629 6,822
Inventories 1,626 1,516 1,459 1,304
Other current assets 261 212 204 183
Total Current assets 14,727 13,253 13,018 12,394
Fix assets, gross 1,405 1,755 2,105 2,455
- Depreciation 490 605 731 869
Fix assets, net 915 1,150 1,375 1,586
LT investment 394 394 394 394
LT assets other 162 132 127 113
Total LT assets 1,471 1,676 1,896 2,094
Total Assets 16,199 14,929 14,914 14,488
Accounts payable 4,571 3,537 3,306 2,870

Short-term debt 0 0 0 0

Other ST liabilities 3,139 2,552 2,455 2,195
Total current liabilities 7,710 6,089 5,761 5,065
Long term debt 0 0 0 0
Other LT liabilities 19 19 19 19
Total Liabilities 7,729 6,108 5,780 5,084
Preferred Equity 0 0 0 0
Paid in capital 793 793 793 793
Share premium 3,039 3,039 3,039 3,039
Retained earnings 1,029 1,377 1,689 1,960
Other equity 3,998 3,998 3,998 3,998
Minority interest -54 -54 -54 -54
Total equity 8,415 8,767 9,080 9,350
Liabilities & equity 16,199 14,929 14,914 14,488
Y/E shares out, mn 76 76 76 76
CASH FLOW (VND bn) 2019 2020F 2021F 2022
Beginning Cash Balance 553 801 354 486
Net Income 711 576 542 499
Dep, & amortization 109 115 126 138
Chge in Working Cap -776 -583 40 291
Other adjustments -372 20 3 9
Cash from Operations -329 128 710 937
Capital Expenditures, net =77 -350 -350 -350
Investments, net 836 0 0 0
Cash from Investments 759 -350 -350 -350
Dividends Paid -229 -229 -229 -229
A in Share Capital 46 4 0 0
A in ST debt 0 0 0 0
A'in LT debt 0 0 0 0
Other financing C/F 0 0 0 0
Cash from Financing -183 -225 -229 -229
Net Change in Cash 248 -446 131 0
Ending Cash Balance 801 354 486 844

Source: Company’s financial statements, VCSC forecasts
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VCSC Rating System

Stock ratings are set based on projected total shareholder return (TSR), defined as (target price — current price)/current price
+ dividend yield, and are not related to market performance.

Equity rating key Definition

BUY If the projected TSR is 20% or higher

OUTPERFORM If the projected TSR is between 10% and 20%

MARKET PERFORM If the projected TSR is between -10% and 10%

UNDERPERFORM If the projected TSR is between -10% and -20%

SELL If the projected TSR is -20% or lower

NOT RATED The company is or may be covered by the Research Department but no rating or target price

is assigned either voluntarily or to comply with applicable regulation and/or firm policies in
certain circumstances, including when VCSC is acting in an advisory capacity in a merger
or strategic transaction involving the company.

RATING SUSPENDED, A rating may be suspended, or coverage terminated, if fundamental information is deemed
COVERAGE TERMINATED insufficient to determine a target price or investment rating or due to a reallocation of
research resources. Any previous investment rating and target price are no longer in effect.

Unless otherwise specified, these performance parameters are set with a 12-month horizon. Movement in share prices may
cause a temporary mismatch between the latest published rating and projected TSR for a stock based on its market price and
the latest published target price.

Target prices are generally based on the analyst's assessment of the stock’s fair value over a 12-month horizon. However, the
target price may differ from the analyst’s fair value if the analyst believes that the market will not price the stock in line with
assessed fair value over the specified time horizon.

Risks: Past performance is not necessarily indicative of future results. Foreign currency rates of exchange may adversely affect
the value, price or income of any security or related instrument mentioned in this report. For investment advice, trade execution
or other enquiries, clients should contact their local sales representative.
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Disclaimer

Analyst Certification of Independence

I, Vy Nguyen, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities or issuers. |
also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed
in this report. The equity research analysts responsible for the preparation of this report receive compensation based upon various factors,
including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues, which include revenues from,
among other business units, Institutional Equities and Investment Banking.

VCSC and its officers, directors and employees may have positions in any securities mentioned in this document (or in any related investment)
and may from time to time add to or dispose of any such securities (or investment).VCSC may have, within the last three years, served as manager
or co-manager of a public offering of securities for, or currently may make a primary market in issues of, any or all of the entities mentioned in this
report or may be providing, or have provided within the previous 12 months, significant advice or investment services in relation to the investment
concerned or a related investment.

Copyright 2013 Viet Capital Securities Company “VCSC”. All rights reserved. This report has been prepared on the basis of information believed
to be reliable at the time of publication. VCSC makes no representation or warranty regarding the completeness and accuracy of such information.
Opinions, estimates and projection expressed in this report represent the current views of the author at the date of publication only. They do not
necessarily reflect the opinions of VCSC and are subject to change without notice. This report is provided, for information purposes only, to
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objectives. This report may not be copied, reproduced, published or redistributed by any person for any purpose without the written permission of
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U.K. and European Economic Area (EEA): Unless specified to the contrary, issued and approved for distribution in the U.K. and the EEA by
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from making it available to you. You should satisfy yourself before reading it that Decker&Co, LLC and VCSC is permitted to provide research
material concerning investment to you under relevant legislation and regulations.
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