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12MFY20 net profit rose 1% to RMB2,872mn, 12%/9% below our 
estimates/consensus, due to lower-than-expected revenue and GPM. The 
Company will invest in community group purchase, superstores and mini-stores, 
both offline and online traffic to accelerate sales growth. We believe the 
community group purchase sector’s heavy subsidy model is unsustainable. 
Industry landscape could be less competitive in FY22E. Maintain Buy but cut TP 
from HK$15.60 to HK$8.70, based on 27.7x FY21E P/E, at history average since 
Alibaba invested in the Company in Nov 2017. 

 Accelerate community group purchase expansion… The Company has 
two ways to grow group purchase business. (1) Cooperate with Cainiao: The 
Company has a profit-sharing mechanism with Cainiao. Through more than 
100 stores located in 36 cities, cooperative active pick-up stations reached 
around 8,000. Number of Cainiao pick-up stations is expected to double to 
200,000 in 2021E. This should provide the Company with large room to 
expand. (2) Self-operated: Feiniu group purchase started in more than 220 
stores (out of 484 hypermarkets) in 125 cities.  

 … but in a controllable way. The Company will not follow some peers’ heavy 
subsidy strategy (even at negative GPM) to grow its group purchase business 
because this model is unsustainable. Instead, it will leverage on its supply 
chain and store network, and deeply cooperate with Alibaba, like Cainiao’s 
network. The Company targets to reach RMB3bn sales in 2021E and limits its 
loss within 10ppt. 

 Multi store format. The Company plans to add 30-50 superstores and 200-
300 mini-stores in 2021E. Superstores will be located to young consumers in 
second and third-tier cities. Mini-stores (>70% revenue from fresh food and 
dairy products) will satisfy consumers’ demand for daily meals. Fresh food is 
the key category to introduce store traffic.       

 Store remodeling. It will expand lettable area and increase catering, entertainment 
and service tenant mix to attract store traffic and increase rental income. It also will 
reduce non-food operating area of under-performing store in each city in 
exchange for warehouse area to support online and group purchase businesses.  

 Revised up earnings. We cut FY21-22E NP estimates by 35-36% to factor 
in lower revenue and GPM assumptions as well as start-up losses of group 
purchase,  superstores and mini-stores. We forecast FY21E net profit to fall 
13% in FY21E and then rebound 11% in FY22E on anticipation of less 
competitive landscape. Catalysts: Revenue and margins beat; Risk: Keen 
competition in community group purchase.  

Earnings Summary 
(YE 31 Dec) FY19A FY20A FY21E FY22E FY23E 

Revenue (RMB mn) 95,357  95,486  102,243  112,347  124,710  

YoY growth (%) (4)  0  7  10  11  

Net profit (RMB mn) 2,834  2,872  2,488  2,763  3,152  

EPS (RMB) 0.297  0.301  0.261  0.290  0.330  

YoY growth (%) 14  1  (13) 11  14  

Consensus EPS (RMB) NA NA 0.356  0.382  0.470  

P/E (x) 22.6  22.5  24.2  21.8  19.1  

P/B (x) 2.7  2.5  2.3  2.1  2.0  

Yield (%) 2.1  2.1  1.9  2.2  2.5  

ROAE (%) 12.3  12.1  9.5  10.1  10.8  

Source: Company data, Bloomberg, CMBIS estimates  

Sun Art Retail (6808 HK) 
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12M20 results highlights 
 

Revenue growth was flat at RMB98.5bn, 5%/3% below our/consensus estimates. The 

growth was driven by 80%+ growth of B2C on 60%+ growth of daily order per store but 

partly offset by 14% drop of rental income, weaker-than-expected B2B sales and offline 

sales. Though 2H20 SSS fell 4% (vs 5.7% in 1H20), store traffic reversed decline trend in 

4Q20.  

 

GPM fell 1.5ppt to 25.5%, 0.5ppt below our/consensus estimates, due to 14% drop of rental 

income, higher sales mix of low-margin fresh products and 1-2 ppt drop of B2C GPM. The 

decline of B2C GPM was because of increased spending for traffic.  

 

Other income jumped 56%, led by RMB180mn investment gain on financial assets and 

107% growth of government grants. 

 

Operating costs dropped 2% mainly on reduction and exemption of social welfare 

payments.  

 

Administrative expenses declined 12% primarily due to savings from integration of two 

banners. 

 
 

Figure 1: FY20 second interim results review   

  

Source: Company data, CMBIS 
 
 
  

Y/E Dec (RMB m) 12M20 12M19 YoY (%) Remarks

Revenue 95,486 95,357 0% 1.0% SSSG (vs 2H20 -4%), rental income fell 14%

Cost of sales (71,143) (69,626) 2%

Gross profit 24,343 25,731 -5%

Other income 1,604 1,027 56% Led by government grant and gain on financial assets

Operating costs (19,118) (19,523) -2% Reduction and exemption of social welfare payments 

Administrative expenses (2,480) (2,807) -12% Savings from integration of two banners

EBIT 4,349 4,428 -2%

Finance income 315 462 -32%

Finance costs (547) (623) -12%

Share of profit from JV/associate (3) (15) -80%

Profit before tax 4,114 4,252 -3%

Tax expense (1,068) (1,207) -12%

Profit after tax 3,046 3,045 0%

Non-controlling interests (174) (211) -18%

Net profit 2,872 2,834 1%

EPS (RMB) 0.30 0.30 1%

Margin & Ratio (%)

Gross margin 25.5 27.0 (1.5) Due to less rental income, higher sales of FMCG and channel mix

EBIT margin 4.6 4.6 (0.1)

SG&A expenses ratio 22.6 23.4 (0.8)

Staff expenses ratio 10.7 11.2 (0.5) Savings from integration of two banners

Net margin 3.0 3.0 0.0

Effective tax rate 26.0 28.4 (2.4)

12M20 12M19 change

Inventory days 84 84 0

Net cash (RMB mn) 18,451 13,986 32%
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Figure 2: Earnings revision 

  New   Old   Diff (%)  

US$ mn FY21E FY22E FY23E FY21E FY22E FY23E FY21E FY22E FY23E 

Revenue  102,243   112,347   124,710   107,504   116,198   NA  -5% -3% NA 

Gross Profit  25,590   27,748   30,515   28,946   31,464   NA  -12% -12% NA 

Operating Profit  3,782   4,096   4,557   5,821   6,571   NA  -35% -38% NA 

Net profit  2,487   2,759   3,148   3,818   4,310   NA  -35% -36% NA 

Gross Margin 25.0% 24.7% 24.5% 26.9% 27.1%  NA  -1.9ppt -2.4ppt NA 

Operating Margin 3.7% 3.6% 3.7% 5.4% 5.7%  NA  -1.7ppt -2.1ppt NA 

Net Margin 2.4% 2.5% 2.5% 3.6% 3.7%  NA  -1.2ppt -1.2ppt NA 

Source: CMBIS estimates 

Figure 3: CMBIS estimates vs consensus 

  CMBIS  Consensus  Diff (%)  

US$ mn FY21E FY22E FY23E FY21E FY22E FY23E FY21E FY22E FY23E 

Revenue  102,243   112,347   124,710  102,849  108,506  131,717  -1% 4% -5% 

Gross Profit  25,590   27,748   30,515  27,358  28,971  35,959  -6% -4% -15% 

Operating Profit  3,782   4,096   4,557  5,099  5,561  NA -26% -26% NA 

Net profit  2,487   2,759   3,148  3,390  3,649  4,480  -27% -24% -30% 

Gross Margin 25.0% 24.7% 24.5% 26.6% 26.7% 27.3% -1.6ppt -2.0ppt -2.8ppt 

Operating Margin 3.7% 3.6% 3.7% 5.0% 5.1% NA -1.3ppt -1.5ppt NA 

Net Margin 2.4% 2.5% 2.5% 3.3% 3.4% 3.4% -0.9ppt -0.9ppt -0.9ppt 

Source: Bloomberg estimates, CMBIS estimates 

 

Figure 4: Community group purchase is forecast to grow at 44% CAGR in FY19-22E   

 

Source: iimedia research 

 

Figure 5: Peers valuation table   

 
Source: Bloomberg estimates, CMBIS estimates  
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Figure 6: Sun Art gained market share in terms of retail 

sales (rolling 12 weeks)  

 

Source: Kantor (past 12 weeks ended 4 Dec 2020 vs 12 Jun 2020) 

Figure 7: Development into multi-format by opening 

superstores and mini-stores 

 

Source: Company data, CMBIS estimates 

 

Figure 8: P/E band chart 

 

 

Source: Company data, CMBI estimates, Bloomberg 

 

Figure 9: Profit margins to drop in FY21E due to 

initiatives to accelerate sales growth 

 

Source: Company data, CMBI estimates 

 

Figure 10: Revenue to grow by 10% CAGR from FY21-

23E 

 

Source: Company data, CMBIS estimates 
 

Figure 11: NP to grow by 13% CAGR from FY21-23E 

 

 

Source: Company data, CMBIS estimates 
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Financial Summary 

Income statement             Cash flow summary           

YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E   YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E 

Revenue 95,357  95,486  102,243  112,347  124,710    EBIT 4,252  4,447  3,529  3,911  4,452  

Sales of goods 91,279  91,984  98,461  108,338  120,501    D&A 4,404  4,104  4,117  4,137  4,162  

Rental income 4,078  3,502  3,782  4,009  4,210    Change in working capital (2,118) 1,267  658  874  1,021  

Cost of sales (69,626) (71,143) (76,653) (84,600) (94,196)   Income tax paid (1,359) (1,068) (919) (1,017) (1,157) 

Gross profit 25,731  24,343  25,590  27,748  30,515    Others (574) (242) 197  26  (145) 

        Operating cash flow 4,605  8,508  7,582  7,931  8,331  

Other income 1,027  1,604  1,796  1,886  1,983          

Selling expenses (19,523) (19,118) (21,062) (22,919) (25,192)   Capex  (2,274) (2,044) (3,500) (3,500) (3,400) 

Administration expenses (2,807) (2,480) (2,542) (2,618) (2,749)   Others 466  (9,634) 224  327  398  

EBIT 4,428  4,349  3,782  4,096  4,557    Investing cash flow (1,808) (11,678) (3,276) (3,173) (3,002) 

              

Finance income, net (161) (232) (249) (185) (106)   Dividend paid (1,263) (1,336) (1,403) (1,169) (1,298) 

JV & associates (15) (3) (5) 0  0    Dividend paid (623) (547) (523) (512) (504) 

Pre-tax profit 4,252  4,114  3,529  3,911  4,452    Others (1,129) (964) (932) (913) (897) 

Income tax (1,207) (1,068) (919) (1,017) (1,157)   Financing cash flow (3,015) (2,847) (2,858) (2,595) (2,700) 

Less: Minority interests (211) (174) (122) (132) (142)         

Net profit 2,834  2,872  2,488  2,763  3,152    Net change in cash (218) (6,017) 1,447  2,164  2,630  

        Cash at the beginning 13,469  13,251  7,531  8,978  11,142  

        Forex effect 0  0  0  0  0  

        Cash at the end 13,251  7,234  8,978  11,142  13,772  

             

                          

                          

Balance sheet             Key ratios           

YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E   YE 31 Dec FY19A FY20A FY21E FY22E FY23E 

Non-current assets 36,464  34,363  34,466  34,529  34,567    Sales mix (%)           

PPE & ROU assets 35,271  33,054  33,147  33,215  33,257    Sales of goods 95.7  96.3  96.3  96.4  96.6  

Goodwill and intangible assets 124  128  143  138  134    Rental income 4.3  3.7  3.7  3.6  3.4  

JV & associates 17  9  4  4  4    Total  100.0   100.0   100.0   100.0   100.0  

Others 1,052  1,172  1,172  1,172  1,172          

  
     

 P&L ratios (%)      

Current assets 34,722  36,264  39,068  43,200  48,210    Gross margin 27.0  25.5  25.0  24.7  24.5  

Cash 13,251  7,531  8,978  11,142  13,772    EBIT margin 4.6  4.6  3.7  3.6  3.7  

Inventory 17,724  14,928  16,084  17,752  19,765    Net margin 3.0  3.0  2.4  2.5  2.5  

Trade receivables 423  281  301  331  367    Effective tax rate 28.4  26.0  26.0  26.0  26.0  

Prepayment 2,539  2,554  2,735  3,005  3,336    Payout ratio 47.1  47.0  47.0  47.0  47.0  

Others 785  10,970  10,970  10,970  10,970          

        Balance sheet ratios      

Current liabilities 38,012  36,353  38,298  41,087  44,439    Current ratio (x) 0.9  1.0  1.0  1.1  1.1  

Trade payables 18,267  16,293  17,555  19,375  21,572    Quick ratio (x) 0.5  0.6  0.6  0.6  0.6  

Other payables 18,229  18,547  19,300  20,321  21,525    Inventory turnover days 84  84  74  73  73  

Lease liabilities 1,057  1,107  1,037  985  936    A/C receivables days 2  1  1  1  1  

Tax payables 459  406  406  406  406    A/C payables days 97  89  81  80  79  

        Net cash (RMB mn) 13,986  18,451  19,898  22,062  24,692  

Non-current liabilities 7,816  7,116  6,784  6,464  6,164          

Lease liabilities 7,511  6,701  6,369  6,049  5,749    Returns (%)      

Other financial liabilities 50  50  50  50  50    ROAE 12.3  12.1  9.5  10.1  10.8  

Deferred tax 255  365  365  365  365    ROAA 4.3  4.5  3.6  3.8  4.1  

              

Total net assets 25,358  27,158  28,453  30,177  32,173    Per share      

Shareholders' equity 23,925  25,487  26,660  28,253  30,107    EPS (RMB) 0.30  0.30  0.26  0.29  0.33  

Non-controlling interests 1,433  1,671  1,793  1,924  2,066    DPS (RMB) 0.14  0.14  0.12  0.14  0.16  

       BVPS (RMB) 2.51  2.67  2.79  2.96  3.16  

             

Source: Company data, CMBIS estimates   
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