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A Wholly Owned Subsidiary Of China Merchants Bank

SF Holding (002352 CH)

Green shoots of recovery seen; Upgrade to BUY

Target Price RMB46.53

Up/Downside +17.5%

SF posted revenue/ adj. net profit increase of 20%/ 25% YoY in 2Q19, driven by Current Price RMB39.60

1) accelerated volume growth backed by new preferential services and 2)
rigorous cost control. We believe most of negatives have been reflected in current
price, and expect 1) solid business presence in various new initiatives and 2)
steady volume growth to boost further growth afterwards. We raised FY19/ 20E
adj. EPS by 8%/ 7%, and upgraded it to BUY with TP of RMB46.53, representing
39x/ 33x FY19/ 20E P/E.

China Express Delivery Sector
Gary Pang

(852) 3900 0882
garypang@cmbi.com.hk

B Bottom-line beat in 2Q19. Since new business progressed robustly and

volume growth recovered moderately in Jun, revenue increased 19% YaY, atk(:cck D?Lt;$ ; A

Lo - . . ap mn '

in line with our est. Adj. net pr(_)flt reached RMBl,494mn (+25% YoY), 16% Avg 3 mths Yo (US$ mn) e T

higher than our est, due to 1) improved loading rate and 2) continued cost 52w High/Low (US$) 43.78/28.46

cuts. Looking into 2H19E, we expect volume growth recovery to continue Total Issued Shares (mn) 4,415

backed by 1) share gain in mid/low-end market and 2) further penetration STVICEE (I 22

into fresh products and upmarket categories. Shareholding Structure

Bullish on new initiatives. As pioneer in new business initiatives, SF gﬁu'\g'g%ﬂi%ogmg 6%:222

progressed significantly through consistent heavy investment and close SZ Zhao Guang 6.0%

cooperation with global logistics giants (e.g. DHL). Revenue contribution Source: Bloomberg

from new business (cold chain, heavy cargo, supply chain and etc.) shot up -
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from 16% in 1H18 to 24% in 1H19. Going forward, we believe SF’s first- Absolute  Relative

mover advantages will be better recognized in view of 1) brand recognition 1-mth 9.2% 10.3%

among enterprise customers, 2) economies of scale and 3) increasing entry 22:2 g-igf 122?;’
- =J. 0 S 5 0

barriers, against the backdrop of other major peers rushing to expand

Source: Bloomberg

presence in those fields under LT growth pressure.
12-mth Price Performance

B Ample cash reserve to fuel Capex. We expect Capex to be RMB11bn/ @) 00362 CH —— SHSZ300 (rebased)
RMB213bn in FY19/ 20E mainly for warehouses and civil airport. Recently 54
CSRC approved SF to issue CB as much as RMB5.8bn, and we believe it a4
would help mitigate the Company’s financial pressure in NT. After financing, 34
we forecast the cash on hand will be amounted to RMB19bn by End -FY19. 2
If fully converted, the bond would dilute common shares by less than 3%, in 1
our estimate. o ' '
8/2018 12/2018 4/2019

m Upgraded to BUY with TP of RMB46.53. We lifted our FY19-21E adj. EPS
by 6-8% to reflect our upbeat outlook on volume recovery and new business.
Therefore, we upgraded it to BUY and raised TP to RMB46.53, based on
33x FY20E P/E (roll-over from previous 33x FY19E P/E).

Source: Bloomberg

Auditor: PwC

Earnings Summary Related Reports

(YE 31 Dec) FY17A  FY18A  FY19E  FY20E 1. China Exp Delivery: YTO likely to fall
Revenue (RMB mn) 71,273 90,943 113,355 138,482 166,333 behind “Tongda” peers — 19 July 2019
YoY growth (%) 27.6 24.6 22.2 20.1 . .

Adj:. net income (RMB mn) 3,703 3,484 5,310 6,178 7,474 gutsgf }g{hﬂ%r;%din;nbﬁlt-ﬁ!e_dsgﬁr;;g%rféy
Adj. EPS (RMB) 0.87 0.79 1.20 1.41 1.70

YoY growth (%) -9.2 51.7 17.3 21.0

PIE (x) 455 50.1 33.0 28.2 23.3

P/B (x) 5.2 48 43 3.8 3.4

Yield (%) 0.6 0.5 0.6 0.7 0.9

ROE (%) 18.4 13.2 13.7 14.3 15.3

Net gearing (%) Net cash 1.9 0.1 12.9 20.0

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 1
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Figure 1: Volume growth pickup in 2Q19 Figure 2: SF revenue mix estimates
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Figure 3. Market shares comparison by volume Figure 4: Capex estimates in FY19-21E
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Figure 5: 2Q19 results overview

(RMB mn) 2018 3Q18 4Q18  1Q19 2019 QoQ  YoY eI
Revenue 21,934 22,864 25575 24,028 26,047 = 8.4% 18.8% 25,999 0%
Operating Profit 1,650 1,042 1,783 15556 2,341  50.5% 41.9% 1,698 38%
Net profit 1,239 794 1528 1,263 1,838 | 45.5% 48.4% 1,284 43%
Adj. Net profit 1,194 731 663 836 1,494 78.8% 252% 1,284 16%
Adj. EPS (RMB) 0.27 0.17 0.15 0.19 034 | 77.2% 26.1% 0.29 15%

Margin (%)

Gross Margin 20.1% 17.5% 16.7% 18.0% 21.5% 19.4% 2.1 ppt
Operating Margin 7.5% 4.6% 7.0% 6.5% 9.0% 6.5% 2.5 ppt
Adj.Net Margin 5.4% 3.2% 2.6% 3.5% 5.7% 4.9% 0.8 ppt

Growth (%)

Revenue (YoY) 31.4% 29.4% 19.2% 16.8% 18.8%
Revenue (QoQ) 6.6% 4.2% 11.9% -6.0% 8.4%
Operating Profit 106.3% 45.7% 109.3% 115.9% 141.9%
Adj.Net Profit 141% -146% -37.1% -6.8% 25.2%

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2
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Our FY19-21E EPS are 2-5% above consensus

Considering better-than-expected volume recovery and margin expansion, we revised up
FY19-21E adj. EPS by 6-8%. Our FY19-21E adj EPS are slightly above consensus, due to
our more positive outlook on profitability and new business.

Figure 6: CMBI Earnings forecast

FY19E FY20E  FY21E
Revenue 24,028 26,047 29,119 34161 113355 138482 166,333
Gross profit 4,324 5,599 5,241 6,320 21,484 25959 30,518
Operating profit 1,556 2,341 1,261 1,631 6,789 8,088 9,786
Adj. net profit 836 1,494 963 1,245 5,310 6,178 7,474
Adj. EPS (RMB) 0.19 0.34 0.22 0.28 1.20 1.41 1.70
Gross margin 18.0% 21.5% 18.0% 18.5% 19.0% 18.7% 18.3%
Operating margin 6.5% 9.0% 4.3% 4.8% 6.0% 5.8% 5.9%
Net margin 3.5% 5.7% 3.3% 3.6% 4.4% 4.3% 4.3%

Source: Company data, CMBIS estimates

Figure 7. Earnings forecast change

New Old Diff (%)
(RMB mn) FY19E FY20E FY21E FY19E FY20E FY21E | FYI9E FY20E FY21E
Revenue 113,355 138,482 166,333 110,451 135,155 165,133 2.6% 2.5% 0.7%
Gross profit 21,484 25,959 30,518 20,026 24,300 29,525 7.3% 6.8% 3.4%
Operating profit 6,789 8,088 9,786 6,427 7,645 9,263 5.6% 5.8% 5.6%
Adj. net profit 5,310 6,178 7,474 4,901 5,830 7,063 8.3% 6.0% 5.8%
Adj. EPS (RMB) 1.20 141 1.70 1.11 1.32 1.60 7.9% 6.4% 6.2%
Gross margin 19.0% 18.7% 18.3% 18.1% 18.0% 17.9% 0.8ppt 0.8ppt 0.5ppt
Operating margin 6.0% 5.8% 5.9% 5.8% 5.7% 5.6% 0.2ppt 0.2ppt 0.3 ppt
Net margin 4.7% 4.5% 4.5% 4.4% 4.3% 4.3% 0.2ppt O0.1ppt 0.2 ppt

Source: Company data, Bloomberg, CMBIS estimates

Figure 8: CMBI Est. VS Consensus

CMBI Consensus Diff (%)
(RMB mn) FY19E FY20E FY21E FY19E FY20E FY21E FY19E FY20E FY21E
Revenue 113,355 138,482 166,333 = 112,771 135,999 159,489 0.5% 1.8% 4.3%
Gross profit 21,484 25,959 30,518 20,230 24,396 28,773 6.2% 6.4% 6.1%
Op. profit 6,789 8,088 9,786 6,399 7,993 9,781 6.1% 1.2% 0.0%
Adj. net profit 5,310 6,178 7,474 5,044 6,110 7,349 5.3% 1.1% 1.7%
Adj. EPS 1.20 141 1.70 1.14 1.37 1.67 4.9% 2.3% 1.9%
Gross margin 19.0% 18.7% 18.3% 17.9% 17.9% 18.0% 1.0 ppt 0.8 ppt 0.3 ppt
Op. margin 6.0% 5.8% 5.9% 5.7% 5.9% 6.1% 0.3 ppt 0.0 ppt -0.2 ppt
Net margin 4.7% 4.5% 4.5% 4.5% 4.5% 4.6% 0.2 ppt 0.0 ppt  -0.1 ppt

Source: Company data, Bloomberg, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Valuation

Upgraded to BUY with TP of RMB46.53 (17.5% upside)

Our new 12-month TP of RMB46.53 is based on rolled-over 33x FY20E P/E. We estimate
33% EPS FY18-20E CAGR, due to 1) 22% revenue CAGR and 2) upbeat margins as a
result of better loading rate and solid cost control. We upgrade the Company to BUY due
to our upward revise on FY19-21E adj. EPS and multiple roll-over.

Key risks include 1) slower-than-expected e-commerce growth, and 2) greater-than-
expected ASP decline.

Figure 9: Peers comparison

Company Ticker Price “ FY18-20E
ERlSiCE

China express delivery
ZTO ZTO US 15,049 USD 20.38 124 138 237 205 3.0 27 126 101 12%
SF 002352 CH 23,143 CNY 39.60 13.7 143 33.0 282 43 38 164 127 33%
YTO 600233 CH 4,484 CNY 11.48 16.8 16.7 16.7 14.6 2.5 2.1 8.9 7.8 15%
STO 002468 CH 4831 CNY 2394 215 215 215 176 36 30 103 84 10%
Yunda 002120 CH 11,056 CNY 37.61 206 207 207 288 62 52 165 129 13%
Deppon 603056 CH 1668 CNY 1254 172 183 183 150 26 22 6.0 49 20%
Average 17.0 175 223 20.8 3.7 3.2 118 9.5 17%
Overseas express delivery
FedEx FDX US 39,866 USD 14953 19.7 197 197 98 19 19 64 64 3%
UPS UPS US 97,806 USD 1141 121 859 859 152 148 99 113 105 6%
Yamato 9064 JP 7,089 JPY 1812 64 63 63 198 12 12 60 57 54%
DHL DPW GR 39,060 EUR 29.11 187 193 193 138 24 22 6.7 6.1 16%
Average 414 328 328 147 51 38 76 72 20%
Total Average 374 377 265 133 38 73 99 54 18%
Source: Company data, Bloomberg, CMBIS estimates

Figure 10: One-year forward P/E Figure 11: One-year forward P/B
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PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY17A FY18A FYI9E FY20E FY2IE YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E
Revenue 71,273 90,943 113,35 138,48 166,33 Profit for the year 4755 4464 5241 6147 7437
Express & logistics 70,623 89,683 110,97 135,46 162,81 D&A 3056 3509 3883 5212 6,100
Sales of goods - - 2,693 3,343 3,844 Change in working capital (868) (2,164) 141 142 189
Others 649 1,259 (318) (324) (330) Others (609) (385 577 679 789
Cost of revenue (56,905 (74,642 (91,871 (112,52 (135,81 Operating cash flow 6,334 5425 9842 12,180 14,515
Gross profit 14,368 16,301 21,484 25,959 30,518 Capex (5,659) (11,638) (10,542) (13,156) (16,633)
Selling and distribution (1,387) (1,826) (2,092) (2,770) (2,828) Investment return 300 365 328 438 329
General and administrative (6,751) (8,414) (11,172 (12,543 (14,906 Others 1,728 1,944 - - -
R&D expenses (649) (984) (1,268) (1,662) (1,996) Investing cash flow (3,630) (9,329) (10,214) (12,718) (16,304)
Financial (costs)/income (259) (287) (616) (679) (789)
Other operating expenses 1,140 1,029 453  (217) (214) Equity raised 7,920 141 - - -
Operating profit 6,461 5,818 6,789 8,088 9,786 Change of Debts (790) 6418 5000 5,000 -
Dividend & interest paid (847) (1,525) (1,983) (2,372) (2,635)
Non-operating income, net 52 49 28 - - Others @7 275 30 30 30
Profit before taxation 6,513 5,868 6,817 8,088 9,786 Financing cash flow 6,813 2973 3017 2,628 (2,635)
Income tax (1,758) (1,403) (1,577) (1,941) (2,349)
Profit for the year 4,755 4,464 5241 6,147 7,437 Netchangein cash 9503 (850) 2645 2,091 (4,424)
Non-controlling interest 19 92 69 31 37
Net profit 4,774 4556 5,310 6,178 7,474 Cash at the beginning 6,646 16,150 15299 17,944 20,036
Exchange effect 14) 81 - - -
Adj. net profit 3,703 3,484 5310 6,178 7,474 Cash atthe end 16,150 15299 17,944 20,036 15,612
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec FY17A FY18A FY19E FY20E FY21E
Non-current assets 26,335 39,693 46,352 54,295 64,828 Sales mix (%)
Fixed assets 11,896 13,967 21,147 25,383 32,783  Express & logistics 99.1 986 979 978 979
Construction in progress 2,307 6,508 5,762 8,551 10,812  Sales of goods 0.0 0.0 2.4 2.4 2.3
Investment properties 1,992 2,454 2421 2,394 2,375  Others 0.9 14 -0.3 -0.2 -0.2
Intangible assets 5,267 6,662 6,459 6,336 6,308 Total 100.0 100.0 100.0 100.0 100.0
Other non-current assets 4,874 10,102 10,563 11,631 12,551
P&L ratios (%)
Current assets 34,912 31,922 37,502 42,726 41,786  Gross margin 202 179 190 187 183
Cash and cash equivalent 16,150 15,299 17,944 20,036 15,612 EBITDA margin 14.1 11.0 10.2 104 10.2
Restricted cash 1,236 832 832 832 832  Operating margin 9.1 6.4 6.0 5.8 5.9
Notes and accounts 5,816 7,374 9,635 11,771 14,138  Adj. net margin 5.2 3.8 4.7 4.5 4.5
Other current assets 11,710 8,417 9,091 10,087 11,204  Effective tax rate 27.0 239 231 240 240
Current liabilities 24,557 26,369 29,432 32,652 36,266 Balance sheet ratios
Borrowings 4,619 8,585 8,585 8,585 8,585  Current ratio (x) 14 1.2 1.3 1.3 1.2
Notes and accounts 6,907 7,887 10,106 12,377 14,940  Quick ratio (x) 1.3 11 11 1.2 1.0
Other payables 5,827 4,540 4,540 4,540 4,540 AR turnover days 27 26 27 28 28
Other current liabilities 7,205 5,357 6,201 7,150 8,201 AP turnover days 78 72 71 73 73
Net gearing ratio(%) Net cash 1.9 0.1 12.9 20.0
Non-current liabilities 3,759 8,331 13,345 18,399 18,459
Borrowings 2,721 998 998 5,998 5,998 Returns (%)
Debentures payable 529 6,405 11,405 11,405 11,405 ROE 18.4 13.2 13.7 14.3 15.3
Long-term payables 21 84 92 113 136 ROA 8.9 6.7 6.7 6.8 7.3
Others 488 844 850 883 919
Per share
Minority Interest 52 353 284 253 216  Adj. EPS (RMB) 087 079 120 141 1.70
Ordinary shareholders' 32,878 36,561 40,793 45,717 51,674 DPS (RMB) 022 021 024 029 035
Total equity 32,930 36,914 41,077 45970 51,890 BVPS (RMB) 7.68 829 921 1041 1176

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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