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BUY (maintain)

Sun Art Retail (6808 HK)

Kick off multi-format expansion

Target Price HK$15.60

(Previous TP HK$15.32)

; . ) Up/Downside +33%

1H20 NP +17% and 3% above consensus. Sun Art will accelerate its expansion Current Price HK$11.50

by opening multi-format stores. Through in-depth cooperation with Alibaba, the
Company will explore community group purchase with Cainiao. We raised FY20-
22E NP estimates by 1-4% and lifted TP from HK$15.32 to HK$15.60, still at 35x
FY21E P/E, at the high-end of forward P/E band. Maintain Buy.

1H20 results above. NP +17% to RMB2,062mn, representing 64% of FY20
NP (62-63% during past three years) and 3% above consensus. Revenue
increased 5% to RMB53.2bn, and outperformed China’ retail sales (11% drop)
and sales of 50 key retailers. The revenue growth was led by 5.7% SSSG

China Supermarket Sector

Albert Yip
(852) 3900 0838

albertyip@cmbi.com.hk

arising from strong B2C growth and 16.2% food CPI, but partly offset by 19% Stock Data
drop of rental income due to waive of rental to certain tenants. Now more than Mkt Cap (HKS$ mn) 109,707
97% tenants resumed operations. GPM narrowed 1.5ppt to 24.6% because of Avg 3 mths t/o (HK$ mn) 175.40
rental income decline (1ppt) and increase of low-margin fresh food sales mix 52w High/Low (HKS) 13.40/7.40
(0.5ppt). SG&A expenses ratio reduced 1.7ppt to 20.0% driven by decrease Lol losued Shares (mn) 9,539.7
in social welfare costs and savings from integration between two banners. Sotfce: Bloomberg
B Strong B2C growth. Due to COVID-19 and changing consumers’ behavior, Shareholding Structure
daily orders per store increased from 640 in 2019 to >750 in 1Q20 and >950 ﬁﬁggz‘g hekig s ey
in 2Q20. Management expects DOPS to reach 1,200 at end of 2020. Ticket SR ==
size jumped to >RMB85 in 1Q20 (vs RMB64 in FY19) because consumers '
reduced shopping frequencies amid pandemic. 2Q20 ticket size fell Share Performance
to >RMB68. Management expects RMB65-67 is normal level. Absolute  Relative
= o 0, o 0,
B Kick off multi-format expansion. The Company plans to develop multi- %mm ﬂﬁ;‘j _12:302
format by opening supermarkets (3,000 — 5,000 sg m) and mini-marts (200- 6-mth 4.2% 14.8%

500 sq m) to gain market share. Compared to hypermarkets, such stores are
located in community, which better serve consumers’ convenient shopping
needs. The Company plans to open 2-3/30-50 supermarkets/mini-marts in
2H20E and 30-50/200 supermarkets/mini-marts in FY21E. The three
supermarkets opened in 1H20 were profitable in the first month.

Other growth initiatives. (1) Community group purchase: The Company
leverages the warehouse function of its nationwide hypermarket network to
provide a new shopping way. More than 3,000 Cainiao pick-up stations (out
of 50,000 stations) and more than 5,000 directly developed outlets have rolled
out this service. (2) Tmall supermarket inventory sharing: Now all stores
provide 1-hour-delivery service and 180 stores provide half-day-delivery
service. The project is still at pilot stage. (3) Store remodeling: The Company
keeps its plan to renovate 50 stores in FY20E (vs 5 in 1H20).

Revised up earnings. We lifted FY20-22E NP estimates by 1-4% to factor in stronger
expansion plan. Catalysts: Revenue and margins beat; Risk: keen competition.

Source: Bloomberg
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Earnings Summary

Supermarket -
Digitalization and consolidation to
accelerate” — 22 Jun 2020

(YE 31 Dec) FY18A FY19A FY20E FY21E FY22E

Revenue (RMB mn) 99,359 95357 100,955 107,504 116,198 Please cast your valuable vote
YoY growth (%) 3) @ 6 6 ) for CMBIS research team in the
Net profit (RMB mn) 2,478 2,834 3,269 3,818 4,310 2020 Asiamoney Brokers Poll:
YoY growth (%) (11) 14 15 17 13 https://euromoney.com/brokers
EPS (RMB) 0.260 0.297 0.343 0.400 0.452

YoY growth (%) (11) 14 15 17 13

Consensus EPS (RMB) na na 0.329 0.375 0.411

P/E (x) 38.2 34.1 30.1 25.8 22.8

P/B (x) 4.2 4.0 3.8 35 3.2

Yield (%) 1.2 1.4 1.6 1.8 2.1

Source: Company data, Bloomberg, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
MORE REPORTS FROM BLOOMBERG: CMBR AND http://www.cmbi.com.hk
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Figure 1: 1H20 results review

Y/E Dec (RMB m) 1H20 1H19 YoY (%)
Revenue 53,170 50,586 5%
Cost of sales (40,116) (37,398) 7%
Gross profit 13,054 13,188 -1%
Other income 674 560 20%
Operating costs (9,387) (9,561) -2%
Administrative expenses (1,225) (1,410) -13%
EBIT 3,116 2,777 12%
Finance income 230 237 -3%
Finance costs (286) (314) -9%

Remarks
5.7% SSSG led by B2C

mainly due to 19% drop of rental income
driven by gov't subsidies for employment stabilisation

reduction and exemption of social welfare
savings from integration of two banners

Share of profit from JV/associate 2 9) -122%

Profit before tax 3,062 2,691 14%

Tax expense (871) (792) 10%

Profit after tax 2,191 1,899 15%

Non-controlling interests (129) (133) -3%

Net profit 2,062 1,766 17%

EPS (RMB) 0.22 0.19 17%

Margin & Ratio (%)

Gross margin 24.6 26.1 (1.5) rental decline and sales mix contributed 1ppt and 0.5ppt decline

EBIT margin 5.9 5.5 0.4

SG&A expenses ratio 20.0 21.7 1.7)

Staff expenses ratio 9.4 10.3 (0.9)

Net margin 3.9 3.5 0.4

Effective tax rate 28.4 29.4 (1.0) utilization of previously unrecognized tax losses

1H20 1H19 change

Inventory days 59 54 5

A/C payable days 76 84 8)

Net cash (RMB mn) 16,618 12,795 30%

Source: Company data, CMBIS

Figure 2: Earnings revision

New Old Diff (%)

US$ mn FY19E FY20E FY21E FY19E FY20E FY21E FY19E FY20E FY21E
Revenue 100,955 107,504 116,198 101,499 106,091 111,815 -1% 1% 4%
Gross Profit 26,218 28,946 31,464 27,247 28,951 30,593 -4% 0% 3%
Operating Profit 5,003 5,821 6,571 4,982 5,722 6,304 0% 2% 4%
Net profit 3,269 3,818 4,310 3,239 3,746 4,139 1% 2% 4%
Gross Margin 26.0% 26.9% 27.1% 26.8% 27.3% 27.4% -0.8ppt -0.4ppt -0.3ppt
Operating Margin 5.0% 5.4% 5.7% 4.9% 5.4% 5.6% +0.1ppt flat +0.1ppt
Net Margin 3.2% 3.6% 3.7% 3.2% 3.5% 3.7% flat +0.1ppt flat

Source: CMBIS estimates

Figure 3: CMBIS estimates vs consensus

CMBIS Consensus Diff (%)

US$ mn FY19E FY20E FY21E FY19E FY20E FY21E FY19E FY20E FY21E
Revenue 100,955 107,504 116,198 100,583 104,696 109,707 0% 3% 6%
Gross Profit 26,218 28,946 31,464 27,149 28,627 29,935 -3% 1% 5%
Operating Profit 5,003 5,821 6,571 4,966 5,547 5,681 1% 5% 16%
Net profit 3,269 3,818 4,310 3,174 3,585 3,884 3% 6% 11%
Gross Margin 26.0% 26.9% 27.1% 27.0% 27.3% 27.3% -1.0ppt -0.4ppt -0.2ppt
Operating Margin 5.0% 5.4% 5.7% 4.9% 5.3% 5.2% +0.1ppt +0.1ppt +0.5ppt
Net Margin 3.2% 3.6% 3.7% 3.2% 3.4% 3.5% flat +0.2ppt +0.2ppt

Source: Bloomberg estimates, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Figure 4: Sun Art ranked No.1 out of top 10 retail Figure 5: Development into multi-format by opening

chains in terms of retail sales over past 12 weeks supermarkets and mini-marts
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Figure 6: P/E band chart Figure 7: Profit margins are improving
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Figure 8: Revenueto grow by 7% CAGR from FY19-22E Figure 9: NP to grow by 15% CAGR from FY19-22E

(RMB mn) m Sales of goods = rental income (RMB mn)
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PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E
Revenue 99,359 95,357 100,955 107,504 116,198 ERBIT 4,225 4,428 5,003 5,821 6,571
Sales of goods 95,551 91,279 97,435 103,211 111,739 DA 4,458 4,404 4,338 4,440 4,524
Rental income 3,808 4,078 3,621 4,293 4,459 Change in Working Capita| 631 (3,392) 887 1,029 1,371
Cost of sales (74,240) (69,626) (74,737) (78,558) (84,734) |ncome tax paid (1,293) (1,359) (1,382) (1,609) (1,817)
Gross profit 25119 25731 26,218 28,946 31,464 Others 132 524 (121)  (135)  (151)
Operating cash flow 8153 4,605 8726 9,546 10,499
Other income 1,270 1,027 1,241 1,089 1,145
Selling expenses 19,317 19,523 19,888 21,286 23,007 Capex (2,703) (2,277) (3,500) (3,900) (3,900)
Administration expenses 2,847 2,807 2,568 2,928 3,030 OQthers 594 469 - - -
EBIT 4,225 4,428 5,003 5,821 6,571 Investing cash flow (2,109) (1,808) (3,500) (3,900) (3,900)
Finance income, net (197)  (161)  (121)  (134)  (151) Net change in debt (1,078) (1,087)  (343) (329)  (316)
JV & associates (©)) (15) (10) (5) 0 Dividend paid (1,238) (1,153) (1,319) (1,521) (1,776)
Pre-tax proﬂt 4,020 4,252 4,872 5,682 6,420 Others (621) (775) - - -
Income tax (1,320) (1,207) (1,382) (1,609) (1,817) Financing cash flow (2.937) (3,015) (1,661) (1,850) (2,092)
Less: Minority interests (222)  (211)  (222)  (255)  (293)
Net profit 2,478 2,834 3269 3818 4310 Netchange in cash 1,231 (608) 3564 3,796 4,507
Cash at the beginning 3,129 4,370 13,251 16,815 20,611
Forex effect 10 36 - - -
Cash at the end 4,370 3,798 16,815 20,611 25,118
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec FY18A FY19A FY20E FY21E FY22E
Non-current assets 30274 36464 35616 35071 34,446 Sales mix (%)
PPE 38153 35271 34433 33893 33,268  Sales of goods 962 957 965 960  96.2
Goodwill and intangible assets 138 124 124 124 124 Rental income 3.8 4.3 35 4.0 3.8
JV & associates 41 17 7 2 2 Total 100.0 100.0 100.0 100.0 100.0
Others 942 1,052 1,052 1,052 1,052
P&L ratios (%)
Current assets 30601 34,722 39,702 44,876 51,381  Gross margin 253 270 260 269  27.1
Cash 13,469 13251 16,815 20,611 25118  EBIT margin 43 46 5.0 5.4 5.7
Inventory 14,468 17,724 18,919 20,041 21,697 Pretax margin 4.0 4.5 4.8 53 55
Trade receivables 372 423 448 477 515 Net margin 25 3.0 3.2 3.6 3.7
Prepayment 420 419 444 472 511 Effective tax rate 32.8 28.4 28.4 28.3 28.3
Others 1,872 2,905 3,076 3,275 3,540
Balance sheet ratios
Current liabilities 37,147 38,012 40,272 42,639 45,969 Current ratio (X) 0.8 0.9 1.0 1.1 1.1
Borrowings 1,049 1,057 1,015 974 935 Quick ratio (X) 0.4 0.4 0.5 0.6 0.6
Trade payables 18,588 18,267 19,499 20,655 22,362 Cash ratio (x) 0.4 0.3 0.4 0.5 0.5
Other payab|es 7,854 7,560 8,004 8,623 9,212 Inventory turnover days 52 61 65 65 65
Tax payables 549 459 459 459 459 A/C receivables days 1 2 2 2 2
Others 9,107 10,669 11,295 12,028 13,001 A/C payab|es days 90 94 94 95 95
Net cash (RMB mn) 41.7 33.8 29.9 26.3 23.0
Non-current liabilities 9,079 7,816 7516 7,227 6,950
Borrowings 8,822 7,511 7,211 6,922 6,645 Returns (%)
Deferred tax 207 255 255 255 255 ROAE 11.1 12.3 13.1 14.1 14.6
Others 50 50 50 50 50 ROAA 4.2 4.3 4.8 52 5.6
Total net assets 23,649 25,358 27,530 30,081 32,908 Pershare
Shareholders' equity 22,287 23,925 25,875 28,172 30,706 EPS (RMB) 0.26 0.30 0.34 0.40 0.45
Non-controlling interests 1,362 1,433 1,655 1,909 2,202 DPS (RMB) 0.12 0.14 0.16 0.19 0.21
BVPS (RMB) 234 251 271 295 322

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors.
CMBIS does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives,
financial position or special requirements. Past performance has no indication of future performance, and actual events may differ materially from
that which is contained in the report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a
result of their dependence on the performance of underlying assets or other variable market factors. CMBIS recommends that investors should
independently evaluate particular investments and strategies, and encourages investors to consult with a professional financial advisor in order to
make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of
CMBIS or its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security
or any interest in securities or enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers
or employees shall be liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information
contained in this report. Anyone making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available
and reliable. CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness.
CMBIS provides the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice.
CMBIS may issue other publications having information and/ or conclusions different from this report. These publications reflect different assumption,
point-of-view and analytical methods when compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent
with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself
and/or on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business
relationships with the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect
the objectivity of this report and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended recipients only
and this publication, may not be reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written
consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion)
Order 2005 (as amended from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies,
Unincorporated Associations, etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIS.

For recipients of this document in the United States

This report is intended for distribution in the United States to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities
Exchange Act of 1934, and may not be furnished to any other person in the United States. Each major US institutional investor that receives a copy
of this research report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser
as defined in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute
reports produced by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of
the Financial Advisers Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or
an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents
of the report to such persons only to the extent required by law. Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising
from, or in connection with the report.
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