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China Southern Airlines-H (1055 HK)

Fundamentals remained healthy

1H19 revenue +8.0% YoY; net profit -19.7% YoY. EBITDAR increased 14.5%
YoY to RMB 18.1bn. For 2H19, the Company expects domestic demand to be
released after the National Day, and international demand to maintain double-
digit growth. On the supply side, the Company maintains 11% YoY ASK growth
guidance. We adjust net profit down 46.3%, and trim TP down to HK$ 5.94.
Maintain BUY.

B 1H19revenue +8.0% YoY; net profit -19.7% YoY. The Company announced
1H19 results. Total operating revenue increased 8.0% YoY to RMB 72.9bn,
representing 46% of both our and consensus estimates. Passenger revenue
increased 8.7% YoY to RMB 65.6bn, while cargo revenue decreased 2.0%
YoY to RMB 4.4bn. Net profit decreased 19.7% YoY to RMB 1,682mn,
representing less-than-a-third of both our and consensus estimates.

B Excluding effect of IFRS 16, decrease of profit for the period would
narrow. As a result of the adoption of the new lease standard, total balance
of lease liabilities amounted to RMB 124.8bn, increased 72.8% from YE18.
Interest expense increased 87.2% YoY to RMB 2,876mn. Profit for the period
decreased 27.8% YoY. Excluding this effect, interest expenses would be RMB
1,715mn, and decrease of profit for the period would narrow to 18.3% YoY.
USDCNY on 1H19 was 6.87, vs 6.86 on YE18, foreign exchange loss was
RMB 317mn, yet smaller as compared with RMB 471mn in 1H18.

B EBITDAR +14.5% YoY; fundamentals remained healthy. In 1H19,
EBITDAR increased 14.5% YoY to RMB 18.1bn. RPK and ASK saw double-
digit growth. RPK increased 10.4% YoY to 137.2bn. ASK increased 10.1%
YoY to 166.0bn. Passenger load and yield remained stable. Passenger load
factor was 82.65%, up 0.20ppt YoY. Passenger yield was RMB 0.48. Jet fuel
costs mildly increased 6.4% YoY to RMB 20.6bn, representing 29.5% of total
operating expenses. For 2H19, the Company expects domestic demand to be
released after the National Day, and international demand to maintain double-
digit growth. On the supply side, the Company maintains 11% YoY ASK
growth guidance.

B Valuation. We adjust net profit down 46.3%, and trim TP down to HK$ 5.94.
Our TP corresponds to 1.0x 2019E P/B. The stock is currently trading at 0.7x
2019E P/B, lower than historical average of 1.07x. Maintain BUY.

Earnings Summary

(YE 31 Dec) FY17A FY18A FY19E FY20E FY21E
Traffic revenue (RMB mn) 121,873 138,064 148,962 157,251 162,336
YoY growth (%) 111 13.3 7.9 5.6 3.2
Net income (RMB mn) 5,961 2,895 3,251 3,301 2,493
EPS (RMB) 0.60 0.27 0.27 0.27 0.20
YoY growth (%) 16.9 (55.0) (1.9) 15 (24.5)
P/E (x) 6.6 14.6 14.9 14.7 19.5
P/B (x) 0.8 0.7 0.7 0.7 0.7
Yield (%) 25 1.3 1.3 14 1.0
ROE (%) 12.8 5.0 5.0 5.0 3.6
Net gearing (%) 175 153 175 172 168

Source: Company data, CMBIS estimates
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Stock Data

Mkt Cap (HK$ mn) 78,616
Avg 3 mths t/o (HK$ mn) 72.22
52w High/Low (HK$) 8.56/3.98
Total Issued Shares (mn) 3,666 (H)

8,601 (A)

Source: Bloomberg

Shareholding Structure

China Southern Air Holding 50.54%
Limited Company

Qatar Airways 5.00%
American Airlines 2.21%

Source: Company data

Share Performance

Absolute Relative
1-mth -13.0% -3.7%
3-mth -10.2% -4.5%
6-mth -31.7% -23.5%

Source: Bloomberg

12-mth Price Performance
(HK$)

8 ——1055 HK —— HSI (rebased)

7
7
6
6
5
5
4 4 T T |
8/2018 12/2018 4/2019 8/2019
Source: Bloomberg

Auditor: KPMG

Related Reports
“Dual hubs” strategy stimulates capacity
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Figure 1: 1H19 results

Traffic revenue 70,026 64,885 7.9%
Passenger 65,617 60,386 8.7%
Cargo and mail 4,409 4,499 -2.0%

Other operating revenue 2,913 2,635 10.6%

Total operating revenue 72,939 67,520 8.0%

Flight operation expenses (34,269) (35,339) -3.0%
Jet fuel costs (20,616) (19,381) 6.4%
Aircraft operating lease charges (1,076) (3,968) -72.9%

Maintenance expenses (6,007) (6,082) -1.2%

Aircraft and transportation service exp. (12,147) (11,298) 7.5%

Promotion and selling expenses (3,262) (3,253) 0.3%

General and administrative expenses (1,719) (1,506) 14.1%

Impairment on PP&E 0 0 NA

Depreciation and amortization (11,681) (6,946) 68.2%

Others (853) (836) 2.0%

Total operating expenses (69,938) (65,260) 7.2%

Other net income 2,225 2,412 -7.8%

Operating profit (EBIT) 5,226 4,672 11.9%

EBITDAR 18,145 15,841 14.5%

Interest income 58 51 13.7%

Interest expenses (2,876) (1,536) 87.2%

Share of associates' results 7 184 -96.2%

Share of joint ventures' results 155 71 118.3%

Exchange (loss)/gain, net (317) (471) -32.7%

Fair value changes of financial instruments 123 72 70.8%

Re-measurement of equity interests in JV 13 0 NA

Non-operating profit/(loss) (2,837) (1,629) 74.2%

Profit before income tax 2,389 3,043 -21.5%

Income tax (685) (682) 0.4%

Less: Non-controlling interests 22 266 -91.7%

Net profit 1,682 2,095 -19.7%

Source: Company data, CMBIS

Figure 2: Earnings revision
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Traffic revenue 148,962 157,251 162,336 152,537 164,839 174,146 -23% -4.6% -6.8%
Passenger 139,135 147,857 153,584 142,389 154,822 164,508 -2.3% -45% -6.6%
Cargo and mail 9,827 9,394 8,752 10,148 10,018 9,638 -3.2% -6.2%  -9.2%

Operating revenue 155,107 164,044 169,846 158,485 171,204 180,956 -2.1% -42% -6.1%

EBITDAR 33,466 34,953 35,481 36,178 41,439 45911 -7.5% -15.7% -22.7%

Net profit 3,251 3,301 2,493 6,053 7,414 9,179 -46.3% -55.5% -72.8%

Source: Company data, CMBIS estimates
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Financial Summary

Income statement Cash flow summary

YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E

Operating revenue 127,806 143,623 155,107 164,044 169,846 Pre-tax profit 8,874 4,364 4,901 4,977 3,759

Traffic revenue 121,873 138,064 148,962 157,251 162,336 Depreciation and amortization 13,162 14,308 15,160 16,500 17,820

Passenger 112,791 128,038 139,135 147,857 153,584 Other adjustments 758 4,800 3,528 2,976 2,986

Cargo and mail 9,082 10,026 9,827 9,394 8,752 Changes in working capital 684  (2,298) 684 3,843 3,895

Other operating revenue 5,933 5,559 6,145 6,794 7,511 Taxation and others (5,746) (5,786) (4,297) (4,677) (4,408)
Operating activities 17,732 15,388 19,976 23,618 24,051

Operating expenses (123,098) (140,242) (151,830) (161,293) (168,354)

Jet fuel costs (31,895) (42,922) (47,646) (49,942) (51,796) Capital expenditure (13,846) (24,033) (38,141) (32,395) (30,000)

Operating lease charges (8,022) (8,726) (9,512) (10,136) (10,552) Other investing activities 5,610 3,516 1,340 6,182 6,182

Flight personnel costs (10,574) (11,467) (12,500) (13,320) (13,866) Investing activities (8,236) (20,517) (36,801) (26,213) (23,818)

Depreciation & amortization (13,162) (14,308) (15,160) (16,500) (17,820)

Other operating expenses (59,445) (62,819) (67,012) (71,396) (74,320) Changes in borrowings (5,957) 6,255 11,704 7,964 256
Dividends paid (261)  (1,107) (723) (762) (745)

Other net income 4,448 5,438 5,016 5,067 5,117 Others (578) 72 - - 0

EBIT 9,156 8,819 8,294 7,818 6,610 Financing activities (6,796) 5,220 10,981 7,202 (489)

Exchange gain/(loss) 1,801 (1,853) (719) 196 196 Net change in cash 2,700 91  (5,844) 4,607 (256)

Other non-operating profit/(loss) (2,083) (2,602) (2,674) (3,036) (3,047) Cash at the beginning of the year 4,152 6,826 6,928 1,084 5,691

Pre-tax profit 8,874 4,364 4,901 4,977 3,759 Exchange difference (26) 11 - - -
Cash at the end of the year 6,826 6,928 1,084 5,691 5,435

Income tax (1,976) (1,000) (1,123) (1,140) (861)

Minority interests (937) (469) (527) (535) (404)

Net profit 5,961 2,895 3,251 3,301 2,493

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 200,834 222,877 286,213 299,630 309,305 Operating metrics

Property, plant and equipment 158,926 170,692 98,318 112,973 124,648 ASK YoY (%) 9.6 12.0 10.1 77 52

Construction in progress 30,233 37,791 41,654 39,916 37,417 RPK YoY (%) 11.9 124 104 8.0 55

Right-of-use assets - - 134,317 134,317 134,317 Passenger load factor (%) 82.2 82.4 82.6 82.8 83.1

Other non-current assets 11,675 14,394 11,924 12,424 12,924 Passenger yield (RMB cents) 48.9 49.4 48.6 47.9 47.1

Current assets 17,884 24,072 17,564 22,171 21,915 Passenger revenue YoY (%) 10.0 13.5 8.7 6.3 3.9

Cash and cash equivalents 6,826 6,928 1,084 5,691 5,435 Cargo revenue YoY (%) 26.3 104 -2.0 -4.4 -6.8

Other current assets 11,058 17,144 16,480 16,480 16,480

Total assets 218,718 246,949 303,776 321,800 331,220 Operating margin 7.2 6.1 53 4.8 3.9
EBITDAR margin 24.2 225 21.6 21.3 20.9

Current liabilities 69,577 83,687 87,846 93,637 96,375 Net profit margin 4.7 2.0 21 2.0 15

Borrowings 27,568 38,741 37,629 39,795 39,865

Current portion of lease liabilities 8,341 9,555 - - - B/Sratios (%)

Other current liabilities 33,668 35,391 50,217 53,841 56,510 Total debt / Total equity 185.8 161.4 176.2 179.1 174.3

Non-current liabilities 86,598 84,793 137,400 146,457 150,740 Net debt/ Total equity 174.9 152.6 174.8 172.1 167.8

Borrowings 20,719 15,676 18,261 19,312 19,346

Lease liabilities 59,583 62,666 - - - Returns (%)

Other non-current liabilities 6,296 6,451 119,139 127,145 131,394 ROE 12.8 5.0 5.0 5.0 3.6

Total liabilities 156,175 168,480 225,246 240,094 247,116 ROA 2.8 1.2 1.2 1.1 0.8

Share capital 10,088 12,267 12,267 12,267 12,267 Per share (RMB)

Reserves 39,848 52,990 53,041 55,682 57,677 EPS 0.60 0.27 0.27 0.27 0.20

Shareholders' Equity 49,936 65,257 65,308 67,949 69,944 DPS 0.10 0.05 0.05 0.05 0.04

Non-controlling interests 12,607 13,212 13,222 13,757 14,161 BVPS 4.95 5.32 5.32 5.54 5.70

Total equity 62,543 78,469 78,530 81,706 84,105

Source: Company data, CMBIS estimates
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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 chang e 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 (ll) 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.

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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