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China Eastern Airlines-A (600115 CH)

Highest RPK growth among major peers

# i i P
A Wholly Owned Subsidiary Of China Merchants Bank

HOLD (Maintain)

Target Price RMB5.74
(Previous TP RMB6.63)
Up/Downside +13.2%
The Company announced 1H19 results on 30 Aug. 1H19 revenue +7.6% YoY; Current Price RMB5.07

net profit -14.8% YoY, representing 29%/31% of our/consensus full-year
estimates. EBITDAR increased 7.2% YoY to RMB 16.2bn. RPK increased 10.6%
YoY, higher than industry growth of 9.9% (CSA +10.4%, AC +6.6%). ASK
increased 10.4% YoY, in line with guidance. For 2H19, we expect the marginal
impact of China-US trade friction on international travel demand to decline, and
domestic demand will pick up after the National Day. We believe the Company
will manage to achieve ASK guidance i.e. 10% YoY growth. We adjusted 2019-
21E net profit down by 34-52%, and trimmed TP to RMB 5.74. Maintain HOLD.

1H19 revenue +7.6% YoY; net profit -14.8% YoY. Total operating revenue
increased 7.6% YoY to RMB 62.3bn, representing 46%/48% of our/consensus
full-year estimates. Passenger revenue increased 9.2% YoY to RMB 53.6bn,
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while cargo revenue decreased 0.2% YoY to RMB 1.7bn. EBITDAR increased Mkt Cap (RMB mn) 67,160
7.2% YoY to RMB 16.2bn. Foreign exchange loss was RMB 588mn, greater as ’;;’\?Vzl'“:/‘f;\/l\‘l’ ((RRI\'\:S)mn) oon o
compared with RMB 196mn in 1H18. Net profit decreased 14.8% YoY to RMB Total |si.ued Shares (mn) 5,177 (H)
1,941mn, representing 29%/31% of our/consensus full-year estimates. During the 9,808 (A)
period, the Company’s has completed non-public issuance of H shares. Juneyao Source: Bloomberg
Airlines now holds 3.53% of the total issued share capital of the Company. _
Shareholding Structure

B Highest RPK growth among major peers. RPK increased 10.6% YoY to CEA Holding 54-43243
108.7bn, higher than industry growth of 9.9% (CSA +10.4%, AC +6.6%). ASK Juneyag Almes 3.53%
increased 10.4% YoY to 131.5bn, in line with management guidance at the '
beginning of the year. Passenger load and yield remained stable. Passenger Share Performance
load factor was 82.66%, up 0.19ppt YoY. Passenger yield was RMB 0.49. Jet Absolute  Relative
fuel costs increased 9.0% YoY to RMB 16.6bn, representing 29.1% of total i A51% - -13.5%

. . ! % Yoy 3-mth -15.4% -18.9%

operating expenses. Unit cost (operating cost per ASK) decreased 1.3% 6-mih 13.9% 16.2%

to RMB 0.4344 (CSA -2.7%, AC -4.1%).

Positive 2H19 outlook. For 2H19, we expect the marginal impact of China-
US trade friction on international travel demand to decline, and domestic
demand will be released after the National Day. The Company expects ASK
to increase by 10% YoY. We believe the Company will manage to achieve
ASK guidance for the whole year.

Valuation. We adjusted 2019E net profit down by 36.2%, and trimmed TP to
RMB 5.74. Our TP corresponds to 1.5x 2019E P/B. The stock is currently
trading at 1.3x 2019E P/B, lower than historical average of 2.16x. Upside
potential 13.2%, maintain HOLD.

Earnings Summary
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(YE 31 Dec) FY17A FY18A FY19E FY20E FY21E

Traffic revenue (RMB mn) 95,187 107,936 117,786 126,416 132,970

YoY growth (%) 5.3 6.3 13.4 9.1 7.3 IR U2 REpOrs .

. Sitting in China’s largest aviation market

Net income (RMB mn) 6,342 2,698 4,235 4,761 3,591 - Yangtze River Delta” — 31 Jul 2019
EPS (RMB) 0.44 0.19 0.29 0.32 0.24

YoY growth (%) 34.6 (57.5) 54.2 10.5 (24.6)

P/E (X) 11.6 27.2 17.6 16.0 21.2

P/B (X) 1.3 1.3 1.3 12 11

Yield (%) 1.0 0.0 0.6 0.6 0.5

ROE (%) 12.1 4.8 7.2 7.7 5.5

Net gearing (%) 214 214 216 208 202

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Earnings revision

Figure 1: 1H19 results

Traffic revenue 55,323 50,790 8.9%
Passenger 53,581 49,045 9.2%
Cargo and mail 1,742 1,745 -0.2%

Other operating revenue 6,943 7,100 -2.2%

Total operating revenue 62,266 57,890 7.6%

Aircraft fuel (16,625) (15,252) 9.0%

Take-off and landing charges (7,840) (7,097) 10.5%

Depreciation and amortisation (10,818) (7,534) 43.6%

Wages, salaries and benefits (11,171) (9,831) 13.6%

Aircraft maintenance (1,891) (1,649) 14.7%

Impairment charges 0 4) NA

Impairment losses on financial assets, net ©) 2 50.0%

Food and beverages (1,822) (1,665) 9.4%

Low value and short-term lease rentals (265) 0 NA

Aircraft operating lease rentals 0 (2,016) NA

Other operating lease rentals 0 (473) NA

Selling and marketing expenses (2,040) (1,813) 12.5%

Civil aviation development fund (1,205) (2,093) 10.2%

Ground services and other expenses (1,343) (1,651) -18.7%

Fair value changes of financial asset at FVTPL 18 (30) NA

Gain/(loss) on fair value changes of derivatives 0 0 NA

Indirect operating expenses (2,105) (2,334) -9.8%

Operating expenses (57,110) (52,444) 8.9%

Operating profit (EBIT) 5,156 5,446 -5.3%

EBITDAR 16,166 15,081 7.2%

Share of results of associates 167 57 193.0%

Share of results of joint ventures 25 28 -10.7%

Finance income 45 52 -13.5%

Finance costs (2,685) (2,416) 11.1%

Non-operating profit/(loss) (2,448) (2,279) 7.4%

Profit before income tax 2,708 3,167 -14.5%

Income tax expense (576) (665) -13.4%

Less: Non-controlling interests 191 223 -14.3%

Net profit 1,941 2,279 -14.8%

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2
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Figure 2: Earnings revision

T W 1 o [ on |
Traffic revenue 117,786 126,416 132,970 123,403 135631 144419 -4.6% -6.8%  -7.9%
Passenger 113,968 122,487 129,020 119,507 131542 140,226 -4.6% -6.9%  -8.0%
Cargo and mail 3818 3,929 3949 3,895 4089 4193 -2.0% -39% -5.8%
Ig::lﬁgera“”g 131,024 139,786 146,473 136,640 149,001 157,922 -4.1% -6.2%  -7.2%
EBITDAR 33,1890 33,951 34,112 34,142 38,143 40,239 -2.8% -11.0% -15.2%
Net profit 4235 4761 3591 6641 7,248 7,459 -36.2% -34.3% -51.9%

Source: Company data, CMBIS estimates

Figure 3: Historical P/B
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Source: Company data, CMBIS estimates

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) FY17A FY18A FY19E FY20E FY21E YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E
Operating revenue 109,956 121,870 131,024 139,786 146,473 Pre-tax profit 8,610 3,856 6,053 6,805 5,132
Traffic revenue 95,187 107,936 117,786 126,416 132,970 Depreciation and amortization 13,769 15,084 17,121 18,998 20,422
Passenger 91,564 104,309 113,968 122,487 129,020 Other adjustments (375) 5,175 6,133 3,131 3,223
Cargo and mail 3,623 3,627 3,818 3,929 3,949 Changes in working capital (896) (68) (2,846) (1,733) (365)
Other operating revenue 14,769 13,934 13,237 13,370 13,503 Taxation and others (1,536) (1,709) (1,454) (1,634) (1,232)
Operating activities 19,572 22,338 25,008 25,567 27,179
Operating expenses (100,525) (112,561) (119,618) (129,893) (138,159)
Jet fuel costs (25,131) (33,680) (35,152) (37,552) (39,641) Capital expenditure (24,555) (25,995) (29,187) (20,906) (20,906)
Operating lease charges (4,318) (4,306) (4,462) (4,861) (5,177) Other investing activities 3,243 13,215 5756  (5,019) (5,043)
Flight personnel costs (20,320) (22,134) (24,317) (26,489) (28,210) Investing activities (21,312) (12,780) (23,431) (25,924) (25,949)
Depreciation & amortization (13,969) (15,313) (17,121) (18,998) (20,422)
Other operating expenses (36,787) (37,128) (38,566) (41,993) (44,710) Changes in borrowings 9,183  (8,012) 6,377 3,321 2,325
Dividends paid (709) (738) - (424) (476)
Other net income - - - - - Others (3,766) (4,808) (5,658)  (3,615)  (3,661)
EBIT 9,431 9,309 11,405 9,892 8,314 Financing activities 4,708 (13,558) 719 (718)  (1,813)
Exchange gain/(loss) 2,001 (2,040) (584) 154 156 Net change in cash 2,968  (4,000) 2,296  (1,076) (582)
Other non-operating profit/(loss) (2,822) (3,413) (3,177) (3,241) (3,339) Cash at the beginning of the year 1,695 4,616 646 2,942 1,867
Pre-tax profit 8,610 3,856 6,053 6,805 5,132 Exchange difference 47) 30 - - -
Cash at the end of the year 4,616 646 2,942 1,867 1,285
Income tax (1,800) (926) (1,454) (1,634) (1,232)
Minority interests (468) (232) (364) (409) (309)
Net profit 6,342 2,698 4,235 4,761 3,591
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 211,434 223,085 267,343 269,105 269,337 Operating metrics
Property, plant and equipment 166,856 180,104 96,493 100,044 101,450 ASK YoY (%) 9.6 8.3 10.4 7.9 55
Advanced payments on aircraft 24,752 21,942 21,790 19,801 18,427 RPK YoY (%) 9.3 10.0 10.6 8.1 5.7
Other non-current assets 19,826 21,039 149,060 149,260 149,460 Passenger load factor (%) 81.1 82.3 82.5 82.6 82.8
Current assets 18,293 15,932 18,228 17,153 16,571 Passenger yield (RMB cents) 50.0 51.8 51.1 50.8 50.7
Cash and cash equivalents 4,605 646 2,942 1,867 1,285 Passenger revenue YoY (%) 9.6 13.9 9.3 7.5 5.3
Other current assets 13,688 15,286 15,286 15,286 15,286 Cargo revenue YoY (%) -39.4 0.1 53 29 0.5
Total assets 229,727 239,017 285571 286,257 285,908
Operating margin 8.6 7.6 8.7 7.1 5.7
Current liabilities 80,328 73,064 77,895 75,449 75,219 EBITDAR margin 25.4 23.9 253 243 233
Borrowings 39,090 29,259 31,259 32,006 32,530 Net profit margin 5.8 2.2 3.2 3.4 25
Current portion of lease liabilities 9,241 9,364 15,637 15,886 16,060
Other current liabilities 31,997 34,441 30,999 27,557 26,629 B/S ratios (%)
Non-current liabilities 90,621 104,352 144,663 143,244 139,693 Total debt/ Total equity 222.3 215.2 220.5 210.5 203.6
Borrowings 24,711 25,867 26,782 27,422 27,870 Net debt / Total equity 2145 2141 215.8 207.8 201.8
Lease liabilities 57,627 68,063 100,751 102,436 103,615
Other non-current liabilities 8,283 10,422 17,130 13,386 8,208 Returns (%)
Total liabilities 170,949 177,416 222,558 218,693 214,912 ROE 12.1 4.8 7.2 7.7 55
ROA 2.9 1.2 16 1.7 13
Share capital 14,467 14,467 14,985 14,985 14,985
Reserves 40,893 43,541 44,353 48,638 51,869 Per share (RMB)
Shareholders' Equity 55,360 58,008 59,338 63,623 66,855 EPS 0.44 0.19 0.29 0.32 0.24
Non-controlling interests 3,418 3,593 3,675 3,941 4,141 DPS 0.05 - 0.03 0.03 0.02
Total equity 58,778 61,601 63,013 67,564 70,996 BVPS 3.83 4,01 3.96 4.25 4.46

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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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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