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China Southern Airlines-A (600029 CH)

Solid operating results; positive 4Q19 outlook

9M19 revenue +7.1% YoY. Net profit -2.3% YoY. Adjusted net profit -1.6% YoY. RPK
+9.2% YoY. Passenger load factor was 83.0%, down 0.2ppt YoY. For 4Q19, as China
and US are marching towards a “phase one” deal, we reiterate our view that we expect
domestic demand to release. And we believe the Company will achieve 10% YoY
increase in ASK for the whole year. We factor in our house view of 2019E average Brent
crude oil, and raise TP from RMB 7.45 to RMB 7.63, corresponding to 1.5x 2020E P/B.
Maintain HOLD.

B 9M19 revenue in line. For 9M19, operating revenue increased 7.1% YoY to RMB
117bn, representing 78%/75% of our/consensus previous full-year estimates. Net
profit decreased 2.3% YoY to RMB 4,078mn, representing 125%/89% of
our/consensus previous full-year estimates. Net profit in 3Q19 increased 17.2% YoY,
benefitting from increase in other income and fair value gains. Adjusted net profit
decreased 1.6% YoY to RMB 3,601mn.

B Solid operating results; positive 4Q19 outlook. For 9M19, RPK increased 9.2%
YoY, lower than CEA (+10.4% YoY), but higher than AC (+6.2% YoY). Third quarter
is a traditional peak season for business, student and tourism travel. Traffic in 3Q19
increased 11.1% YoV, slightly down 2.8ppt YoY, mainly due to unrests in Hong Kong.
RPK from regional routes decreased 4.2% YoY in 3Q19, as compared with 15.7%
increase in 3Q18. ASK increased 9.4% YoY, largely in line with management
guidance at the beginning of the year. Passenger load factor was 83.0%, down 0.2ppt
YoY. For 4Q19, as China and US are marching towards a “phase one” deal, we
reiterate our view that we expect domestic demand to release. And we believe the
Company will achieve 10% YoY increase in ASK for the whole year.

B Proposed share issuance. On 30 Oct, the Board proposed to issue not more than
2,453mn new A Shares to CSAH (parent company). Total funds to be raised will be
not more than RMB 16,800mn, and will be utilized in the procurement of aircraft and
the repayment of the Company’s borrowings. Also, the Board proposed to issue not
more than 613mn new H Shares to Nan Lung (a wholly-owned subsidiary of CSAH).
Total funds to be raised will be not more than HK$ 3,500mn, and will be utilized to
supplement the general working capital of the Company.

B Valuation. After drone attack on two Saudi Aramco’s oil facilities, production resumed
faster than expected, our house trimmed 2019E average Brent crude oil to US$64/b.
We adjust 2019/20E net profit up by 63.6%/126.7%, and roll over TP to RMB 7.63.
Our TP corresponds to 1.5x 2020E P/B. The stock is currently trading at 1.4x 2020E
P/B, lower than historical average of 1.7x. Maintain HOLD.

Earnings Summar

(YE 31 Dec) FY17A FY18A FY19E FY20E FY21E
Traffic revenue (RMB mn) 121,873 138,064 149,024 157,293 163,084
YoY growth (%) 11.1 13.3 7.9 55 3.7
Net income (RMB mn) 5,961 2,895 5,319 7,485 6,551
EPS (RMB) 0.60 0.27 0.43 0.54 0.43
YoY growth (%) 16.9 (55.0) 60.6 25.1 (21.2)
P/E (x) 11.3 25.0 15.6 125 15.8
P/B (x) 1.4 1.3 1.2 1.4 1.3
Yield (%) 15 0.7 1.3 1.8 1.6
ROE (%) 12.8 5.0 8.0 10.5 8.3
Net gearing (%) 175 153 151 104 90

Source: Company data, CMBIS estimates
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Stock Data

Mkt Cap (RMB mn) 74,106
Avg 3 mths t/o (RMB mn) 211.79
52w High/Low (RMB) 9.71/ 6.06
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
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1-mth 0.5% -2.6%
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Figure 1: 9M19 results

[ | ows| o o] i soi] _voy]

Operating revenue 116,665 108,889 7.1% 43,726 41,334 5.8%
Operating expenses (99,547) (94,138) 5.7% (35,102) (34,024) 3.2%
Taxes and surcharges (270) (164) 64.6% (84) (56) 50.0%
Selling expenses (5,311) (5,090) 4.3% (1,978) (1,791) 10.4%
General and administrative expenses (2,735) (2,483) 10.1% (2,039) (956) 8.7%
R&D expenses (233) (163) 42.9% (74) (49) 51.0%
Finance expenses (7,146) (4,531) 57.7% (3,903) (2,495) 56.4%
Of which: Interest expenses (4,388) (2,403) 82.6% (1,512) (867) 74.4%
Interest income 64 78 -17.9% 6 27 -77.8%

Asset impairment losses NA NA
Credit impairment losses Q) 2 NA 1) NA
Total expenses (115,243) (106,567) 8.1% (42,181) (39,371) 7.1%
Other income 2,887 2,429 18.9% 1,044 590 76.9%
Investment income 550 525 4.8% 351 250 40.4%
.]V?f which: investments in asso. and 511 508 0.6% 349 253 37.9%
Fair value gains/(losses) 506 231  119.0% 383 159  140.9%
Gain on disposal 53 405 -86.9% 16 103 -84.5%
Operating profit 5,418 5,912 -8.4% 3,339 3,065 8.9%
Non-operating income 635 574 10.6% 300 280 7.1%
Non-operating expenses (15) (94) -84.0% 1) (54) -98.1%
Profit before income tax 6,038 6,392 -5.5% 3,638 3,291 10.5%
Income tax expenses (1,471) (1,535) -4.2% (783) (839) -6.7%
Profit for the year 4,567 4,857 -6.0% 2,855 2,452 16.4%
Non-controlling interests (489) (682) -28.3% (467) (414) 12.8%
Net profit 4,078 4,175 -2.3% 2,388 2,038 17.2%

Source: Company data, CMBIS

Figure 2: Earnings revision

. New | o4 [ oot |
Traffic revenue 149,024 157,293 163,084 148,962 157,251 162,336 0.0% 0.0%  0.5%
Passenger 139,197 147,900 154,333 139,135 147,857 153584 0.0% 0.0%  0.5%
Cargo and mail 9,827 9,394 8752 9827 9394 8752 0.0% 00%  0.0%
L‘\’/‘:ngeraﬁng 154,861 163,422 169,520 155,107 164,044 169,846 -0.2% -0.4%  -0.2%
EBITDAR 36,407 40,270 39,763 33,466 34,953 35481 8.8% 152% 12.1%
Net profit 5319 7,485 6551 3251 3,301 2,493 63.6% 126.7% 162.7%

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 127,806 143,623 154,861 163,422 169,520 Pre-tax profit 8,874 4,364 8,019 11,283 9,875

Traffic revenue 121,873 138,064 149,024 157,293 163,084 Depreciation and amortization 13,162 14,308 15,160 16,218 17,120

Passenger 112,791 128,038 139,197 147,900 154,333 Other adjustments 758 4,800 3,351 2,268 1,851

Cargo and mail 9,082 10,026 9,827 9,394 8,752 Changes in working capital 684 (2,298) 1,181 1,122 1,066

Other operating revenue 5,933 5,559 5,837 6,129 6,435 Taxation and others (5,746) (5,786) (4,886) (5,359) (4,611)
Operating activities 17,732 15,388 22,824 25,533 25,301

Operating expenses (123,098) (140,242) (149,119) (155,553) (163,531)

Jet fuel costs (31,895) (42,922) (44,935) (44,484) (47,673) Capital expenditure (13,846) (24,033) (25,000) (23,750) (22,563)

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) (23,660) (17,568) (16,381)

Depreciation & amortization (13,162) (14,308) (15,160) (16,218) (17,120)

Other operating expenses (59,445) (62,819) (67,012) (71,396) (74,320) Equity raised 1,321 10,908 - 19,940 -
Changes in borrowings (5,957) 6,255 1,704 (3,697) (5,600)

Other net income 4,448 5,438 5,492 5,547 5,603 Dividends paid (261)  (1,107) (793) (1,317)  (1,719)

EBIT 9,156 8,819 11,234 13,416 11,591 Others (578) 72 - - -
Financing activities (6,796) 5,220 911  (5,014) (7,319)

Exchange gain/(loss) 1,801 (1,853) (667) 140 132

Other non-operating profit/(loss) (2,083) (2,602) (2,549) (2,273) (1,849) Net changein cash 2,700 91 75 2,950 1,601

Pre-tax profit 8,874 4,364 8,019 11,283 9,875 Cash at the beginning of the year 4,152 6,826 6,928 7,003 9,953
Exchange difference (26) 11 - - -

Income tax (1,976) (1,000) (1,837) (2,586) (2,263) Cash at the end of the year 6,826 6,928 7,003 9,953 11,555

Minority interests (937) (469) (862) (1,213) (1,061)

Net profit 5,961 2,895 5,319 7,485 6,551

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 200,834 222,877 272,733 277,557 280,284 Operating metrics

Property, plant and equipment 158,926 170,692 93,495 101,183 105,975 ASK YoY (%) 9.6 12.0 10.1 7.7 52

Construction in progress 30,233 37,791 32,997 29,633 27,068 RPK YoY (%) 11.9 12.4 10.5 8.0 6.0

Right-of-use assets - - 134,317 134,317 134,317 Passenger load factor (%) 82.2 82.4 82.7 829 835

Other non-current assets 11,675 14,394 11,924 12,424 12,924 Passenger yield (RMB cents) 48.9 49.4 48.6 47.8 47.1

Current assets 17,884 24,072 23,483 26,433 28,035 Passenger revenue YoY (%) 10.0 13.5 8.7 6.3 4.3

Cash and cash equivalents 6,826 6,928 7,003 9,953 11,555 Cargo revenue YoY (%) 26.3 10.4 -2.0 -4.4 -6.8

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

Total assets 218,718 246,949 296,216 303,990 308,319 Operating margin 7.2 6.1 7.3 8.2 6.8
EBITDAR margin 242 225 235 24.6 235

Current liabilities 69,577 83,687 84,122 82,907 82,137  Net profit margin 4.7 2.0 34 4.6 3.9

Borrowings 27,568 38,741 34,909 28,480 26,957

Current portion of lease liabilities 8,341 9,555 15,696 14,089 13,708 B/Sratios (%)

Other current liabilities 33,668 35,391 33,516 40,338 41,472 Total debt/ Total equity 185.8 161.4 159.4 1145 101.4

Non-current liabilities 86,598 84,793 131,575 129,675 128,471 Netdebt/ Total equity 174.9 152.6 150.7 103.7 89.6

Borrowings 20,719 15,676 16,941 13,821 13,082

Lease liabilities 59,583 62,666 108,555 96,075 93,118 Returns (%)

Other non-current liabilities 6,296 6,451 6,079 19,779 22,271 ROE 12.8 5.0 8.0 105 8.3

Total liabilities 156,175 168,480 215,697 212,582 210,608 ROA 2.8 1.2 2.0 25 21

Share capital 10,088 12,267 12,267 15,334 15,334 Per share (RMB)

Reserves 39,848 52,990 54,696 60,684 65,925 EPS 0.60 0.27 0.43 0.54 0.43

Shareholders' Equity 49,936 65,257 66,963 76,018 81,258 DPS 0.10 0.05 0.09 0.12 0.11

Non-controlling interests 12,607 13,212 13,557 15,391 16,452 BVPS 4.95 5.32 5.46 4.96 5.30

Total equity 62,543 78,469 80,520 91,408 97,710

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 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
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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
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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
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