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Maintain at Accumulate 

• The growth rate of passenger turnover in September was reduced to 5.2% on 
a yoy basis. The domestic routes, with a yoy growth rate increasing to 3.1% 
and a mom decrease of 9.4%; the international routes maintained a relatively 
rapid growth, but the growth rate dropped, with a yoy increase of 8.6% and a 
mom decrease of 10%; the regional routes were almost the same as the 
international routes, up 11.6% yoy and down 11.4% mom. 

• The available seat kilometres increased by 7.7% yoy. There was a yoy growth 
of 4% in the domestic routes; other routes maintained a sharp growth trend. 
The international routes increased by 14% on a yoy basis, while the regional 
routes increased by 16.4%. These three all had a mom decrease of 8.7%, 2.7% 
and 5.1% respectively. 

• The average P L/F in September is 79.4%, down 1.9ppts yoy, 2.7 ppts mom. 
The domestic routes reported an 80.8% P L/F, the minimum fallback of all 
routes, down 0.7ppts yoy and 0.6 ppts mom. P L/F of the international routes 
and regional routes decrease 3.9 and 3.1 ppts yoy because of excessive supply 
respectively, to 77.9% and 72.2%. 

• Air China's freight business in September had strong performance, and its 
freight traffic rebounded greatly by 21.6% yoy and 16.3% mom. Domestic, 
international and regional routes' freight traffic grew by 0.2%, 30.6% and 
31.1% yoy respectively, and by 11.25, 18.6% and -2.2% mom. 

 
How we view this 
Benefited from the effects of reducing costs and increasing demands, we predict 
that profitability improvement brought about by freight business rebounds will 
obviously show in its third-quarter's result that is to be released. 
In the coming two years, the company will have greater efforts to increase the 
transportation capacity, and it is scheduled to have a net increase of 22 airplanes, 
and is expected to increase the input of transportation capacity for remote routes 
of Europe and America, which is beneficial for sharing the fruit of the North 
America routes recovery. But the continuous flow diverting to high speed rails and 
the intensified industry competition will continue to challenge the improvement 
of demand-end profitability. On the other hand, the negative impact brought 
about by the cost-end fuel price and exchange rate factor is expected to diminish. 
 
Investment Action 
We revised the Company’s estimated EPS to 0.272/0.506 in 2014/2015 
respectively. Our 12-monthly-target price is HK$5.16, equivalent to 15 /8x P/E in 
2014/2015 respectively. We maintain the accumulate rating. 
 

 
 

 

Key Financial Summary

FYE 12/12 12/13 12/14F 12/15F

Revenue (RMB mn) 99,473 98,181 107,287 116,942

Net Profit, adj. (RMB mn) 4,816 3,264 3,342 6,221

EPS, adj. (RMB) 0.38 0.27 0.27 0.51

P/E (X),adj. 9.6 13.5 13.2 7.1

BVPS (RMB) 4.09 4.37 4.48 4.90

P/B (X) 0.9 0.8 0.8 0.7

DPS (RMB) 0.06 0.05 0.05 0.08

Div. Yield (%) 1.6% 1.3% 1.3% 2.2%

Source: Bloomberg, PSR est.

*All multiples & yields based on current market price
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There was an accelerating callback in the passenger traffic in September 
After the busy seasons in the summer, the growth rate of the RPK of Air China 
continues to decrease. The growth rate of passenger turnover volume in 
September was reduced to 5.2% on a yoy basis. The performance varied among 
routes. The domestic routes were not adversely affected by the high base of the 
same period as well as the flow control, with a yoy growth rate increasing to 3.1% 
and a mom decrease of 9.4%; Even with a relatively high base, the international 
routes maintained a relatively rapid growth, but the growth rate dropped, with a 
yoy increase of 8.6% and a mom decrease of 10%; the regional routes were almost 
the same as the international routes, up 11.6% yoy and down 11.4% mom. 
 
The domestic routes capacity had the largest contraction amplitude 
The growth rate of capacity also decreased. In September, the available seat 
kilometres increased by 7.7% yoy. Due to the repeated macro-economic recoveries, 
along with the control of the government consumptions, demands of the domestic 
passenger market remain weak. The company mainly controlled the in-put of 
domestic routes and there was a yoy growth of 4% in the domestic routes; other 
routes maintained a sharp growth trend. The international routes increased by 
14% on a yoy basis, while the regional routes increased by 16.4%. These three all 
had a mom decrease of 8.7%, 2.7% and 5.1% respectively. 
 
The passenger load factor continued to fall 
The average P L/F in September is 79.4%, down 1.9ppts yoy, 2.7 ppts mom. Due to 
the implementation of controlled capacity, P L/F fallback is prevailing, and the 
domestic routes reported an 80.8% P L/F, the minimum fallback of all routes, down 
0.7ppts yoy and 0.6 ppts mom respectively. P L/F of the international routes and 
regional routes decrease 3.9 and 3.1 ppts yoy because of excessive supply 
respectively, to 77.9% and 72.2%. 
 
Freight business has strong performance 
Driven by continuously increasing airfreight demands, Air China's freight business 
in September had strong performance, and its freight traffic rebound greatly 21.6% 
yoy and 16.3% mom. International routes, especially the continuously blooming 
North American route, are the main promotion factor. International routes in 
September accounted for as high as 74% of the total freight traffic. Domestic, 
international and regional routes' freight traffic grew by 0.2%, 30.6% and 31.1% 
yoy respectively, and by 11.25, 18.6% and -2.2% mom. In the first half year, the 
company introduced in B777F air freighters that had better fuel efficiency to 
replace the old B747F plane. Benefited from the effects of reducing costs and 
increasing demands, we predict that profitability improvement brought about by 
freight business rebounds will obviously show in its third-quarter's result that is to 
be released. 
 
The first half year's result was better than that of peers 
In the first half year, Air China's turnover achieved a yoy growth of 8.5% to RMB 
49.932 billion. The total cost's yoy growth was 6.72%, net profit is RMB 0.51 billion, 
down by 55.4% yoy, corresponding earnings per share was RMB 4.15 cents, and 
that of the same period last year were respectively RMB 1.144 billion and RMB 
9.31 cents. The dramatic fall of profit followed the first half year's RMB devaluation 
which led to 720 million Yuan's worth of net foreign exchange loss, while during 
the same time last year it was a net foreign exchange gain of RMB 1.12 billion Yuan. 
But because of the rebounded profit from Cathay, the investment gain risen by 
45% to RMB 244.6 million Yuan yoy. In addition, due to the earlier arrival of 
government subsidy, other incomings have grew 55.8% yoy to RMB 2.42 billion 
Yuan. The latter two items have partly made up for the exchange losses. In terms 
of yield, the gain for each kilometer per customer has dropped by 2 cents to 0.58 
Yuan, and domestic, international and regional routes have respectively dropped 
1cent, 3 cents and 6 cents. 
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How we view this 
In the coming two years, the company will have greater efforts to increase the 
transportation capacity, and it is scheduled to have a net increase of 22 airplanes, 
and is expected to increase the input of transportation capacity for remote routes 
of Europe and America, which is beneficial for sharing the fruit of the North 
America routes recovery. But the continuous flow diverting to high speed rails and 
the intensified industry competition will continue to challenge the improvement of 
demand-end profitability. On the other hand, the negative impact brought about 
by the cost-end fuel price and exchange rate factor is expected to diminish. 
 
 
Fig 1.USD/CNY trend 

 
Source: Bloomberg, PSR 
 
Fig 2. jet fuel price trend 

 
Source: Bloomberg, PSR 
 
Fig 3. P/E Band 

 
Source: Bloomberg, PSR 
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Fig 4. Peer’s comparison 
Ticker Name

Mark Cap
HKDmil

BEst
P/B

BEst
P/B:
Y+1

Est
P/E

Est
P/E
(Y+1)

BEst
EV/BEst
EBITDA

P/B
ROA
LF %

ROE
%

QAN AU Equity QANTAS 22102 1.2 1.1 96.8 10.4 4.4 1.1 -15.2 -65.4
LHA GR Equity LUFTHANSA 60495 1.0 0.9 9.6 5.9 3.1 1.2 1.5 8.8
1055 HK Equity CSA 32364 0.6 0.6 13.9 9.5 9.1 0.6 0.4 1.9
753 HK Equity AC 63596 0.9 0.8 14.9 11.5 8.6 0.9 1.3 5.0
293 HK Equity CX 57513 0.9 0.8 16.9 11.6 7.3 1.0 1.8 5.0
670 HK Equity CEA 41161 0.9 0.8 13.6 9.7 9.3 1.0 1.2 6.4
9202 JP Equity AN 64496 1.2 1.1 22.8 20.0 6.0 1.2 1.3 3.9
SIA SP Equity SIA 71623 0.9 0.9 30.7 22.1 3.9 0.9 1.2 2.0
DAL US Equity DAL 252492 2.3 1.9 12.1 10.0 5.6 2.7 22.2  N/A
AAL US Equity AAL 204462 7.8 3.4 6.8 5.3 5.6 6.5 -1.0  N/A
UAL US Equity UAL 142991 4.1 2.8 10.8 8.3 6.0 5.5 1.8 30.6
LUV US Equity LUV 183541 2.9 2.6 19.1 16.1 7.4 3.2 5.4 15.2
003490 KS Equity KOR AIR 16449 0.9 0.9  N/A 51.7 8.2 0.9 -1.0 25.4  
Source: Bloomberg, PSR 
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FYE DEC FY11 FY12 FY13 FY14F FY15F
Valuation Ratios
P/E (X), adj. 6.4 9.6 13.5 13.2 7.1
P/B (X) 1.0 0.9 0.8 0.8 0.7
Dividend Yield (%) 3.2% 1.6% 1.3% 1.3% 2.2%

Per share data (RMB)
EPS, reported 0.582 0.382 0.265 0.272 0.506
EPS, adj. 0.582 0.382 0.265 0.272 0.506
DPS 0.118 0.059 0.045 0.047 0.080
BVPS 3.79 4.09 4.37 4.48 4.90

Growth & Margins (%)
Growth
Revenue 19.3% 3.8% -1.3% 9.3% 9.0%
EBIT -47.0% 4.3% -43.9% 60.6% 46.4%
Net Income, adj. -41.0% -36.1% -32.2% 2.4% 86.1%

Margins
EBIT margin 8.8% 8.8% 5.0% 7.4% 9.9%
Net Prof it Margin 7.9% 4.8% 3.3% 3.1% 5.3%

Key Ratios
ROE (%) 16.18% 9.68% 7.97% 10.14% 12.18%

Income Statement (RMB mn)
Revenue 95,821 99,473 98,181 107,287 116,942
Operating expenses (92,151) (91,064) (94,063) (100,927) (107,128)
   -Jet fuel cost (34,703) (35,640) (33,722) (35,404) (36,537)
Profit from operations 6,949 8,409 4,118 6,360 9,814
Financial costs 1,767 (1,890) (423) (3,224) (2,933)
Share of prof its and losses of associates 1,329 391 823 1,576 1,804
Profit before tax 10,203 6,909 4,518 4,712 8,685
Tax (2,241) (1,607) (903) (1,084) (2,084)
Profit for the period 7,962 5,302 4,368 5,886 7,667
Minority interests 421 486 351 286 379
Net profit 7,541 4,816 3,264 3,342 6,221
Source: PSR 
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Total Returns Recommendation Rating
> +20% Buy 1
+5% to +20% Accumulate 2
-5% to +5% Neutral 3
-5% to -20% Reduce 4
<-20% Sell 5

We do not base our recommendations entirely on the  above quantitative return bands.
We consider qualitative factors like (but not limited to) a stock's risk rew ard profile, market
sentiment, recent rate of share price appreciation, presence or absence of stock price
catalysts, and speculative undertones surrounding the stock, before making our f inal
recommendation

Ratings History

PSR Rating System

Remarks

1
2
3
4
5

Source: Bloomberg, PSR
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS 

 
We do not base our recommendations entirely on the above quantitative return bands.  We consider qualitative factors like (but not limited 
to) a stock's risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and 
speculative undertones surrounding the stock, before making our final recommendation 
 
GENERAL DISCLAIMER 
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the 
terms and limitations set out below.  
 
This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct 
or consequential loss arising from any use of material contained in this publication.  
 
The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any 
analysis, forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are 
expressions of belief only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such 
information or Research is accurate, complete or verified or should be relied upon as such. Any such information or Research contained in this publication is 
subject to change, and Phillip Securities shall not have any responsibility to maintain the information or Research made available or to supply any 
corrections, updates or releases in connection therewith. In no event will Phillip Securities be liable for any special, indirect, incidental or consequential 
damages which may be incurred from the use of the information or Research made available, even if it has been advised of the possibility of such damages.  
 
Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at 
any time without prior notice.  
 
This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs 
of any particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should 
seek advice from a financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or 
particular needs of that person, before making a commitment to invest in any of such products. 
This publication should not be relied upon as authoritative without further being subject to the recipient’s own independent verification and exercise of 
judgment. The fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a 
representation that any product described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products 
which may be described in this publication involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions 
involving such products should not be made unless all such risks are understood and an independent determination has been made that such transactions 
would be appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to be a disclosure of all risks or a 
complete discussion of such risks.  
 
Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in 
this research should take into account existing public information, including any registered prospectus in respect of such security. 
 
Disclosure of Interest 
Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation 
covered in this report. 
Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial 
interest of 1% or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed 
corporation. 
 
Availability 
The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country 
where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any 
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction. 
 
Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear 
responsibility for any loss occasioned by reliance placed upon the contents hereof.  PSHK (or its affiliates or employees) may have positions in relevant 
investment products. For details of different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.   

© 2014 Phillip Securities (Hong Kong) Limited 

Total Return Recommendation Rating Remarks 
>+20% Buy 1 >20% upside from the current price 

+5% to +20% Accumulate 2 +5% to +20%upside from the current price 
-5% to +5% Neutral 3 Trade within  ± 5% from the current price 
-5% to -20% Reduce 4 -5% to -20% downside from the current price 

<-20% Sell 5 >20%downside from the current price 
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