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The duty-free bidding is about to start!

China | Airport | Company Update

- Jump of 21% in 2017H1 Earnings
- Aviation business revenue increased by 3.5% YoY
- Soar of 26% in non-aeronautical business

- As the duty-free bidding is about to start, the value of airline hub is stable

Investment Thesis

We increase the Company's EBITDA per share to RMB2.17 in 2017 and RMB2.6 in 2018,
respectively, with the estimation of a 20/17x multiple during the two years. The target price
is increased to RMB44.35 and the "Accumulate" rating is maintained.
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In H1 2017, twenty percent more were earned, and the net profit attributable to the
parent company witnessed a YoY increase of 21%

Shanghai Airport recorded operating revenues of RMB3,898 million in 2017, up by 14.71%
YoY; the net profit attributable to the parent company stood at RMB1,696 million, up by
20.56% YoY; its basic EPS was RMBO0.88, up by20.55% YoY, and no interim dividend was
generated.

The revenue of aviation business, under the influence of assessment on punctuality rate,
increased by 3.5% YoY

In H1 2017, benefiting from the relatively low oil price and the slow recovery of macro
economy, Chinese airline industry progressed steadily, the airline passenger volume
maintained good growth momentum, the market demand was huge, and the air passenger
transport market maintained a rapid growth. The revenue ton kilometers, passenger traffic
volume, and cargo and mail traffic volume of the whole industry in H1 2017 witnessed a YoY
growth of 12.5%, 13.4% and 5.1%, respectively. The aircraft movements, passenger
throughput and cargo and mail throughput recorded by domestic airports also
correspondingly grew by 10.4%, 13.5% and 8.9% YoY, respectively, and the three indicators
of Shanghai Airport witnessed a YoY growth of 3.9%, 6.5% and 13.6%, respectively.

The growth of aircraft movements and passenger throughput of the Company were lower
than the industrial averages, since the assessment on punctuality rate failed to meet the
standards. As a result, the aeronautical business of H1 only grew by 3.5% YoY to RMB1,803
million. At the same time, from the perspective of structure, the growth (+11%) of passenger
throughput of domestic route was far higher than that (+3%) of international route, and the
performance of the growth of cargo throughput of international route was impressive
(+18%).
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Accumulate (Maintain)
CMP: RMB 37.98

(Closing price as at 29 Sep 2017)
TARGET: RMB 44.35 (+16.8%)

COMPANY DATA

0/S SHARES (MN) : 1927
MARKET CAP (CNY MN) : 73552
52 - WK HI/LO (CNY): 42.82/26.1
SHARE HOLDING PATTERN, %

Shanghai Airport Authority (SAA) 17.62
HKSCC 7.37
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KEY FINANCIALS

CNY mn FY15 FY16 FY17E FY18E
Net Sales 6285 6951 7946 9456
Net Profit 2531 2806 3325 3970
EPS, CNY 131 146 173 2.06
P/E, x 29.0 262 221 185
BVPS, CNY 10.54 11.57 12.86 14.32
P/BV, x 3.6 3.3 30 27
DPS (CNY) 0.43 0.44 0.53 0.63
Div. Yield (%) 1.1%  12% 1.4% 1.7%

Source: Company reports, Phillip Securities Est.
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The non-aeronautical business went beyond expectation and greatly grew by 26%
The reason why the result went beyond expectation mainly lies in high-growth non-
aeronautical business. In H1, the Company reported a revenue of non-aeronautical
business of RMB2,094 million, a great YoY increase of 26%, and its proportion in the
total revenue increased by 5 ppts to 54%, surpassing the revenue of aeronautical
business for the first time. Wherein, mainly benefiting from the expansion of
commercial space after transformation of T1 terminal, the annual revenue of
business tenancy increased by 35.99% YoY to RMB1,436 million, and that of non-
aeronautical business increased by 9.68% YoY to RMB658 million.

As the duty-free bidding is about to start, the value of airline hub is stable

The duty-free business contract of the Company will expire in March 2018, and the
management has indicated that a new round of bidding plan is underway, and we
expect that it will be started before the end of this year. It is expected that the
commission percentage will increase from about 25% to 45%, greatly improving the
result of the Company.

In H1 2017, the annual passenger throughput of Shanghai Airport consolidated its
second place at home. Wherein, the international and regional passenger volumes
continually maintained the first place at home. The Company is still promoting the
construction of air hub in the Yangtze River economic belt that centers on Shanghai,
continually optimizing the structure of its airline network, and emphatically
developing the international remote air routes. In H1, Shanghai Airport newly
increased 2 international traffic points and densified 2 remote air routes; moreover,
it newly increased 3 overseas airlines, enhancing its European and American remote
air route markets. As at the end of June, there were a total of 234 traffic points, of
which 109 and 125 were at home and abroad (including regions), respectively,
demonstrating that its position of airline hub is stable. In the future, after Phase Il of
the expansion project is completed, the passenger throughput will exceed 80 million,
and the "single-terminal double-runway" will change to the operational mode of
"multiple-terminal multiple-runway". Therefore, it is expected that the Company will
starts its new round of stable growth.

Investment Thesis

We increase the Company's EBITDA per share to RMB2.17 in 2017 and RMB2.6 in
2018, respectively, with the estimation of a 20/17x multiple during the two years.
The target price is increased to RMB44.35 and the "Accumulate" rating is maintained.
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Cargo traffic by segments
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Financials

FYEDEC Fy13 Fy14 FY15 FY16 FY17F FY18F
Valuation Ratios

P/E (X), ad|. 39.3 35.1 29.0 26.2 22.1 18.5
P/EBITDA 25.4 24.5 222 20.0 17.6 14.6
P/B (X) 4.3 4.0 3.6 3.3 3.0 2.7
Dividend Yield (%) 0.8% 0.9% 1.1% 1.2% 1.4% 1.7%

Per share data (RMB)

EPS, (Basic) 0.97 1.09 131 1.46 1.73 2.06
EPS, (Diluted) 0.97 1.09 131 1.46 1.73 2.06
DPS 0.30 0.35 0.43 0.44 0.53 0.63
BVPS 8.79 9.58 10.54 11.57 12.86 14.32
EBITDA/Share 1.50 1.56 1.72 1.90 2.17 2.60

Growth & Margins (%)

Growth

Revenue 10.5% 10.3% 9.3% 10.6% 14.3% 19.0%
EBIT 67.3% 7.9% 19.1% 12.2% 19.1% 23.5%
Net Income, adj. 55.1% 11.9% 20.8% 10.8% 18.5% 19.4%
Margins

Gross margin 41.7% 41.6% 43.8% 44.3% 45.9% 47.3%
EBIT margin 37.8% 37.0% 40.3% 40.9% 42.6% 44.2%
Net Profit Margin 35.9% 36.4% 40.3% 40.4% 41.8% 42.0%
Key Ratios

ROE 11.4% 11.8% 13.1% 13.8% 14.1% 15.2%

Income Statement (RMB mn)

Revenue 5215 5751 6285 6951 7946 9456
Gross profit 2176 2393 2755 3078 3647 4473
EBIT 1969 2125 2531 2841 3385 4180
Profit before tax 2515 2806 3380 3718 4380 5219
Tax 492 556 696 752 876 1044
Profit for the period 2023 2250 2684 2966 3504 4175
Minority interests 150 155 153 160 179 205
Total capital share 1927 1927 1927 1927 1927 1927
Net profit 1873 2095 2531 2806 3325 3970
Source: PSR

(Financial figures as at 29 September 2017)

Page | 4 | PHILLIPCAPITAL HONGKONG RESEAREH



p PhillipCapital

PHILLIP RESEARCH STOCK SELECTION SYSTEMS

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

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.
© 2017 Phillip Securities (Hong Kong) Limited
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