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Investment Summary

Accumulate
BOC aviation (BOCA) is a leading global aircraftepating leasing company in Asia, 'CMP HKD 59 50
currently with a portfolio of 294 owned and 26 mged aircrafts. We remain an
“sAccumulate” rating based on a Price-to-book rai® Return on Equity method, (C10sing price at 23 Nov 2018)
deriving a target price of HK$70.5, 18.5% potentigdside. (Closing price at 23 TARGET HKD 70.50 (+18.5%)
November 2018)
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The total fleet of owned aircraft in 3Q18 was 2€#dopped by 1 compared to 1H18.
That of managed aircrafts was also down by 3 toa®file the aircraft on order increased

by 16 to 179, resulting in an increase in the tieat of aircrafts of 12 to 499. BOCA SHARE HOLDING PATTERN - %

sold 12 aircrafts in 3Q18, where 9 are owned aate3nanaged. Bank of China 70.00

Aircraft delivery
PRICE PERFORMANCE » %

In 3Q18, BOCA has delivered 9 aircrafts, where thelivered their first A321 NEO M 3M 1Y

aircraft in August 2018. Meanwhile, it added thneew airline customers to its BOC Aviation 8.18 494 4548

customer portfolio. The Group expects there wél 16 aircrafts to be delivered in HS -3.60 .04 15.1¢

4Q18, making a total delivery of 52 aircrafts in180 The delivery was six less thanRETURN vs. Hsi

expected in 1H18, because of the manufacturer ptimtudelays. And, BOCA expects™

the problem takes 2-5 months to be resolved, mgahivse have been deferred to 201¢ MW
However, the management believes there will be ignificant influence in the 2018 M '
bottom line, because a delay in the delivery wit bring any penalties. Meanwhile, e ,rw’“*ww" -
BOCA has signed 35 lease commitments in 3Q18, durtbecuring the portfolio .. ),fw bes N

utilization in the future. il ivea W N

. . Source: Aastocks, Phillip Securities (HK) Research
Figure: The delivery schedule P (HK)

80 - KEY FINANCIALS
USD mn FY16 FY17 FY18E FY19E
70 Revenue 1,193 1,401 1,628 1,890
Net Profit 418 587 549 639
60 EPS, USD 0.602 0.845 0.791 0.920
50 PER, x 12.66 9.02 9.65 8.29
BVPS, USD 487 550 6.02 6.63
40 - I l W Orderbook P/BV, x 1.57 139 127 115
. . ROE, % 144 163 137 146
30 - I M Delivered aircraft . B -
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PLB deals

There was no additional Purchase and lease bacdR)(Béals in 3Q18, as the
management claimed that airlines usually seek id8 BR2-18 months earlier
before the aircraft delivery, implying that the PBBreed now will be reflected in
20109.

Capex and Aircraft NBV

BOCA sees an increase of USD 2.5 billion in aircNBV, expecting a capex of
USD 4 billion in 2018 and an offset of USD 0.5 ol in depreciation and 1
billion in aircraft disposal. Meanwhile, the capail peak in 2019, and drop in
2020.

Average aircraft age and lease term

Based on the weighted net book value of owned, fthetaverage fleet age rose by
0.1to 3.1 years, and the average lease term didpp@.1 to 8.2 years.

Leverage target & proportion and dividend payout

BOCA still remains its target on leverage ratiobt® 3.5x-4.0x, and continue to
increase in the proportion of fixed rate loan, taexipects more fixed rate term
coming up. Moreover, the Group has signed a sitrgleche unsecured term
loan facility of USD 750 million in October 2018Besides, it will cling to 35%
annual payout ratio.

Figure: Order book (as of 31 August 2018)

Aircraft Type Owned Aircraft Managed Aircraft Aircraft on Order Total
Airbus A320CEO family 130 9 3 142
Airbus A320NEO family 17 0 69 86
Airbus A330CEO family 12 6 0 18
Airbus A330NEO family 0 0 10 10
Airbus A350 family 6 0 0 6
Boeing 737NG family 100 8 2 110
Boeing 737 MAX family 2 0 82 84
Boeing 777-300ER 21 1 0 22
Boeing 777-300 0 1 0 1
Boeing 787 family 1 0 13 14
Freighters 5 1 0 6
Total 294 26 179 499

Source: Company report, Phillip Securities (HK).Ltd
Valuation

We see the 3Q18 performance generally in line with forecast, so we remain
our target price to be HK$70.5 based on the NAV2019F, implying P/B

1.50x/1.36x/1.25x in 2018/19/20F respectively andintain an “accumulate”
rating. (HKD/USD: 7.8)
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Figure: The relationship between P/B and ROE afraft leasing industry*
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Source: Bloomberg, Phillip Securities (HK) Ltd.
* Date from Aercap (AER.US), Air Lease (AL.US), Aastle (AYR.US), China
Aircraft Leasing Group (1848.HK), CDB Leasing (160K), and etc.

Risk

1. Higher-than-expected increase in interest rate

2. The demand for traveling and aircrafts slow down
3. Delayed aircrafts deliveries

4. Depreciating value for aircrafts in secondarykets
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Financials

FYE DEC FY14 FY15 FY16 FY17 FY18F FY19F

Valuation Ratios

P/E (X), adj 17.16 15.42 12.66 9.02 9.65 8.29

P/B (X) 2.53 2.17 157 1.39 1.27 1.15

Dividend Yield (%) N/A N/A 2.4% 3.9% 3.6% 4.2%

Per share data (USD)

EPS, (Basic) 0.445 0.495 0.602 0.845 0.791 0.920

EPS, (Diluted) 0.445 0.495 0.602 0.845 0.791 0.920

DPS (HKD) N/A N/A 0.180 0.296 0.277 0.322

BVPS 3.02 3.52 4.87 5.50 6.02 6.63

Growth & Margins (%)

Grwoth

Revenue 7.6% 10.3% 9.4% 17.4% 16.0% 16.3%

EBT 13.5% 13.8% 18.0% 16.3% 13.2% 16.4%

Net Income 11.4% 11.3% 21.8% 40.3% -6.4% 16.4%

Margins

EBT margin 37.7% 41.2% 45.2% 42.9% 40.7% 40.8%

Net Profit Margin 32.9% 35.2% 39.9% 45.7% 35.8% 35.9%

Key Ratios

ROA 2.9% 2.9% 3.2% 4.0% 3.2% 3.3%

ROE 15.3% 15.1% 14.4% 16.3% 13.7% 14.6%

Income statement (USD mn)

Revenue 988 1,091 1,193 1,401 1,625 1,890
Lease rental income 937 975 1,048 1,284 1,531 1,780
Interest and fee income 12 40 48 30 31 33
Net gain on sale of aircraft 30 70 91 78 58 72
Others 10 5 6 10 5 5

Expense 636 689 719 850 1,001 1,164
Drepreciation 381 382 378 460 533 611
Interest expense 151 169 216 260 331 405
SG&A 66 76 102 98 105 114
Others 38 62 24 32 33 34

EBT 353 401 474 551 624 726

Net profit 309 343 418 587 549 639

Source: Company, Phillip Securities (HK) Research
(Financial figures as at 23 November 2018)
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate +5% to +20%upside from the current pice

2

-5% to +5% Neutral 3 Trade within _ * 5% from the current price

-5% to -20% Reduce 4 -5% to -20% downside from the current pge
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely orltloge quantitative return bands. We consider iz factors like (but not limited to) a stock's
risk reward profile, market sentiment, recent mitshare price appreciation, presence or absenstok price catalysts, and speculative undertones
surrounding the stock, before making our final reocwendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securit{e®ong Kong) Ltd (“Phillip Securities”). By receivinor reading this publication, you agree to be lobloy the terms and
limitations set out below.

This publication shall not be reproduced in whoteiro part, distributed or published by you for apyrpose. Phillip Securities shall not be liable &y direct or
consequential loss arising from any use of mateoatained in this publication.

The information contained in this publication haeib obtained from public sources which Phillip Sit@s has no reason to believe are unreliable aandanalysis,
forecasts, projections, expectations and opiniookeCtively the “Research”) contained in this goation are based on such information and are ssjmes of belief only.
Phillip Securities has not verified this informatiand no representation or warranty, express oliechgs made that such information or Resear@dt@irate, complete or
verified or should be relied upon as such. Any siaébrmation or Research contained in this pubiarais subject to change, and Phillip Securitieallshot have any
responsibility to maintain the information or Restamade available or to supply any correctionslatgs or releases in connection therewith. In remewill Phillip
Securities be liable for any special, indirectjdental or consequential damages which may be ieddrom the use of the information or Researchevmdilable, even
if it has been advised of the possibility of suemages.

Any opinions, forecasts, assumptions, estimatdsatians and prices contained in this materialzer®f the date indicated and are subject to chahgay time without
prior notice.

This material is intended for general circulatianlyoand does not take into account the specifiestment objectives, financial situation or paricuheeds of any
particular person. The products mentioned in thégemial may not be suitable for all investors angkeson receiving or reading this material shoeleksadvice from a
financial adviser regarding the suitability of sumfoducts, taking into account the specific investimobjectives, financial situation or particulaeds of that person,
before making a commitment to invest in any of spidducts.

This publication should not be relied upon as attiitive without further being subject to the reeit’'s own independent verification and exercisgudfgment. The fact
that this publication has been made available @atess neither a recommendation to enter into &iquéar transaction nor a representation that aogyrct described in
this material is suitable or appropriate for thapient. Recipients should be aware that many efpttoducts which may be described in this publiceinvolve significant

risks and may not be suitable for all investorg] #mt any decision to enter into transactions lirikg such products should not be made unlessuzh sisks are

understood and an independent determination hasrbade that such transactions would be approp#date discussion of the risks contained herein wébpect to any
product should not be considered to be a disclosuaé risks or a complete discussion of suchgisk

Nothing in this report shall be construed to beoffer or solicitation for the purchase or sale afezurity. Any decision to purchase securities maet in this research
should take into account existing public informaticluding any registered prospectus in respestich security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) prepaitimns report nor his associate has any finannigrést in or serves as an officer of the listegha@tion covered in this
report.

Firm’s Disclosure: Phillip Securities does not hawy investment banking relationship with the tisterporation covered in this report nor any finahimterest of 1% or
more of the market capitalization in the listedpzoation. In addition, no executive staff of Pipilbecurities serves as an officer of the listegp@ation.

Availability

The information, tools and material presented neaeé not directed, intended for distribution tause by, any person or entity in any jurisdictiarcountry where such
distribution, publication, availability or use walbe contrary to the applicable law or regulatiorvbich would subject Phillip Securities to anyistgation or licensing or
other requirement, or penalty for contraventioswdéh requirements within such jurisdiction.

Information contained herein is based on sourcasRhillip Securities (Hong Kong) Limited (“PSHKbBglieved to be accurate. PSHK does not bear replitgsor any
loss occasioned by reliance placed upon the cantesreof. PSHK (or its affiliates or employees)yrhave positions in relevant investment products. details of

different product's risks, please visit the Riskdsures Statement on http://www.phillip.com.hk.
© 2018 Phillip Securities (Hong Kong) Limited
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