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Oil Price/Exchange Trend Begins to Decompress Aviation
Enterprises
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Investment Summary:

Over 40% Decrease in Profit in the First Three Quarters

According to CEA’ report of the first three quarters (Chinese Accounting Standards) in 2018,
in the first three quarters of 2018, the company recorded revenue of RMB87,878 million, up
by 13.4% Y-o-Y, and a net profit attribute to the parent company of RMB4.49 billion, down
by 43.3% Y-o-Y. Among them, during the third quarter, the company recorded revenue of
RMB33,456 million, up by 13.5% Y-o-Y, and a net profit attribute to shareholders of
RMB2,207 million, down by 38.1% Y-o-Y.

Dragged by Oil Price/Exchange Rate/Cardinal Number

Firstly, due to the rising international oil prices in the first three quarters of 2018, CEA’
operating cost increased by 13.4% Y-o-Y due to the sharp rise in fuel cost. Specifically, the
increase in operating cost in the third quarter reached 15.7%, which dragged down the
operating profit.

Secondly, the exchange rate of RMB against US dollar has been depreciating continuously
since the end of the second quarter of 2018. By the end of the third quarter, the exchange
rate level has depreciated by 5.92% compared with that at the beginning of the year, which
not only wiped out the 3.4% increase in the first quarter, but also set a new low since
China’s exchange rate reform. The devaluation resulted in a great increase in the exchange
losses of CEA. The financial expenses in the second and third quarters soared by 983% and
692% Y-0-Y, respectively, to RMB2.95 billion and RMB2.55 billion, which greatly eroded the
net profit.

Thirdly, during the same period last year, CEA sold 100% of its stock rights of Eastern Air
Logistics Co., Ltd. (EAL), earning RMB1.75 billion one-time profits, and resulting in a higher Y-
o-Y cardinal number.

Under the Control of Capacity, Core Business Performance is Excellent with Rising P L/F
Benefiting from strong air demand in East China market, the demand of Xi‘an/Kunming
market recovered, and the main business of CEA increased significantly Y-o-Y. In the first
three quarters of 2018, CEA completed 90.56 million passenger traffic, an increase of 9.6%
Y-0-Y; RPK increased by 9.2% compared with the same period in the last year, with domestic,
international and regional growth of 8.6%, 9.9% and 10.9%, respectively; ASK increased by
7.8% Y-0-Y, with domestic, international and regional growth of 8.4%, 6.9% and 7.8%,
respectively. Additionally, the CAAC strictly controls the punctuality rate and flight time
delivery, and the P L/F and fare level of CEA have risen: The P L/F during the period was
82.87%, up by 1.47 ppts Y-0-Y, which exceeds the P L/F of three major airlines; and the fare
level has risen by 3.2% Y-o-Y.

Oil Price/Exchange Trend Begins to Decompress Aviation Enterprises

Since the fourth quarter of 2018, international oil prices have fallen by 30% from their peak,
and the current level has also fallen by about 20% compared with that in the same period. It
is expected that there will be little possibility of a sharp rise again. From the fourth quarter
of 2018, the pressure on fuel costs of CEA will be greatly reduced.

In terms of exchange gains and losses, with the difficult progress of Sino-US trade
negotiations, the RMB exchange rate in the fourth quarter of 2018 was stable and did not
continue to depreciate. In the first quarter of 2019, the RMB exchange rate even showed a
trend of appreciation, which was more than 1% higher than the cumulative appreciation at
the end of last year. This will also greatly alleviate the pressure of exchange losses of the
company.
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KEY FINANCIALS

CNY mn FY16 FY17 FY18E FY19E
Net Sales 98904 102475 115690 128103
Net Profit 4498 6342 4948 7330
EPS, CNY 033 044 034 051
P/E, x 126 89 120 81
BVPS, CNY 358 3.83 4.05 4.58
P/BV, x 1.1 1.0 10 09
DPS (CNY) 0.10 005 0.03 0.06
Div. Yield (%) 2.4% 13% 0.7% 1.5%

Source: Company reports, Phillip Securities Est.
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Investment Thesis

As a pioneer in the reform of mixed ownership in domestic civil aviation industry, CEA
recently announced the introduction of private placement to strategic investors
Juneyao Air and Juneyao Group. The funds raised will be used to purchase 18
aircraft/15 simulators/20 standby engines. We hope that the two parties will further
cooperate with each other in route synergy and improvement of operational
efficiency in the future, to consolidate Shanghai’s market share and enhance

profitability.

We expect the company's 2018/2019 EPS of RMB0.34/0.51. Given that possible
improvement on efficiency after the mix reform, and the expected better ticket price
in the future, we are optimistic about the Company's future result flexibility.
Therefore, we set the target price at HK$5.04, equivalent to 13.1X/8.8X estimated P/E

CEA

in 2018/2019. Also, the "Accumulate" rating is given. (Closing price as at 17 Jan 2019)

Risk

Traffic demand languished for the deterioration of macro-economy;
The depreciation of the RMB against USD would bring exchange loss;
Qil prices rose exceeded forecast.

War, terrorist attacks, SARS and other emergencies;

Highspeed railway diversion
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CEA UPDATE REPORT
Financials
FYE DEC FY14 FY15 FY16 FY17 FY18F FY19F
Valuation Ratios
P/E (X), adj. 135 10.9 12.6 8.9 12.0 8.1
P/B (X) 15 1.3 1.1 1.0 1.0 0.9
Dividend Payout Yield (%) 0.0% 0.0% 30.7% 11.6% 8.8% 11.8%
Dividend Yield (%) 0.0% 0.0% 2.4% 1.3% 0.7% 1.5%
Per share data (RMB)
EPS, reported 0.27 0.35 0.33 0.44 0.34 0.51
EPS, adj. 0.27 0.35 0.33 0.44 0.34 0.51
DPS 0.00 0.00 0.10 0.05 0.03 0.06
BVPS 2.36 2.92 3.58 3.83 4.05 4.58
Growth & Margins (%)
Growth
Revenue 2.2% 4.2% 5.3% 3.6% 12.9% 10.7%
EBIT 276.8% 106.6% -0.8% -23.6% 19.6% 18.7%
Net Income, adj. 43.7% 33.0% -0.9% 41.0% -22.0% 48.1%
Margins
EBIT margin 2.3% -1.5% 0.3% 7.4% 0.7% 3.9%
Net Profit Margin 3.8% 4.8% 4.5% 6.2% 4.3% 5.7%
Key Ratios
ROE (%) 13.8% 13.5% 12.2% 12.1% 8.7% 11.7%
Income Statement (RMB mn)
Revenue 90,185 93,969 98,904 102,475 115,690 128,103
Operating expenses (87,812) (86,613) (91,887) (100,525)  (110,356)  (120,977)
Profit from operations 6,058 12,625 12,486 9,431 11,232 13,324
Non-operating income/expense 127 152 187 251 349 420
Profit before tax 4,113 5,667 6,497 8,610 6,200 9,376
Tax (573) (624) (1,542) (1,800) (930) (1,594)
Profit for the period 3,540 5,043 4,955 6,810 5,270 7,782
Minority interests (130) (506) (457) (468) (321) (451)
Total capital share 12,674 12,819 12,819 14,467 14,467 14,467
Net profit 3,410 4,537 4,498 6,342 4,948 7,330

Source: PSR
(Financial figures as at 17 January 2019)
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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 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.
© 2019 Phillip Securities (Hong Kong) Limited
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