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Spring Airlines (so1021 ch)

Recovery is Accelerating, and Performance Improvement Is
Promising
China | Airlines | Company Update

Company Profile

Spring Airlines (hereinafter referred to as the "Company") is the leader of low-cost airlines in
China, founded in 2004 and based in Shanghai. It adopts a single aircraft model (i.e., the
Airbus A320 family) and only offers the economy class. The Company raises its passenger
load factor (P L/F) mainly by attracting travellers through its parent company, Shanghai
Spring International Travel Service Ltd. (Shanghai Spring Tour), offering charter flights
through its subsidiaries, and providing special fares. Meanwhile, it enhances the aircraft
utilisation rate to obtain a remarkable cost advantage by optimising the route structure,
prolonging flight time, and accelerating turnover.

Investment Summary

The Company Announces a Profit Warning, Resulting in an Increased Loss in Q4

Recently, the Company has disclosed its result forecast for 2022: It is expected that its net
loss attributable to the parent company throughout the year will stand at RMB2.35 billion to
RMB2.6 billion. In contrast, it achieved the marginal profit of RMB40 million in 2021. The
loss in 2022Q4 will be RMB610 million to 860 million, which will be 24%-75% more than the
figure of RMB492 million in 2022Q3 and RMB490 million to RMB740 million more than the
figure of RMB120 million in 2022Q4. The main reasons lie in the strengthened pandemic
control in October and November. Additionally, despite China's opening up in December,
infected cases rose dramatically, inhibiting travel and posing business difficulties for the
Company in the entire fourth quarter. The aircraft utilisation rate in Q4 was 4.4 hours in Q4,
only higher than that in Q2. The P L/F was 74.3%.

The pandemic's influence on the civil aviation industry in 2022 exceeded expectations in
both depth and continuity. Shanghai, where the main base of the Company is located,
suffered from a long-term lockdown in Q2, severely impacting the Company's main business
of air transport. Both daily flights and the daily utilisation rate of aircraft registered made a
record low since its establishment. The Company's main business indicators fell significantly
throughout 2022. Specifically, the daily utilisation rate of aircraft declined by approximately
34% yoy. The passenger traffic turnover down 34% yoy. The P L/F was 74.65%, which down
8.22ppts yoy and down 16.2ppts from 2019. The domestic and international P L/Fs were
74.8% and 57.6%, respectively.

Furthermore, increased oil prices (the import price of jet fuel up 73% in the year) and the
depreciated RMB (the RMB at the end of 2022 depreciated by 9.2% from the end of 2021)
also ramped up the Company's cost pressure and loss of the main business. The net profit
attributable to shareholders in the first three quarters of 2022 were -RMB437million, -
RMB808 million, and -RMB492 million, respectively, as previous financial statements of the
Company showed.

In terms of capacity allocation, the Company adopted a conservative attitude, due to the
pandemic. Throughout the year, the available passenger capacity down 26.8% yoy, down
30.55% from 2019. As at the end of 2022, the Company owned 116 aircraft, up 2.65% yoy.
Spring Airlines, throughout 2022, introduced four aircraft and withdrew one, so the net
increase was three, which fell greatly from the plan of introducing nine and withdrawing
three aircraft at the beginning of the year. A part of the introduction plan will be postponed
to 2023 or later.
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KEY FINANCIALS

CNY mn FY21 FY22F FY23F FY24F
Net Sales 10858 7732 17013 22312
Net Profit 39 -2530 1121 2571
EPS, CNY 004 -275 115 2.63
P/E, x 1,324.4 NA 493 215
BVPS, CNY 15.00 11.49 12.57 14.93
P/BV, x 38 49 45 38
DPS (CNY) 000 000 012 0.8
Div. Yield (%) 0.0% 0.0% 02% 0.5%

Source: Company reports, Phillip Securities Est.
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Recovery is Accelerating Steadily, Performance Improvement Is Promising

Thanks to the opening up at the end of 2022, the overstocked aviation market in
China has been tapped well. Meanwhile, international market demand is slowly
recovering along with the lift of strict entry and exit control. According to the Ministry
of Transport, civil aviation transported 1.72 million passengers during the 2023 Spring
Festival travel rush, which went up by 39.8% yoy from 2022 and recovered to around
85% of the level in the same period in 2019. The traffic of the hot tourist routes to
cities, such as Thailand. Hainan, has taken the lead in recovering. Overall speaking,
the volume of tourist passengers has recovered better than that of business ones.
The cumulative number of flights and passenger volume of Spring Airlines in the 2023
Spring Festival travel rush resumed to 90% and 85% of the levels in 2019, respectively.
The domestic P L/F during the 10-day Spring Festival vacation was nearly 90%, while
the international figure recovered to 75%. The Company's number of flights has
recovered to 100% of the level in 2019 since February. However, the aircraft
utilization rate is only around 70% of the level in 2019. At present, the recovery of the
air passenger flow is also limited by software conditions, such as pilots and ground
support. It is expected that domestic routes will recover faster than international
ones. Due to the removal of bottlenecks, coupled with further demand recovery,
aviation recovery is promising to expedite. The recent international oil prices and
RMB exchange rates are favourable for aviation enterprises. The resilience of
performance recovery of aviation companies is worth expecting. The Company boasts
prominent competitiveness in sight-seeing travel and low-cost business trip, and will
outperform its peers in profitability recovery.

Investment Thesis

In the past two years, Spring Airlines has exceeded the industry average in terms of
capacity expansion. By virtue of its excellent cost control and operating capacity, it
has snatched market shares despite headwinds. Looking ahead, through the business
model of low-cost aviation, the Company is expected to keep developing the mass
aviation market, and will become growingly competitive.

We revised the estimate for net profit for 2022/2023 and introduce forecast for 2024,
respectively, with the corresponding EPS being RMB -2.75/1.15/2.63 yuan. We lift the
Company's target price to RMB 68.2, respectively 24 x P/E, for 2024, a "BUY" rating.
(Closing price as at 24 March)
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Risk

Business cycle risk

Risk of jet fuel price fluctuation
Public health outbreak risk
Exchange rate fluctuation risk
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Spring Airlines UPDATE REPORT

Financials

FYE DEC FY20 FY21 FY22F FY23F FY24F
Valuation Ratios

P/E (X), ad. NA 1,324.4 NA 49.3 215
P/B (X) 37 38 49 45 38
Dividend Yield (%) 0.4% 0.0% 0.0% 0.2% 0.5%
Per share data (RMB)

EPS, (Basic) -0.64 0.04 2.75 1.15 263
EPS, (Diluted) -0.64 0.04 275 1.15 263
DPS 020 0.00 0.00 0.12 0.28
BVPS 1547 15.00 11.49 12.57 14.93
Growth & Margins (%)

Growth

Revenue -36.7% 15.8% -28.8% 120.0% 3M.1%
EBIT -122.5% NA -997.3% -179.0% 94.0%
Net Income, adj. -131.9% NA  -6568.1% -144.3% 129.3%
Margins

Gross margin -6.4% -4 4% -39.2% 8.3% 13.0%
EBIT margin -5.8% 2.7% -34.0% 12.2% 18.0%
Net Profit Margin -6.3% 0.4% -32.7% 6.6% 11.5%
Key Ratios

ROE -4.0% 0.3% -20.7% 9.5% 18.0%
Income Statement (RMB mn)

Revenue 9373 10858 7732 17013 22312
Gross profit -603 -473 -3031 1405 2898
EBIT -545 293 -2628 2075 4026
Profit before tax -604 16 -3158 1474 3379
Tax -13 21 628 352 807
Profit for the period -590 37 2530 1121 2571
Minority interests 3 -2 0 0 0
Total capital share 917 97 979 979 979
Net profit -588 39 2530 1121 2571

Source: PSR
(Closing price as at 24 March)
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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.
© 2023 Phillip Securities (Hong Kong) Limited
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