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31 March 2015 

Last Closing: HK$5.39 Upside: -9% Target Price: HK$4.90→ Aviation Sector  

China Southern Airlines (1055 HK) 
 

FY2014 results review – Strong pickup in 2H14 

      Financial Highlights 

Y/E 31 Dec  2013 2014 2015E 2016E 2017E 

Revenue (Rmbm) 98,547 108,584 105,175 112,813 123,993 

YoY growth (1.0) 10.2 -3.1 7.3 9.9 

Net profit (Rmbm) 1,986 1,777 5,262 6,581 8,274 

YoY growth (24.2) (10.5) 196.1 25.1 25.7 

EPS (Rmb) 0.202 0.181 0.536 0.670 0.843 

PER (x) 21.18 23.29 7.96 5.71 4.06 

PBR (x) 1.23 1.16 1.03 0.80 0.61 
 

Source: Company, BOCOM Int’l estimates 
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 FY14 earnings at Rmb1,777m, down 10.5% YoY.  China Southern Airlines (CSA) 

reported net profit of Rmb1,777m for FY14.  Turnover grew 10.2% YoY to 

Rmb108.5bn, on the back of a 12.2% YoY increase in RPK and 13.2% YoY in RFTK for 

the period.  Operating margin increased notably from 1.5% in FY2013 to 4.4% in 

FY2014, as a result of a surge in operating margin in 2H14 to 6.8%.  However, the 

result fell short of our expectation as we expected a full-year operating margin of 

over 5.1% led by lower jet fuel prices.  Yet, the reported FY2014 earnings were still 

better than the Bloomberg consensus forecast of Rmb1,640.3m.  Management 

proposed a final DPS of Rmb0.04, the second year of dividend payout in a row.    

 Lower-than-expected operating margin as jet fuel cost was still up 9.1% YoY.  In 

1H14, CSA reported a net loss of Rmb1,057m due mainly to a forex loss of Rmb1,109m.  

In 2H14, CSA reported a forex gain of Rmb817m instead, reducing the yearly forex 

loss substantially.  Jet fuel cost increased 9.1% during the period and accounted for 

35.6% of total operating cost (36.2% in FY2013).  Revenue from international 

passenger transportation continued to rise during the period, accounting for 18.5% of 

total passenger revenue (FY2013: 16.8%), on the back of a 21.4% YoY increase in 

international passenger revenue.  Reflecting the effort in expanding international 

and regional services, revenue contribution from domestic passenger transportation 

declined from 80.7% in FY2013 to 78.9% in FY2014.   

 We maintain our BUY recommendation.  CSA will host the interim result analyst 

meeting on 31
st

 March.  In the meantime, we revise down our earnings forecasts for 

FY2015-2016 and introduce our FY2017 forecast.  We maintain our recommendation 

for the counter, pending more information from the analyst meeting.  

 

 China Southern Airlines reported net 
profit of Rmb1,777m for FY2014, 
compared with Rmb1,986m in 
FY2013.  The result, while lower 
than our forecast, beat the 
Bloomberg consensus forecast of 
Rmb1,640.3m. 

 Despite lower market jet fuel prices in 
2H14, full-year jet fuel cost was still 
up 9.1% YoY, partly due to the strong 
growth in ASK (12.32% YoY) and AFTK 
(17.6% YoY). 

 We pare our FY2015-2016 earnings 
forecasts.  We maintain our BUY 
recommendation for CSA, pending 
further updates from the analyst 
briefing on 31

st
 March 2015. 

 

Stock data 
52w High (HK$) 5.5 
52w Low (HK$) 2.21 
Market cap (HK$m) 87,094 
Issued shares (m) 9,817.57 
Avg daily vol (m) 25.8 
1-mth change（%） 39.3 
YTD change（%） 46.1 
50d MA (HK$) 4.005 
200d MA (HK$) 3.178 
14-day RSI 68.6 
Source: Company data, Bloomberg 
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Figure 1: China Southern Airlines – FY14 result summary 

(Rmb m)  FY13 FY14 %YoY 1H14 2H14 % HoH 

Revenue  98,547 108,584 10.2 50,225 58,359 16.2 

Operating profit  1,510 4,748 214.4 775.0 3,973 412.6 

  Operating margin (%) 1.5 4.4  1.5 6.8  

Forex gain 2,903 (292) (110.1) (1,109) 817 N.A. 

Profit before tax 3,484 3,066 (12.0) (1,129) 4,195 N.A. 

Net profit  1,986 1,777 (10.5) (1,057) 2,834 N.A. 

  Net margin (%) 2.0 1.6  (2.1) 4.9  

EPS (Rmb) 0.202 0.181 (10.5) (0.110) 0.291 N.A. 

Source: Company 

 

  

Figure 2: China Southern Airlines – earnings forecast revisions 

 –––––– Earnings –––––– ––––––––– EPS –––––––– Change 

 Before After Before After  

 (Rmbm) (Rmbm) (Rmb) (Rmb) (%) 

FY15F 6,769 5,262 0.689 0.536 (22.27) 

FY16F 9,493 6,581 0.967 0.670 (30.67 

FY17F  8,274  0.843  

Source: Company 
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BOCOM International  

11/F, Man Yee Building, 68 Des Voeux Road, Central, Hong Kong 

Main: + 852 3710 3328 Fax: + 852 3798 0133 www.bocomgroup.com   

 

Rating System  

Company Rating Sector Rating 

Buy: Expect more than 20% upside in 12 months Outperform (“OP”): Expect more than 10% upside in 12 months 

LT Buy: Expect more than 20% upside but longer than 12 months Market perform (“MP”): Expect low volatility 

Neutral: Expect low volatility  Underperform (“UP”): Expect more than 10% downside in 12 months 

Sell: Expect more than 20% downside in 12 months  
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The authors of this report further confirm that (i) neither they nor their respective associates (as defined in the Code of Conduct issued by the 
Hong Kong Securities and Futures Commission) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior 
to the date of issue of the report; (ii)) neither they nor their respective associates serve as an officer of any of the Hong Kong listed companies 
covered in this report; and (iii) neither they nor their respective associates have any financial interests in the stock(s) covered in this report. 

Disclosure of relevant business relationships 
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Co. Ltd. 

BOCOM International Securities Limited currently holds more than 1% of the equity securities of SanmenxiaTianyuan Aluminum Company Limited. 

Disclaimer 
By accepting this report (which includes any attachment hereto), the recipient hereof represents and warrants that he is entitled to receive 
such report in accordance with the restrictions set forth below and agrees to be bound by the limitations contained herein. Any failure to 
comply with these limitations may constitute a violation of law. 

This report is strictly confidential and is for private circulation only to clients of BOCOM International Securities Ltd. This report is being 
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or reproduced in any form by any means or (ii) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for 
any purpose without the prior written consent of BOCOM International Securities Ltd. 

BOCOM International Securities Ltd, its affiliates and related companies, their directors, associates, connected parties and/or employees may own 
or have positions in securities of the company(ies) covered in this report or any securities related thereto and may from time to time add to or 
dispose of, or may be interested in, any such securities. Further, BOCOM International Securities Ltd, its affiliates and its related companies may 
do and seek to do business with the company(ies) covered in this report and may from time to time act as market maker or have assumed an 
underwriting commitment in securities of such company(ies), may sell them to or buy them from customers on a principal basis and may also 
perform or seek to perform investment banking, advisory, underwriting, financing or other services for or relating to such company(ies) as well as 
solicit such investment, advisory, financing or other services from any entity mentioned in this report.  In reviewing this report, an investor 
should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest. 

The information contained in this report is prepared from data and sources believed to be correct and reliable at the time of issue of this 
report.  This report does not purport to contain all the information that a prospective investor may require and may be subject to late 
delivery, interruption and interception. BOCOM International Securities Ltd does not make any guarantee, representation or warranty, 
express or implied, as to the adequacy, accuracy, completeness, reliability or fairness of any such information and opinion contained in this 
report and accordingly, neither BOCOM International Securities Ltd nor any of its affiliates nor its related persons shall not be liable in any 
manner whatsoever for any consequences (including but not limited to any direct, indirect or consequential losses, loss of profits and 
damages) of any reliance thereon or usage thereof. 

This report is general in nature and has been prepared for information purposes only. It is intended for circulation amongst BOCOM 
International Securities Ltd’s clients generally and does not have regard to the specific investment objectives, financial situation and the 
particular needs of any specific person who may receive this report. The information and opinions in this report are not and should not be 
construed or considered as an offer, recommendation or solicitation to buy or sell the subject securities, related investments or other 
financial instruments thereof. 

The views, recommendations, advice and opinions in this report may not necessarily reflect those of BOCOM International Securities Ltd or 
any of its affiliates, and are subject to change without notice. BOCOM International Securities Ltd has no obligation to update its opinion or 
the information in this report. 

Investors are advised to make their own independent evaluation of the information contained in this research report, consider their own 
individual investment objectives, financial situation and particular needs and consult their own professional and financial advisers as to the 
legal, business, financial, tax and other aspects before participating in any transaction in respect of the securities of company(ies) covered in 
this report. The securities of such company(ies) may not be eligible for sale in all jurisdictions or to all categories of investors. 

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to any law, regulation, 
rule or other registration or licensing requirement. 
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