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Strong Online Sales Growth, Maintain "Accumulate”
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[ Sun Art recorded solid SSSG in 1H2020. SSSG was mid- to high-single Rating; Accumulate
N + digit percentage in Feb.-Apr. while it lowered to low-single digit percentage in
8_ May. Foot traffic in offline stores decreased due to social distancing policies
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o Online business surged. B2C sales recorded rapid growth with average
ticket size and number of activate users both increasing due to larger demand
of fresh food during the period of the COVID-19 pandemic and surging food
CPI. Average ticket size reached RMB77-78 in Jan.-May, and lowered to
RMBG66-67 in Jun. In addition, the management targets to deliver GMV of Stock performance

Share price B/ HK$12.360

RMB2-3 billion for shared inventory for Tmall Supermarket business in 2020. et £ 50
o Maintain rating as "Accumulate" and revise up TP to HK$14.00, which 1000 . Yofreumn
represents 38.3x 2020 PER and 34.8x 2021 PER. We believe that the
Company deserves a valuation premium over traditional retail enterprises, 01
considering that online sales account for a larger proportion of GSP and 60.0
n st contribute stable profit. The main risks include intense competition from 00
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o online grocery stores and foot traffic loss in offline stores.
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Year End Turnover Net Profit EPS EPS PER BPS PBR DPS Yield ROE
G (L ON Je 2R 5 a3 ekl BRI B) &R R iREEs 531391358 BEER PRI R
12/31 (RMB m) (RMB m) (RMB) (A %) x) (RMB) ) (RMB) (%) (%)
2018A 99.359 2.478 0.260 (11.3) 41.7 2.336 4.6 0.119 1.1 1.1
2019A 95,357 2,834 0.297 14.2 37.2 2.508 4.4 0.135 1.2 12.3
< 2020F 101,270 3,175 0.333 12.1 33.8 2.706 4.2 0.100 0.9 12.8
g 2021F 107,299 3,490 0.366 9.9 30.7 2.971 3.8 0.110 1.0 12.9
- = 2022F 114,765 3,810 0.399 9.0 28.2 3.261 3.4 0.120 1.1 12.8
"l ©
§ = Shares in issue (m) &8 (m) 9.539.7 Maior shareholder K% A-RT Retail Holdinas 51.0%
T Market cap. (HK$ m) 1iffi (HK$ m) 117.910.7 Free float (%) H Bl EE (%) 16.7
F E 3 month average vol. 3 4™ HF 3 A8 i 5 (‘000) 15,883.3 FY20 Net gearing (%) FY20 i (/I - % 4 (%) Net cash
& = 52 Weeks hiah/low (HK$) 52 Ji &= /& (HKS) 13.400 / 6.930 FY20 Est. NAV (HK$) FY20 & ffifi Gl oo 15.0
z Source: the Company, Guotai Junan International.
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Sun Art Retail ("Sun Art" or the "Company") recorded solid SSSG in 1H2020. The outbreak of COVID-19 has had limited
impact on the Company’s SSSG in 1H2020, as the Company’s operations remained consistent in Feb. and Mar., with demand
for necessities having increased. SSSG was mid- to high single digit percentage in Feb.-Apr., while it lowered to low single digit
percentage in May. Foot traffic in offline stores decreased due to social distancing policies but was offset by B2C growth. During
the "618" promotion campaign, the Company’s online sales grew by over 100% YoY, and total number of orders reached over 1
million. In 2H2020, the management targets positive SSSG, which will be supported by B2B business recovery and Auchan
rebound, but may be offset by falling food CPI.

Rental income was negatively impacted. The Company waived 1-1.5 months of rental charge to its tenants due to the
outbreak of COVID-19. However, the management expects supporting policies from the government, including reduction in
social security and utilities costs, to offset the negative impact. The Company’s operations has fully normalized, while vacancy
rate of shopping streets rose and foot traffic in restaurants has not completely recovered yet.

B2C business surged in 1H2020. Average ticket size and number of active users both increased due to larger demand for
fresh food during the period of the COVID-19 pandemic and surging food CPI. Average ticket size reached RMB77-78 in
Jan.-May, and lowered to RMB66-67 in Jun. The average ticket size is targeted to stay at RMB68-70 in 2H2020, according to
the management. Gross margin of B2C business was slightly down in 1H2020, mainly due to higher proportion of fresh food
and less promotion activities conducted by suppliers. However, the Company plans to offer more products with higher gross
margin in 2H2020.

B2B business grew fast. Negatively affected by the COVID-19 outbreak, B2B sales to catering customers and restaurants did
not meet the management’'s previous target in 1H2020. However, shared inventory with Tmall Supermarket has been
increasing fast. B2B business recorded lower gross margin compared with B2C business due to its business model, but
operating margin was stable due to lower marketing expenses and delivery fees. All the offline stores of the Company have
launched a one-hour delivery service. The management targets to deliver GMV of RMB2-3 billion for Tmall Supermarket
business in 2020.

Store opening plan has been cut. The Company now targets to open 13 hypermarkets in 2020 instead of 16 in their previous
plan, and 2-3 mid-sized supermarkets. In addition, the Company has been enriching its business model and plans to open 5
Hema fresh stores, over 10 Hexiaoma stores and 20-30 small-sized supermarkets in 2020. Around 50 stores will also be
renovated and restructured in 2020.

Investment Thesis and Valuation

Rapid growing online business is a stable driver. The Company delivered decent sales amid the COVID-19 outbreak period
and proved its strong nationwide supply chain and delivery capacity. We believe that Sun Art is more than a defensive stock in
the period of the pandemic; its well-established business model deserves long-term investment. Even since the peak of the
COVID-19 outbreak in China has passed, many people’s daily routines have changed, spending more time cooking at home
and relying more on online sales. Thus we expect demand for fresh produce and online shopping to increase in the long term.
We are of the view that Sun Art’s catalysts include: 1) improvement in online business profitability driven by product mix shift
and operating leverage; 2) further expansion and collaboration in the Company’s B2C, B2B and Tmall Supermarket and
enhancement of its competitiveness; and 3) aggressive development of mid- to small-size business model, such as community
stores and small supermarkets to grab market share.

Maintain investment rating as "Accumulate" and revise up TP to HK$14.00. We are optimistic on the further growth of the
Company’s B2C and B2B business, and we believe that the online business will be the Company’s main growth driver in the
short to medium term. Taking into account that online sales are expected to account for more than 20% of the Company’s total
GSP in 2020 and online business has started to contribute stable profit, we believe that the Company deserves a valuation
premium compared with traditional retailing operators. Our target price represents on 38.3x 2020 PER and 34.8x 2021 PER,
considering higher valuation for the Company’s online business. Main downside risks include 1) intense competition from online
grocery stores; 2) lower rental income impacted by the COVID-19 outbreak; and 3) foot traffic loss in offline stores.
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Figure-1: Sun Art’s GSP and Growth Figure-2: Sun Art’s Shareholders’ Profit and YoY Growth
RMB mn RMB mn
130,000 - 8%
6.5% 7 3500 4 14.4% r 20%
12.0%
5.7% 5.4% oo g o
B © 3,200
120,000 - - 10% S
N
- 4% 2,900 - El
110,000 - - 0% o
L 20, d
0.59 2% 2,600
100,000 - - -10%
- 0% 2,300 -
90,000 - T T T T - 2% 2,000 - -20%
2018A 2019F 2020F 2021F 2022F 2017A 2018A 2019F 2020F 2021F
I GSP (LHS) YoY Growth (RHS) = Shareholders' Profit (LHS) YoY Growth (RHS)
Source: the Company, Guotai Junan International. Source: the Company, Guotai Junan International.
Figure-3: Historical Forward PER of Sun Art Figure-4: Historical Forward PBR of Sun Art
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Table-1: Peers Comparison

) PB (fiscal Gross Operating Market
Company PE (fscal year) year) Margin(%) Margin(%) Net Margin(%) ROE(%)  D/Y(%) Cap
Stock Code  Currency  Last price 19A 20F 21F 20F 20F 20F 20F 20F 20F  HKD mil
HK - Listed Supermarkets o
Sun Art Retail Group Ltd 6808 HK HKD 12.360 36.3 344 29.9 4.1 268 5.0 3.1 12.6 12 1791 %
Lianhua Supermarket Hldgs -H 980 HK HKD 1.440 na. na. na. na. na. na. na. na. na. 1,612 >
Beijing Jingkelong Co Ltd-H 814 HK HKD 1.130 7.7 94 94 0.2 2238 29 0.4 27 6.8 466 i
Simple Average 22.0 219 19.6 22 248 39 18 76 4.0
Weighted Average 36.2 343 298 4.1 26.8 5.0 3.1 12.5 1.3
HK - Listed Department Stores
Lifestyle Intl Hidgs Ltd 1212 HK HKD 6.950 55 10.9 78 22 634 532 37.0 21.0 241 10,438
Golden Eagle Retail Group 3308 HK HKD 7.510 94 12.6 9.3 16 65.5 3141 16.6 13.9 3.0 12,543
Maoye International Hidgs 848 HK HKD 0.385 94 na. na. na. na. na. na. na. na. 1,979
Parkson Retail Group Ltd 3368 HK HKD 0.465 na. na. na. na. na. na. na. na. na. 1,225
New World Dept Store China 825 HK HKD 1.440 72.0 na. na. na. na. na. na. na. na. 2,428
Shirble Department Store 312 HK HKD 0.850 15.0 na. na. na. na. na. na. na. na. 2,121
Simple Average 223 1.7 8.6 19 64.4 421 26.8 174 26
Weighted Average 7.6 1.8 8.7 1.8 64.5 41.1 259 17.1 26
PRC - Listed Supermarkets
Yonghui Superstores Co Ltd-A 601933 CH CNY 9.750 58.8 346 2713 44 220 341 27 124 18 102,806
Better Life Commercial Cha-A 002251 CH CNY 13.870 69.4 555 425 16 24.0 13 1.0 32 04 13,201
Renrenle Commercial Group-A 002336 CH CNY 5.440 62.9 na. na. na. na. na. na. na. na. 2,637
Beijing Hualian Hypermarke-A 600361 CH CNY 5.080 39.1 42.3 36.3 1.2 221 0.8 0.7 29 14 3,726
Simple Average 575 441 354 24 227 1.7 14 6.2 12
Weighted Average 59.3 371 293 4.0 222 238 24 1.1 1.7
Japan - Listed Supermarkets
Seven & | Holdings Co Ltd 3382 JP JPY 3,500.000 15.3 14.2 18.2 12 205 8.0 4.1 85 27 223526 <
Aeon Co Ltd 8267 JP JPY 2,568.000 914 806  285.1 20 2741 29 0.4 25 18 161,319 i
Lawson Inc 2651 JP JPY 5,480.000 214 273 281 2.0 3241 20.8 6.6 73 26 39,600 %
Familymart Uny Holdings Co L 8028 JP JPY 1,784.000 19.9 207 18.1 15 88.9 9.1 84 75 1.7 65,145 e
Arcs Co Ltd 9948 JP JPY 2,530.000 13.8 2038 16.8 1.0 252 23 1.3 47 29 10,508 &
Heiwado Co Ltd 8276 JP JPY 1,920.000 1.7 16.5 15.5 0.6 296 26 15 39 19 8,099
Ministop Co Ltd 9946 JP JPY 1,453.000 na. na. na. 1.1 344 (1.6) (29) (12.6) 16 3,075
Okuwa Co Ltd 8217 JP JPY 1,562.000 2835 48.2 415 0.9 27.0 14 0.6 1.9 18 5,091 T‘E
Simple Average 65.3 326 60.5 1.3 356 57 25 30 241 %
Weighted Average 42.8 374 103.0 15 325 72 35 6.1 22 <E
?
Europe, North America and Australia - Listed Supermarkets
Wal-Mart Stores Inc WMT US usb 119.210 523 2238 237 45 247 39 28 20.2 19 261637
Target Corp TGTUS usb 119.120 215 18.6 236 5.1 298 6.0 42 284 24 461,604
Kroger Co KRUS usb 33.500 8.7 16.1 12.0 3.1 2241 18 14 201 23 201,969
Wesfarmers Ltd WES AU AUD 45.930 94 26.1 273 54 385 9.9 6.6 202 32 281,187
Tesco Plc TSCOLN GBp 223.600 17.0 224 15.5 16 71 39 15 73 40 211,987
Woolworths Ltd WOW AU AUD 37.580 18.2 28.8 264 49 292 47 26 16.2 25 256,294
Carrefour Sa CAFP EUR 13.825 9.7 1.3 10.2 1.0 19.8 3.0 14 9.1 31 97,617
Metro Inc MRU CN CAD 56.070 20.1 174 16.5 18 19.8 6.4 45 12.8 16 80,939
Sainsbury (J) Pl SBRY LN GBp 198.150 26.1 342 10.7 0.6 70 22 0.5 18 53 42,612
Wm Morrison Supermarkets MRW LN GBp 186.550 18.0 128 134 1.0 36 3.0 20 79 37 43,433
Casino Guichard Perrachon COFP EUR 31.900 na. 14.2 12.7 0.6 25.9 38 038 46 64 30,253
Simple Average 20.1 204 175 27 207 44 26 13.5 33
Weighted Average 379 222 224 4.2 248 45 3.0 19.4 23

Source: Bloomberg, Guotai Junan International.
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Financial Statements and Ratios

Income Statement Balance Sheet
Year end 31 Dec (RMB m) 2018A 2019A 2020F 2021F 2022F Year end 31 Dec (RMB m) 2018A 2019A 2020F 2021F 2022F
GSP 101,315 101,868 107,651 113,425 120,768 PPE 31,104 28,572 28,115 27,103 26,193 8
Total Revenue 99,359 95,357 101,270 107,299 114,765 Investment properties 7,049 6,699 6,629 6,566 6,510 a
Cost of sales (74,240) (69,626) (74,820) (79,676) (85,642) Others 1,121 1,193 1,241 1,293 1,349 :);
Gross profit 25119 25,731 26,450 27,623 29,123 Total Non-current Assets 39,274 36,464 35,985 34,963 34,052 ©
Other revenue 1,743 1,489 1,578 1,591 1,649 Cash & Cash Equivalents 13,469 13,251 18,859 25,337 29,108
Administrative expenses (2.:847) (2:807) (2,981) (3,159) (3,378) Inventories 14,468 17,724 14,807 15,838 16,775
Operating costs (19,317) (19,523) (19,519) (20,013) (20,825) Trade & other receivables 2,649 2,962 2914 3,144 3,276
Operating Profit 4,698 4,890 5528 6,042 6,568 Bank deposits 15 785 785 785 785
Total Current Assets 30,601 34,722 37,365 45,104 49,945
Finance income, net (670) (623) (646) (678) (712)
Profit Before Tax 4,020 4,252 4874 5,356 5,848 Total Assets 69,875 71,186 73,350 80,067 83,996
Income Tax (1,320) (1,207) (1462) (1,607) (1,754)
profit After Tax 2,700 3,045 3412 3,749 4,094 Trade & other payables 26,442 25,827 25,589 29,304 29,954
Non-controlling Interest (222) (211 (236) (260) (284) Contract liabilities 9,107 10,669 10,776 10,883 10,992
Shareholders' Profit/ Loss 2478 2,834 3,175 3,490 3,810 Others 1,598 1516 1,639 1,682 1,748
Basic EPS 0.260 0.297 0.333 0.366 0.399 Total Current Liabilities 37,147 38,012 38,004 41,870 42,694
Cash Flow Statement Lease liabilties 8,822 7,511 7,511 7,511 7,511
Others 257 305 356 410 468
Year end 31 Dec (RMB m) 2018A 2019A 2020F 2021F 2022F Total Non-current Liabilities 9,079 7816 7,867 7921 7979
PBT 4020 4252 4874 5,356 5,848
D&A 4458 4,404 3527 3474 3367 Total Liabilities 46,226 45,828 45,871 49,791 50,673
Interest income 473) (462) (462) (457) (453) Total Shareholders' Equity 22,287 23925 25810 28,347 31,110
Finance cost 670 623 646 678 712 Minority Interest 1,362 1433 1,669 1,929 2213
Working capital change 0 0 2727 2453 “18) Total Equity 23,649 25,358 27,480 30276 33,323 o
Others (522) (4,212) 395 224 156 i
Cash from Operating Activties 8153 4,605 11,706 11728 9212 Financial Ratios 2
2018A 2019A 2020F 2021F 2022F tOi
Purchase of PPE (2.679) (2274) (3,000) (2,400) (2,400) Growthfs: il
Others 570 466 0 0 0 Revenue (2.9) (4.0) 6.2 6.0 70
Cash from Investing Activities (2,109) (1,808) (3,000) (2.400) (2,400) Net profit 13) 144 120 99 9.2
3
Net bank loans @) (1) 0 0 0 Margins: &
Interest paid 0 0 0 0 0 Gross margin 248 253 246 244 24.1 E
Dividend paid (1,238) (1,263) (1,200) (953) (1,047) Operating margin 47 5.1 55 55 56 U%
Others (1,697) (1,751) (1,808) (1,899) (1,993) Net margin 27 31 33 34 35
Cash from Financing Activities (2.937) (3015) (3,098) (2,851) (3,040)
ROE (%) 1.4 123 128 129 128
Net Changes in Cash 3,107 (218) 5,608 6477 3772 ROA (%) 38 40 44 45 46
Cash at Beg of Year 10,362 13,469 13,251 18,859 25,337
Foreign exchange effect 0 0 0 0 0 Inventory days 705 84.4 793 702 69.5
Cash at End of Year 13,469 13,251 18,859 25337 29,108 Account receivable days 17 15 15 -
Source: the Company, Guotai Junan International. Account payable days 936 %6 886 856 852
Current ratio (x) 08 0.9 1.0 11 12
Pay-out ratio (%) 46.0 455 300 300 30.0
8
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition
Buy SEN Relative Performance>15%; §
or the fundamental outlook of the company or sector is favorable. Y
Accumulate llog:=, Relative Performance is 5% to 15%; ?
or the fundamental outlook of the company or sector is favorable. 3
Neutral [SeE Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.
Reduce el Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.
Sell S Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.

Sector Rating Definition

The Benchmark: Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition

Outperform B o T Relative Performance>5%;

or the fundamental outlook of the sector is favorable.
Neutral Ak Relative Performance is -5% to 5%;
or the fundamental outlook of the sector is neutral.

Underperform MR Relative Performance<-5%;

Or the fundamental outlook of the sector is unfavorable.

DISCLOSURE OF INTERESTS

(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report.

(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report.

(3) Except for GUOTAI JUNAN | (01788 HK),JINSHANG BANK (02558 HK),ZHONGLIANG HLDG (02772 HK),BINHAI INVESTMENT <
(02886 HK),HAITIAN ANTENNA (08227 HK),Guotai Junan and its group companies do not hold equal to or more than 1% of the market I
capitalization of the issuer mentioned in this Research Report. %

(4) Guotai Junan and its group companies have not had investment banking relationships with the issuer mentioned in this Research i
Report within the preceding 12 months. e

(&=}

(5) Guotai Junan and its group companies are not making a market in the securities in respect of the issuer mentioned in this Research
Report.

(6) Guotai Junan and its group companies have not employed an individual serving as an officer of the issuer mentioned in this Research
Report. There is no officer of the issuer mentioned in this Research Report associated with Guotai Junan and its group companies.
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DISCLAIMER

This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities
(Hong Kong) Limited ("Guotai Junan”). Guotai Junan and its group companies may do business that relates to companies covered in research
reports, including investment banking, investment services, etc. (for example, the placing agent, lead manager, sponsor, underwriter or invest
proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or be
contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does
not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and
mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks,
and where necessary consult their own financial advisers prior to any investment decision.

This Research Report is not directed at, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in
any jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject
Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.

© 2020 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.
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