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Airlines & Airports Sector (OUTPERFORM): Aircraft accident won’t
change the upbeat climate, and government guidance accelerates
reform of the sector

Operating profitability of airlines improved in Jul 10. We estimate that Jul 10 profits of China’s civil
aviation sector will come in at Rmb5.5bn, up 12x YoY (1.3x over the same period in 2007) and up 1.4x MoM.
Additionally, the gross margin of the sector is estimated to be 29%, up 14ppts YoY (up 5ppts over the same
period in 2007 and up 9ppts MoM). Profits in Jul 10 hit a record monthly high and we predict that the figure in Aug
10 will exceed that in Jul 10.

Domestic air traffic is booming. In Jul 10, RTK of overall, domestic, international and regional routes in
China’s civil aviation sector grew 28.2%, 20.0%, 47.7% and 47.7% YoY, respectively, and 10.0%, 13.5%, 3.8%
and 16.7% MoM, respectively. The number of passengers on total, domestic, international and regional routes
grew 21.1%, 19.6%, 43.9% and 53.1% YoY, respectively, and 16.6%, 16.9%, 12.9% and 23.7% MoM,
respectively.

Air transport capacity increased during the peak season. As at end-Jul 2010, there were 1,519 civil
aircraft operating in China’s aviation sector, up 14.2% YoY and 1.4% MoM. The daily utilization rate of aircraft
stood at 9.8 hours, up 0.2 and 0.6 hours on a YoY and MoM basis, respectively. ATK came in at ~6.57bn
tonne-kilometres, up 18.3% YoY and 9.7% MoM. Seats available stood at ~30.46m, up 11.2% YoY and 13.0%
MoM. Airlines increased capacity in the peak season.

Operating efficiency of airlines hit a record monthly high. In Jul 200, the PLF of overall, domestic,
international and regional routes in China’s aviation sector came in at 83.6%, 84.3%, 80.5% and 80.9%,
respectively, up 6.8, 6.4, 8.9 and 11.4ppts YoY and 2.6, 2.9, 1.4 and 5.4ppts MoM. We estimate that Jul 10 RPK
will come in at Rmb0.69 (up 19.0% YoY and 11.3% MoM) and that RTK will stand at Rmb5.99 (up 19.1% YoY
and 13.0% MoM). PLF and airfares continued rising concurrently.

Recommend hub airports. Airports have benefitted from the continually upbeat climate, gradually rising
utilization rate and steady growth of business volume and results. We recommend hub airports with fair
valuations, no major CAPEX, and exposure to recovering international routes (implying huge elasticity in
business results).

Risks associated with investing in the sector: (i) Systematic risks for the A-share market; (ii)
competition from high-speed railways as a substitute; (iii) sharp swing in international oil prices; (iv) FX rate risk;
(v) outbreak of irrational price war in the sector; and (vi) sudden outbreak of epidemics or disasters, etc.

Reiterate OUTPERFORM sector rating. We still believe that air travel remains one of the safest modes of
transport. The aircraft accident that has happened will not have a material impact on: (i) the trend of the airline
sector; (ii) performance of the airline sector index; or (iii) demand for air traffic. Nor will it change the upbeat
climate for China’s aviation sector. We reiterate our OUTPERFORM rating for the airport and airline sector.
Investors are advised to keep a close watch on the accelerating M&A and restructuring in the sector, the
tremendous changes in competitive landscape and the slowdown in capacity growth. We advise investors to
watch out for the short-term negative impact of the aircraft accident on investors’ sentiment, as well as the
possible pressure on prices of airline stocks on the secondary market due to the recent private placement by
China Southern Airlines.

Peers’ comparisons - China Aviation Industry

Price PER (x) PEG (x) P/B (x) Yield (%) ROE (%)

Company (HK$) 09 10E 11E 09-11E 10E 10E 10E
Hong Kong airlines - average 106 6 6 0.3 3.0 0.1 78
China South Air (01055.HK) 3.78 70 5 7 0.3 14 0.2 38
China East Air (00670.HK) 4.20 141 7 6 0.4 4.6 0.0 118
Hong Kong airports - average 34 25 18 1.0 1.4 1.9 7

Beijing Airport (00694.HK) 3.88 49 34 21 0.9 11 1.4 3

Meilan Airport (00357.HK) 8.40 19 16 14 1.2 1.7 25 11

Source: Respective companies, Bloomberg, CSI
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Disclaimer

This research report is for information purposes only and should not be construed as an offer to sell or the solicitation of an offer to buy or sell any
securities in any jurisdiction. The securities referred to in this report may not be eligible for sale in some jurisdictions. The information contained in this report
has been compiled by CITIC Securities Brokerage (HK) Limited (formerly known as CITIC Capital Securities Limited) ("CSBHK") from sources that it believes
to be reliable and (subject to the next paragraph) the opinions, analysis, forecasts, projections and expectations contained in this report are based on such
information and are expressions of belief only and no representation, warranty or guarantee is made or given by CSBHK or any other person as to its accuracy
or completeness. All opinions and estimates expressed in this report are (unless otherwise indicated) entirely those of CSBHK as of the date of this report only
and are subject to change without notice. Neither CSBHK nor its parent and affiliates accept any liability whatsoever for any direct or consequential loss arising
from any use of material contained in this report or otherwise arising in connection therewith.

The research analyst(s) primarily responsible for the preparation of this research report confirms that (i) all of the views expressed in this research report
accurately reflect his or her personal views about any and all of the subject securities or issuers; and (ii) that no part of his or her recommendation was, is or
will be, directly or indirectly, related to the specific recommendations or views he or she expressed in this report.

Any investment referred to herein may involve significant risk, may be illiquid and may not be suitable for all investor. The value of or income from any
investment referred to herein may fluctuate and be affected by changes in exchange rate. Past performance is not indicative of futures results. This report
does not take into account the investment objectives, financial situation or particular needs of any particular person. Investors are expected to make their own
investment decision without relying on this publication. Before acting on any advice or recommendation in this report, clients are recommended to consider
seeking professional advice.

CSBHLK, its parent and/or affiliates and their respective officers, directors and employees, including persons involved in the preparation or issuance of this
report, may from time to time (1) have a consulting, investment banking or broking relationship with any company referred to in this report; and (2) have
provided significant advice or investment services to the companies referred to in this report. One or more directors, officers and/or employees of CSBHK, its
parent and/or its affiliates may be a director of the issuers of the securities mentioned in this report.

If this report is being distributed by a financial institution other than CSBHK or its affiliates, that financial institution is solely responsible for distribution.
Clients of that institution should contact that institution to effect a transaction in the securities mentioned in this report or require further information. This
report does not constitute investment advice by CSBHK to the clients of the distributing financial institution, and neither CSBHK, its parent, its affiliates, and
their respective officers, directors and employees accept any liability whatsoever for any direct or consequential loss arising from their use of this report or its
content.

This research report is strictly confidential to the recipient and is not intended for persons in places where the distribution or publication of this report is not
permitted under the applicable laws or regulations of such places.

This research report may not be reproduced, distributed or published by any person for any purpose without the prior consent of CSBHK. All rights are
reserved.

Regulatory disclosures
(] No part of the analyst compensation was, is or will be directly related to the specific recommendations or views contained in this research report.

° CSBHK and each of its group companies that carry on a business in Hong Kong in investment banking, proprietary trading or agency broking in relation
to securities have no disclosable financial interests in the stocks reviewed in this research report.

° CSBHK and each of its group companies that carry on a business in Hong Kong in investment banking, proprietary trading or agency broking in relation
to securities have not received compensation from or mandated for investment banking services in the past 12 months to listed corporations whose
stocks are being reviewed by CSBHK in this research report

° CSBHK and each its group companies that carry on a business in Hong Kong in investment banking, proprietary trading or agency broking in relation to
securities do not have an individual employed by or associated with them serving as an officer of the listed corporation whose stocks are being
reviewed by CSBHK in this research report

(] CSBHK and each of its group companies that carry on a business in Hong Kong in investment banking, proprietary trading or agency broking in relation
to securities are not market makers in the stocks reviewed by CSBHK in this research report.

° Further information on the securities discussed in this report is available upon request.

Investment rating system

Performance of stock or sector relative to MSCI-China Index over next 6 months after research publications

Rating Remark
Buy Relative performance over MSCI-China Index >20%
Overweight Relative performance over MSCI-China Index 5% ~ 20%
Stock rating Hold Relative performance over MSCI-China Index -10% ~ 5%
Sell Relative performance over MSCI-China Index > -10%
NR Not rated
Outperform Relative performance over MSCI-China Index >10%
Sector rating Neutral Relative performance over MSCI-China Index -10% ~10%
Underperform Relative performance over MSCI-China Index > -10%
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