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ZTO Express Inc. provides express delivery and other value-added
logistics services in the People's Republic of China. 

The company offers delivery services for e-commerce and traditional
merchants, and other express service users. As of Q3 2020, it
operated a fleet of approximately 9,250 self-owned trucks. 

The company was founded in 2002 and is headquartered in
Shanghai, the People's Republic of China.
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State-owned enterprises (SOE) express mail service (EMS) under
China Postal Express & Logistics
Private companies (e.g., SF holding (SF), ZTO Express (ZTO), YTO
Express (YTO), STO Express (STO), BEST, and Yunda)
Foreign firms (UPS, FedEx, and DHL)

China has three types of companies in its express delivery sector. 

1.

2.

3.

EMS and SF are centrally controlled and their headquarters are in charge
of operations and managing branches. 

On the other hand, ZTO, YTO, STO, BEST and Yunda operate under a
franchise model that makes the franchisees responsible for parcel

collection and last-mile delivery, while headquarters manages
transportation and sorting.

Demand for courier services has boomed in China this year with a boost
from the coronavirus pandemic but this has only heightened a brutal
fight for market share. The number of parcels delivered in the country

during the first 10 months of the year was 64.38 billion units, an increase
of 29.6% from the same period a year earlier, and already exceeding the

full-year level of 2019, even after a decade of double-digit growth.
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The expansion in volume, however, has not necessarily translated into an
increase in revenue. Overall revenue from parcel deliveries for the 10-
month period increased 16.5% from a year earlier to 690.98 billion yuan
($105 billion), still short of the level for all of 2019.

The main culprit: a price war brought on by harsh competition, which has
had a bigger impact on some players more than others.

Thomas Chong, an analyst at Jefferies Hong Kong, wrote in a note that "it
is becoming more and more difficult for smaller logistics service players
to compete with leading giants due to lack of scale and infrastructure, as
well as working capital." His two major picks are ZTO Express and SF
Holding.
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This is a strong point we want to emphasize. China's express delivery
market is booming but with a lucrative market comes increased
competition and right now we are starting to see who is executing at the
highest level and who isn't. 

We believe ZTO is, and it shows.

As you saw in the graph above, ZTO is experiencing the second fastest
growth out of all of the couriers listed at 26.1% Y/Y.

If we look at the diagram below, ZTO has grown market share from 7.6%
in 2011 to 20.8% today. We also see some major milestones achieved,
primarily the the fact that they became the number #1 courier in China
by parcel volume in 2016 and also saw Alibaba make a $1.4B investment
in them in 2018.
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There is a huge tailwind right now in the market that was only further
boosted by the COVID19 pandemic. 

From January to October, national online retail sales reached 9,127.5B
yuan (US$1,385.7B), an increase of 10.9% Y/Y. The online retail sales of
physical goods reached 7,561.9B yuan, an increase of 16.0%, accounting
for 24.2% of the total retail sales of social consumer goods; among the
online retail sales of physical goods, the sales of food, clothing, and
consumer goods increased by 34.3%, 5.6%, and 17.4%, respectively.
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China’s digital ecosystem is arguably the most sophisticated in the

world with more than 940 million internet users and a quarter of the

world’s startups valued in excess of a billion dollars. Mobile payment

penetration is triple that of the United States, while e-commerce

accounted for 24% of total retail sales in 2019, compared with 9% in

Germany, and 11% in the US. Indeed, China is the world’s largest e-

commerce market, accounting for about 45% of global retail e-

commerce transaction value in 2018.



Furthermore, we found a mobile survey done by McKinsey of Chinese
consumers conducted before, during, and after the peak of the epidemic
in China. It found that about 55% of consumers are likely to continue
buying more groceries online after the peak of the crisis. It also found
that 74% of Chinese citizens increased their online grocery visit frequency
during the pandemic, and 15% reported that they will increase visits after
its peak has passed. While this is simply about groceries, we believe this
trend will also hold true for other types of goods consumers purchase.
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Analysts believe the market for express delivery will grow at a 17.5% CAGR

through 2024 to 19.1T RMB, or roughly $2.9T USD as e-commerce penetration

makes up about 1/3 of all purchases across an expected 158.4B parcel

deliveries.
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ZTO's balance sheet is in pristine shape especially given their cash flow
generation as we will discuss in a few pages. The company currently has
$2.4B of cash on hand which on its own is roughly $1B more than all of

their current liabilities. On top of this, they have another $707M in short-
term investments.

The company has in total $8.6B in total assets against $1.5B in total
liabilities as ZTO does not have any significant debt on its books.

Accounts receivables are in check, as are inventories. Intangible assets
do not make up a lot of their assets which is good as many companies

try to inflate their balance sheet with this alongside goodwill. 

Put simply, their cash and property & equipment (over 9,250 trucks
owned plus warehouses, etc) make up half of their assets at $4.8B.
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Revenues were US$977.8M, an increase of 26.1% Y/Y
Gross profit was $204.9M, a decrease of 12.9% Y/Y
Net income was $178.3M, a decrease of 7.4% Y/Y
Adjusted EBITDA was $246.8M, a decrease of 11.2% Y/Y
Adjusted net income was $178.3M, a decrease of 8.2% Y/Y
Basic and diluted earnings per share was $0.23, a decrease of 8.4%
Y/Y

In the most recent quarter,

This was a great quarter in our eyes despite a weaker bottom line. If we
look below, ZTO is consistently driving operating income margins in the
mid 20% range, has grown market share at least 1% every year and
added another 170 bps in 2020. The company is also seeing accelerated
growth in parcel volume with 38% in 2017, 37% in 2018, 42% in 2019,
and is guiding for 33.7-40.3% growth in 2020.
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The company's ability to drive down their cost per parcel is why they are

witnessing much stronger margins than their peers and is also why ZTO is

guiding 2020 adjusted net income to be in the range of RMB4.8 billion to

RMB5.2 billion, a 1.7% to 9.3% decrease Y/Y - not bad in our view after a rough Q1

from the pandemic where adjusted net income fell 34.3% Y/Y.
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Net cash provided by operating activities in Q3 was RMB1,480.4 million
(US$218.0M), compared with RMB1,417.7 million in the same period of
2019 - in other words only a small gain Y/Y.

Year-to-date, ZTO has generated $428M in operating free cash flow
which is an impressive 17% operating cash flow margin. Put another
way, for every $1.00 in revenue ZTO brings in, $0.17 is generated in
operating free cash flow.

For a company in this field with the pricing pressure they've experienced
from high level competition, this is phenomenal. When we look at
established companies like UPS and FedEx here in the States they are
generating 15.9% and 10.4% year-to-date operating free cash flow
margins, respectively.
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ZTO
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We are going to compare ZTO to the only other public shipping
companies on U.S. exchanges and that is FedEx (FDX) and UPS. It's

not a perfect comparison but will help paint a better picture.

On a price to sales basis, ZTO is trading at much higher multiple
simply because the company is growing at faster rates. 

For example, in the last 10 years, UPS' best growth annually was
9.4% in 2010. FDX has been much more inconsistent with revenue

growth but did witness 19.8% growth once in 2017. ZTO, on the
other hand, has seen revenue grow 56% in 2015, 61% in 2016, 33.4%

in 2017, 34.8% in 2018, and 25.6% in 2019. 

Analysts expect ZTO to grow over 20% annually for the next 3 years. 



ZTO
FUNDAMENTALS

On an enterprise value to EBITDA (earnings before interest, taxes,
depreciation, and amortization) basis, ZTO is valued a bit more

expensive at 19.1x. 

UPS and FDX trade at 14.5x and 11.7x, respectively. We believe given
the market tailwinds in China and the growth rates ZTO is

generating, this premium is more than fair.



ZTO
FUNDAMENTALS

Ironically, on a price to earnings basis, ZTO actually trades at a
cheaper valuation. Much of this can attributed to China not staying in

lockdown as long as the United States due to the COVID19
pandemic.

Looking out ahead for 2021, ZTO trades at 27.0x while UPS trades at
9.0x and FDX trades at 18.6x.



ZTO
FUNDAMENTALS

We continue to come back to it. ZTO has very nice gross margins for
their industry at 25.1%. This is actually slightly higher than FDX at
24.73% the last twelve months and higher than UPS at 18.65% the

last twelve months. Keep in mind, FDX and UPS are driving revenues
20x that of ZTO so scale is on their side.



ZTO
DCF MODEL

Discount Rate: 7.42% +/- 0.50%
Beta: 1.0
30 YR Treasury (Risk Free Rate): 1.42%
Market Risk Premium: 6.00%

Perpetual Growth Rate: 3.25% +/- 0.50% (tracking China long-term
growth of GDP assuming it tapers to this range by 2030)
CUBE expects continued 20%+ revenue growth up until 2024. We
assume revenue will bounce back strong next year due to stronger
1H2021 comps from COVID19 impact
Shares outstanding: 785M
Free Cash Flow Margins: 13.5% with growth up to 15% in 2024+ due
to economies of scale and better use of technology like that of
drones in addition to conversion to electric vehicles.
Current Price: $28.24

Base case: $35.68 (+26%)
Bull Case: $45.94 (+63%)
Weak Case: $29.35 (+4%)

Attached in the email, as well as in the Vault, you will see the discounted
cash flow model. Here are the following variables used:

Model predicts:

https://mcusercontent.com/2b67f5da7b9614cd24fe511b6/files/ddb6da7a-f992-4ad5-9633-43b7a630b07d/NIO_DCF.xlsx
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TECH ANALYSIS 
SUMMARY

Looking at the charts, ZTO is pointing
towards more near-term downside.

The stock was unable to stay above its
support level at the fibbonaci pivot
point of $29.42 after holding it for
several days.

We expect shares to visit the S1
fibbonaci level of $27.63. In the case
that it doesn't hold, we expect a move
to the S2 of $26.29.

Given how oversold the stock is on the
W%R and nearing oversold territory on
RSI and MFI, we favor a bounce off of
the $27.63 level.
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Overall, CUBE finds ZTO to be a very attractive

investment on this recent pullback from $38. We like

that they are growing market share at a considerable

rate and now have nearly 21% of the express delivery

business in China. We believe the company's balance

sheet and margins also puts them in a unique position to

outperform competitors.

Both from a technical and fundamental perspective, we

believe there is great support in this mid-to-upper $20

range and believe ZTO is a nice investment for those

seeking exposure to the booming e-commerce market in

China.

This is a company that is now on CUBE's watchlist and

we may consider entering in the coming weeks.

ZTO
CONCLUSION



NOTHING IN THIS DOCUMENT, OR ANY DOCUMENTS FOR THAT
MATTER, SHOULD BE USED OR CONSTRUED AS AN OFFER TO SELL, A

SOLICITATION OF AN OFFER TO BUY, OR A RECOMMENDATION FOR ANY
SECURITY. NOR IS IT INTENDED AS INVESTMENT, TAX, FINANCIAL OR

LEGAL ADVICE. INVESTORS SHOULD SEEK SUCH PROFESSIONAL ADVICE
FOR THEIR PARTICULAR SITUATION. CUBE DOES NOT MAKE ANY

GUARANTEE OR OTHER PROMISE AS TO ANY RESULTS THAT MAY BE
OBTAINED FROM USING OUR CONTENT. NO ONE SHOULD MAKE ANY

INVESTMENT DECISION WITHOUT FIRST CONSULTING HIS OR HER OWN
FINANCIAL ADVISOR AND CONDUCTING HIS OR HER OWN RESEARCH
AND DUE DILIGENCE. TO THE MAXIMUM EXTENT PERMITTED BY LAW,

CUBE DISCLAIMS ANY AND ALL LIABILITY IN THE EVENT ANY
INFORMATION, COMMENTARY, ANALYSIS, OPINIONS, ADVICE AND/OR

RECOMMENDATIONS PROVE TO BE INACCURATE, INCOMPLETE OR
UNRELIABLE, OR RESULT IN ANY INVESTMENT OR OTHER LOSSES.

CONTENT CONTAINED ON OR MADE AVAILABLE IS NOT INTENDED TO
AND DOES NOT CONSTITUTE LEGAL ADVICE OR INVESTMENT ADVICE
AND NO ATTORNEY-CLIENT RELATIONSHIP IS FORMED. YOUR USE OF

THE INFORMATION IS AT YOUR OWN RISK. THIS CONTENT IS
CONFIDENTIAL AND MUST NOT BE DISTRIBUTED
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