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SUMMARY OF THE INTERIM RESULTS FOR THE SIX MONTHS ENDED 30TH JUNE 2008 

Interim Results Highlights 
   

 1H2008 1H2007  
 HK$ million HK$ million Change 
·  Turnover 7,999 8,609 -7.1% 
·  Operating profit  4,141 4,371 -5.3% 
·  Increase in fair value of investment properties 6,565 2,537 158.8% 
·  Borrowing costs (604)        (480) 25.8% 
·  Share of results of associates 175 140 25.0% 
·  Profit attributable to shareholders 8,393 4,430 89.5% 
    
·  Net profit excluding revaluation surplus 2,281 2,631 -13% 
    
·  EPS (HK$) 3.05 1.74 75.3% 
·  Interim DPS (HK$) 0.36 0.36 Unchanged 
 
 
 

·  Wharf Holdings reported 89.5% y-o-y rise in net profit to HK$8.393 billion for the first half of 2008. 
Property revaluation surplus was HK$6.565 billion (1H07: HK$2.54 billion). Stripping out the effect 
of property revaluation, underlying net profit dropped 13% y-o-y to HK$2.28 billion, on lower 
booked property sales. Overall the results were reasonably in line with stronger than expected 
income being offset by the unexpected provision for its China property investments. 

 
·  EPS was up 75.3% y-o-y to HK$3.05, based on 2,754 million shares after the Rights Issue 

completed in January 2008 (2007: HK$1.74 based on 2,543 million shares). Interim DPS stayed 
unchanged at HK$0.36. Payout ratio was 11.8% (2007: 20.7%).  Meanwhile, its parent- Wheelock 
(00020) declared an interim dividend of HK$ 0.025 per share, same as last year. 

 
·  Net borrowing costs increased to HK$604 million (2007: HK$480 million). Average interest rate was 

3.1% p.a., versus 4.6% p.a. in 1H07.  
 
·  As of 30 June 2008, net debt amounted to HK$21.6 billion, down from HK$23.6 billion as of 31 Dec 

2007. Net debt to shareholders equity ratio was 20.9% (31 Dec 2007: 27.3%).  As of 30 June 2008, 
the Group’s net asset value increased to HK$37.54 per share from HK$35.28 per share as of 31 
Dec 2007. 
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·  Turnover breakdown by business segments: 
 

 1H2008 1H2007  
 HK$ million % HK$ million % Change 
Property Investment 3,674 45.9   3,115 36.2 17.9% 
Communications, media & entertainment 1,871 23.4      1,903 22.1 -1.7% 
Logistics 1,832 22.9      1,689 19.6 8.5% 
Property development 587 7.3      1,916 22.3 -69.4% 
Investment & others 179 2.2         142 1.6 26.1% 
Inter-segment revenue (144) (1.8)        (156) (1.8) -7.7% 
Total 7,999 100.0 8,609 100.0 -7.1% 

 
·  Operating profit breakdown by business segments: 
 

 1H2008 1H2007  
 HK$ million % HK$ million % Change 
Property Investment 2,710 65.4 2,288 52.3 18.4% 
Communications, media & entertainment 191 4.6 182 4.2 4.9% 
Logistics 808 19.5 854 19.5 -5.4% 
Property development 330 8.0 903 20.7 -63.5% 
Investment & others 327 7.9 290 6.6 12.8% 
Unallocated (225) -5.4 (146) -3.3 54.1% 

Total 4,141 100.0 4,371 100.0 -5.3% 
 
·  Revenue from property investment decreased 69% y-o-y to HK$587 million, while operating profit 

was HK$330 million, down from HK$903 million in 2007. Harbour City and Times Square 
accounted for 48% of the Group’s total assets, up from 39% in 2007. 

 
-  With occupancy level of nearly 100% (2007: 98%), rental income from its retail space at 

Harbour City registered a growth of 24% y-o-y to HK$1,054 million on sustained local buying 
sentiment and healthy growth in tourist arrivals. Retail rental growth at Times Square was 12% 
y-o-y higher at HK$405 million. Average occupancy was maintained at more than 99%. 

 
-  Office rental income from Harbour City rose 19% y-o-y to HK$759 million. Average occupancy 

was 96% (2007: 94%) while lease renewal rate was at 78%. Office rental income from Times 
Square saw a 22% y-o-y growth to HK$213 million, with an average occupancy level of 98% 
(2007: 97%). Office lease renewal rate at Times Square was 63%, including Hitachi and Shell. 
(2007: 78%) 

 
-  The 3 hotels in Hong Kong – The Macro Polo Hongkong, The Macro Polo Gateway and The 

Macro Polo Prince – all performed well. Total hotel and club revenue was HK$510 million 
attributable to a 15.8% growth in average room rate was achieved. Despite a steady increase 
in average room rates, consolidated occupancy during the period declined from 87.1% to 
83.6% achieved in the prior year.   

 
·  The communication, media and entertainment segment reported a revenue decline 2% y-o-y to 

HK$1.871 billion. Operating profit increased by 5% y-o-y to HK$191 million. 
 

-  Business adjustments in response to intensely competitive market conditions dented i-
CABLE’s performance in 1H08. Turnover decreased by 10% to HK$1,069 million (2007: 
HK$1,185 million), while net profit after tax decreased to HK$26 million (2007: HK$116 
million), partly due to non-recurring and non-operating items. However, the company’s liquidity 
position remained sound, with net cash standing at a healthy HK$545 million as of 30 June 
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2008.  Apart from that, it also benefits from a significantly lower cost base for both fixed assets 
and operating expenditures.  

 
-  For Pay TV, turnover and operating profit decreased to HK$699 million (2007: HK$827 million) 

and HK$61 million (2007: HK$100 million) respectively as the company still invested for 
sustained competitiveness. In addition to strengthening its established market position for 
news and entertainment, i-CABLE has also stocked up prized sports programming. 

 
-  On Broadband, the business continued to consolidate. Despite a marginal decline in the 

subscriber base, both revenue and profit were maintained. Turnover for the period was almost 
unchanged at HK$295 million and operating profit increased to HK$93 million (2007: HK$86 
million). Bundled packages with Pay TV and Voice services served to hold the subscription 
base while maintaining yield from customers. 

 
-  Turnover of the telecoms unit Wharf T&T increased 11% y-o-y to HK$789 million with an 

operating profit of HK$57 million (2007: HK$4 million) as competitive landscape improved. The 
fixed-line installed base was virtually unchanged at 607,000, a market share of 13%, with 
business lines at 418,000 (18% market share) and residential lines at 189,000 (9% market 
share). Total outgoing IDD volume shrank by 4% to 333 million minutes (2007: 346 million 
minutes).   

 
·  Throughput at Modern Terminals rose by 8% y-o-y to 2.94 million TEUs. Operating profit of the 

logistics segment dropped 5% y-o-y to HK$808 million, primarily due to the operating losses 
recorded by Modern Terminals’ China subsidiaries during their initial stage of operations though its 
Hong Kong operation recorded profit growth. Modern Terminal’s market share in Hong Kong 
improved slightly to 33.7% from 33.0% in FY07.    

 
·  Property Development revenue dropped significantly to HK$587 million (1H07: HK$1.916 billion), 

mainly due to low sales volume sales of units at Welllington Garden in Shanghai (Phase I & II) & 
Wuhan Times Square (Phase I & II), albeit relevant units were sold at excellent or record unit price 
in1H08. Meanwhile, other launched projects included Tian Fu Times Square (Chengdu) & Dalian 
Times Square. Residential sales launched or to be launched, including, Wellington Garden in 
Shanghai, Wuhan Times Square, Tian Fu TS (Chengdu) as well as Dalian TS.  

 
 
Outlook & Prospect 
 
·  Earnings should remain strong. The surprise of the results lies in the rental growth, which was 

stronger than expected. Operating profit from property investment climbed 18.4% to HK$2.71 
billion. Tenants© sales at Harbour City grew 26%, far higher than the 16% growth in Hong Kong©s 
retail market. Looking ahead, earnings of Wharf should remain strong, as the retail sector would be 
underpinned by tourism as the US and Hong Kong currencies weakened. Its office segment is also 
benefiting from those tenants who desire to move out of the expensive Central district.  

 
·  Port division The Dachan Bay port will commence full operations in 2009, which is expected to 

account for some 30% of the division’s earnings by 2010. Also, by 2011, Modern Terminals 
expects its container throughput to be handled at existing investments in the Mainland will exceed 
that of Hong Kong. 

 
·  Emerging of an earnings gap The firm now has 17 projects under development on the Mainland 

with a gross area of 74.5 million sq ft. Most of the sales can only be booked when the projects are 
completed between 2009 and 2014. Meanwhile, it will need a large amount of capital for current 
projects, implying a heavy drain on cash flow. Wharf©s total capital expenditure is HK$66.1 billion, 
including HK$5 billion in land costs payable in the second half of this year. 
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·  Undemanding valuation Despite the uncertain environment, both Wharf’s core HK investment 

property portfolio and its developing China business appear to be on track. At around HK$30, 
Wharf is trading at a 43% discount to its spot NAV of HK$54.4 and a 51% discount to its end-09 
NAV of HK$63.35, wider than its historical average discount of 30%. 

 
 
Recommendation: Neutral  
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