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

Interim Results Highlights

1H2008 1H2007

HK$ million HK$ million Change
e Turnover 5,878 5,841 +0.6%
e Operating profit 3,596 3,602 -0.2%
e Share of results of associates 294 202 +45.5%
e Profit attributable to shareholders 3,171 2,689 +17.9%
e EPS 1.49 1.26 +18.3%
e Interim DPS 0.62 0.58 +6.9%

e Hongkong Electric (“HKE”) reported a 17.9% y-0-y increase in net profit to HK$3,171m for 1HO07,
attributable to the one-off HK$310m deferred tax adjustment gain arising from the change in the Hong
Kong profits tax rate from 17.5% to 16.5% and a HK$109m or 35% y-0-y increase in overseas profit.

e As of 30 June 2008, net debt increased to HK$1,600m (31 Dec 2007: HK$1,315m) while cash & cash
equivalents rose to HK$12,790m (31 Dec 2007: HK$12,180m). Net debt-to-equity ratio was 3.3% as of
30 June 2008, up from 2.7% at the end of 2007.

e EPS was HK$1.49 and HKE declared an interim DPS of HK$0.62, a growth of 6.9% when compared to
HK$0.58 in 1HO7. Dividend payout ratio rose to 46%, up from 42% in 1HO7, driven by the one-off
deferred tax gain.

Business Review

¢ Net profit breakdown by geographical segments:

1H2008 1H2007 Change
HK$ HK$ %
Hong Kong 2,747 86.6% 2,374 88.3% +15.7%
Overseas 424 13.4% 315 11.7% +34.6%
Total 3,171  100.0% 2,689 100.0% +17.9%

This report has been prepared solely for information purposes and we are not soliciting any action based upon it. Neither
this document nor its contents shall be construed as an offer, invitation, advertisement, inducement or representation of
any kind or form whatsoever. The information is based upon information which we consider reliable, but accuracy or
completeness is not guaranteed. Opinions expressed herein are subject to change without notice. At time of this report,
East Asia Securities Company Limited has no position in securities of the company or companies mentioned herein, while
its group companies may from time to time have interests in securities of the company or companies mentioned herein.
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¢ Hong Kong operations reported a modest 1HO8 turnover growth of 0.6%, to HK$5,878m. The
meagre increase in turnover was due to a 5.9% approved tariff hike effective January 2008, which was
offset by a 1.7% decline in demand growth. The decline in demand was mainly due to the cooler and
wetter weather in Hong Kong in the beginning of the year, as well as the energy saving consciousness
of the customers. Thanks to the reduction in the corporate tax rate that led to a one-off HK$310m
adjustment gain, net profit from HK increased 15.7% y-0-y to HK$2,747m in 1HO08.

e Net profit from overseas operations was up HK$109m or 35% y-0-y to HK$424m, as a combined
result of: (1) first-time contributions from Wellington Power network (New Zealand, from Jun 2008); (2)
TransAlta Power (Canada, from Dec 2007); (3) Ratchaburi Power (Thailand, from Mar 2008) and (4)
translation gains on Australian income.

Outlook & Prospect

e Heavily reliant on SOC return The new Scheme of Control (SOC) between the Hong Kong
government and the two utility companies was renegotiated in January this year, and the power
companies will be subject to a 9.99% return on average net fixed assets. Compared with CLP, HKE is
more heavily reliant on the local SOC return given its smaller overseas exposure. With the new SOC
becoming effective on 1% January, 2009, such negative impact would become more apparent starting
from FY09.

e Capex plan under review HKE’s capex of HK$714m in 1HO8 was lower than the same period
depreciation expense of HK$985m, which drove down its net fixed asset balance. Under the SOC,
SOC earnings of HKE would be determined by its net fixed asset balance. HKE disclosed that it has
submitted its capex plan to the government in June 08 for the five-year period starting from 2009. The
possible approval of the plan should help enlarge HKE’s future net fixed asset and so the local SOC
earnings.

e Overseas expansion remains a key driver of earnings growth Overseas earnings of HKE
contributed 13.4% of total net profit in 1H08. Although management has not set a specific target for the
earnings contribution by overseas investments, we believe the proportion could expand to 20%-30% in
the next few years, in line with the overseas contribution at CLP Holdings. Unlike CLP that expands its
businesses in emerging markets such as China, India and Southeast Asia, HKE prefers to focus on
developed markets with well-established regulatory frameworks such as the UK, Australia, New
Zealand and Canada. With a cash balance of HK$12.7bn as of June 2008 and just 3% debt-to-equity
ratio, HKE is well positioned to pursue aggressive acquisitions overseas to drive growth, given the low
growth and lower returns in the saturated domestic market.

e Attractive yield but limited upside At HK$46.45, HKE trades at 12.93x FYO8E P/E, 1.94x FYO8E P/B
and. The valuation multiples look demanding amid the current turbulent market and we see no near
term catalysts likely to deliver absolute stock price out-performance from current levels due to the
absence of sizable overseas expansions in near term. However, we highlight the defensive nature of
HKE as it offers a decent 4.42% FYOS8E dividend yield. Thus, we maintain our “Hold for Yield” call.

Recommendation: Hold for Yield
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Important Disclosure / Analyst Certification / Disclaimer

This document is published by East Asia Securities Company Limited, a wholly-owned subsidiary of
The Bank of East Asia, Limited (BEA).

The research analyst primarily responsible for the content of this report, in part or in whole certifies
that the views on the companies and their securities mentioned in this report accurately reflect his/her
personal views. The analyst also certifies that no part of his/her compensation was, is, or will be,
directly, or indirectly, related to specific recommendations or views expressed in this report.

This report has been prepared solely for information purposes and has no intention whatsoever to
solicit any action based upon it. Neither this report nor its contents shall be construed as an offer,
invitation, advertisement, inducement or representation of any kind or form whatsoever. The
information is based upon information, which East Asia Securities Company Limited considers
reliable, but accuracy or completeness is not guaranteed. Information and opinions expressed herein
reflect a judgment as of the date of this document and are subject to change without notice. Any
recommendation contained in this report does not have regard to the specific investment objectives,
financial situation and the particular needs of any specific addressee. This report is not to be taken in
substitution for the exercise of judgment by respective readers of this report, who should obtain
separate legal or financial advice. East Asia Securities Company Limited and / or The BEA Group
accepts no liability whatsoever for any direct or consequential loss arising from any use of this report
or further communication given in relation to this report.

At time of this report, East Asia Securities Company Limited has no position in securities of the
company or companies mentioned herein the report, while BEA along with its affiliates and/or persons
associated with any of them may from time to time have interests in the securities mentioned in this
report. BEA and its associates, its directors, and/or employees may have positions in, and may effect
transactions in securities mentioned herein and may also perform or seek to perform broking,
investment banking and other banking services for these companies.

BEA and/or any of its affiliates may beneficially own a total of 1% or more of any class of common
equity securities of the subject company or companies mentioned in this report and may, within the
past 12 months, have received compensation and/or within the next 3 months seek to obtain
compensation for investment banking services from the subject company or companies mentioned in
the report.

This document 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, publication,
availability or use would be contrary to law and regulation.




