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

Interim Results Highlights 
  

 1H08 1H07   
 HK$ million HK$ million Change 

·  Turnover 28,318 19,618 44.3% 

·  Profit from consolidated activities 4,676 4,129 13.2% 

·  Share of results of associates & jointly controlled 
entities 

684 1,360 -49.7% 

·  EBIT 5,360 5,489 -2.4% 

·  Net finance charges 83               (7) N.A. 

·  Profit attributable to shareholders 4,377 4,968 -11.9% 
      

·  EPS – Basic (HK$) 1.99 2.25 -11.6% 

·  Interim DPS (HK$) 0.30 0.40 -25.0% 

·  Special DPS (HK$) 0.00 0.20 N.A. 
   

 

·  CITIC Pacific (“CITIC”) reported a 11.9% y-o-y drop in net profit to HK$4.377 billion for the six 
months ended 30th June 2008 on a high comparison base last year, boosted by a one-off gain 
from the spin-off of telecommunications arm Citic 1616 Holdings. Nevertheless, its recurring 
earnings grew 8% y-o-y.  

 

·  Turnover jumped 44.3% y-o-y to HK$28.318 billion on much increased contribution from special 
steel division, which was up 74% y-o-y. Total EBIT (including share of results of associates & 
jointly controlled entities) dropped 2.4% y-o-y to HK$5.360 billion.  

 

·  Earnings per share were 11.6% lower y-o-y at HK$1.99. Interim dividend dropped to HK$0.3 per 
share from last year’s HK$0.4 per share. No special dividend was declared. Total dividend 
payout ratio was 15.1%, compared with 26.7% in 1H07. 

 

·  As of 30 June 2008, total debt outstanding amounted to HK$41.906 billion (31 Dec 2007: 
HK$28.654 billion), while cash and bank deposits totalled HK$10.695 billion (31 Dec 2007: 
HK$8.045 billion). The net debt to total capital ratio was 34%, higher than 26% as at 31 
December 2007. 
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·   Turnover breakdown: 
 1H2008 1H2007  

 
HK$ million % HK$ million % Change 

Special steel  15,212 53.7% 8,737 44.5% 74.1% 
Property 901 3.2% 371 1.9% 142.9% 
Infrastructure 1,289 4.6% 595 3.0% 116.6% 
Listed Subsidiary Companies:      
     CITIC 1616 1,128 4.0% 2,831 14.4% -60.2% 
     Dah Chong Hong 9,631 34.0% 7,062 36.0% 36.4% 
Others 157 0.6% 22 0.1% 613.6% 

Total 28,318 100.0% 19,618 100.0% 44.3% 
 

·  Breakdown of EBIT (including share of results of associates & jointly controlled entities): 
 

 1H2008 1H2007  
 HK$ million % HK$ million % Change 
Special Steel Manufacturing 2,251 42.0% 1,501 27.3% 50.0% 
Property 463 8.6% 328 6.0% 41.2% 
Infrastructure 756 14.1% 941 17.1% -19.7% 
Listed Subsidiary Companies:      
     CITIC 1616 178 3.3% 2,039 37.1% -91.3% 
     Dah Chong Hong 449 8.4% 297 5.4% 51.2% 
      
Others 976 18.2% 150 2.7% 550.7% 
Fair value change of investment properties  

570 10.6% 471 8.6% 21.0% 
General & admin. expenses -283 -5.3% -238 -4.3% 18.9% 
Total 5,360 100.0% 5,489 100.0% -2.4% 
 
·  Revenue from special steel manufacturing jumped 74% y-o-y to HK$15.212 billion on increase 

in output and sold an expanded range of products. Its 3 manufacturing bases: Jiangyin Xingcheng 
Special Steel, Hubei Xin Yegang and Shijiazhuang Steel increased their production and sold an 
expanded range of products. Including share of results of associates & jointly controlled entities, 
EBIT contribution from this division jumped 50% y-o-y to HK$2.25 billion in 1H 2008. It was also 
the main contributor to the total EBIT for the reported period.  

 
·  EBIT contribution from the property division maintained its solid momentum of 41.2% y-o-y 

growth to HK$463 million. Construction of Phase One of the Shanghai Lu Jia Zui New Financial 
District Project is progressing well. Phase One completion is expected in 2010.  Apart from that, 
its development project on the Shenzhou Peninsula in Wanning City in Hainan Province is 
progressing well. Work on the four hotels in Phase One has begun, and they are expected to be 
open in 2010. Investment property earnings also recorded a 30% increase. Overall, property 
leasing recorded good growth during the period but was partly offset by the operating expenses of 
the development projects.  

  
·  Revenue and EBIT from infrastructure recorded 116.6% y-o-y increase and 19.7% y-o-y decline 

to HK$1,289 million and HK$756 million respectively.  Both Cathay Pacific and Power Generation 
suffered from the continuing high energy prices and incurred losses for the period. The decreased 
contribution from aviation business was partially compensated by the profit on disposal of an 
interest in Air China Cargo.  Contribution from tunnels in Hong Kong recorded a 15% growth. 
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·  The two companies listed last year – CITIC 1616 and Dah Chong Hong, performed well with 
double digit profit growth in 1H08, increasing 11% and 37%, respectively and contributing 3.3% 
and 8.4% to CITIC’s EBIT in 1H08, respectively. 

 
Outlook & Prospect 
 
·  Risks in Cathay Pacific’s performance in 2H08 Faced with significant increases in the price of 

oil and coal, the operating environment for aviation segment should remain challenging in 2H08. 
A return to satisfactory profitability for the Cathay Pacific group depends on the extent to which 
increased fuel costs can be recovered by higher fares and fuel surcharges. However, the positive 
driver is the demand for HAECO group’s services which is expected to remain firm in 2H08.  

 
·  Expect to see higher gearing level As of 30 June 2008, total debt outstanding amounted to 

HK$41.906 billion (31 Dec 2007: HK$28.654 billion). The net debt to total capital ratio was 34%, 
higher than 26% as at 31 Dec 2007.  Market suspects that it needs as much as HK$15 billion as 
Capex in 2H08, which would further push up the gearing level. 

 
·  Australia iron-ore project The start-up of its Western Australia iron ore project should further 

enhance its special steel business© profitability. It is becuase Phase one and two of the project 
in the Pilbara region are capable of producing 27.6 million tonnes of iron ore annually over 25 
years. The mines which are expected to begin production in the 4Q 2009 or 1Q 2010 will ship 
ore to the company©s mainland steel mills instead of using the expensive railways. Meanwhile, 
the capital spending for the iron ore project has been increased by about US$350 million to 
US$3.85 billion to prepare for phase three. This could add at least 12 million tonnes of iron ore 
annually going forwards. 

 
·  Luijazui property It is believed that CITIC has stronger performance going forward after the 

completion of its prime Shanghai Luijazui property in 2010. 
 
·  Fair Valuation Trading at around HK$27 per share, the NAV discount of 28% is close to the 

historical trough of 30-40%, and the stock has good dividend yield of around 5%. It is fairly 
valued, yet special steel businesses should be risky given there should be a lower demand due 
to global economic slowdown and rising input costs. The counter lacks the near-term catalysts, 
despite we all understand it has longer-term prospect.    

 
 

Recommendation:  Long term buy 
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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.   
  


