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

 

Interim Results Highlights 
   

 1H08 1H07  
 HK$ million HK$ million Change 
·                Turnover 31,806 35,153 -9.5% 
·                Profit before tax 2,246 1,780 26.2% 
·                Share of results of associates 173 162 6.8% 
····                Profit attributable to shareholders    1,488 3,737 -60.2% 
    
·                EPS – Basic (HK$) 0.62 1.58 -60.8% 
·                Interim DPS (HK$) 0.15 0.15 0.0% 
·                Special DPS (HK$) Nil 0.60 Unchanged 
 

 
·  China Resources Enterprise (“CRE”) reported an underlying y-o-y profit growth of 17% to HK$1.022 

billion from continuing operations for the six months ended 30th June 2008, up from HK$874 million a 
year earlier on the back of rising incomes and booming domestic consumption. However, if gains of 
HK$2.39 billion reaped last year from the disposal of the petroleum business and other non-core assets 
were included in the comparison, net profit slumped 60% to HK$1.49 billion from HK$3.74 billion.  

 
·  EPS was down 60.8% y-o-y to HK$0.62 whilst CRE declared an interim dividend of HK$0.15 per share, 

same as last year. No special dividend was declared.  
 
·  As of 30th June 2008, consolidated net debt amounted to HK$4.782 billion (31/12/2007: HK$4.004 billion) 

and net gearing ratio was 19.4% (31/12/2007: 2.9%). 
 
·  Turnover breakdown (Continuing operations only): 

(HK$ million)  
1H08 

 

 
% 

 
1H07 

 
% 

 
Change 

Retail  17,330 54% 12,437 50% +39% 
Beverage 8,174 26% 6,283 25% +30% 
Food processing and distribution 3,821 12% 3,441 14% +11% 
Textile 2,461 8% 2,318 9% +6% 
Investment Property 205 1% 183 1% +12% 
Investment Property 31,991 100% 24,662 100% +30% 
 
Inter-co transactions 

 
(185) 

    
(119) 

 
   

 +55% 
Turnover- continuing operations 31,806  24,543  30% 
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·  Net profit breakdown (Core and other businesses only): 
(HK$ million) 
 
Core businesses  

 
 

1H08 

 
 

% 

 
 

1H07 

 
 

% 

 
 

Change 
Retail  382 24% 273 22% +40% 
Beverage 146 9% 118 9% +24% 
Food processing and distribution 240 15% 224 18% +7% 
Textile 66 4% 69 5% -4% 
Investment Property  566 36% 386 30% +47% 
 1,400 88% 1,070 84% +31% 
Other businesses      
Investments & others 190 12% 198 16% -4% 
 1,590 100% 1,268 100% +25% 
Net corporate interest & expenses (102)  (107)  -5% 
Total 1,488  1,161  28% 

 
·  Net profit of retail business, which comprises supermarkets, brand-fashion and other retail stores 

operations, rose by 40% y-o-y to HK$382 million on a 39% rise in turnover, with profit growth among all 
divisions. Supermarket accounted for 68.1% of earnings in retail business. 

 
o Supermarket operation saw a 40% y-o-y increase in turnover to HK$15.6 billion and a 29% y-o-y 

increase in profit contribution to HK$260 million. Overall same store growth for 1H08 was 15.9%, in 
particular a 16.5% increase was achieved for the stores in the Mainland. EBITDA for 1H08 was 
HK$784 million, representing a 49% y-o-y growth. Approximately, 62% of the turnover was from 
Eastern and Central China, 26% from Southern China, 8% from Hong Kong and the rest from 
Northern China. 

 
o Brand-fashion operations reported a 71% increase in net profit to HK$82 million, predominately 

represented by the Esprit JV. With a 20.0% same store growth, turnover and earnings attributable to 
CRE of the Esprit JV grew by 45% and 32% respectively. 

 
o Other retail stores, which comprise CAC and CR Care, contributed earnings of HK$40 million, up 

67%.  Strong same store growth of CAC and CR Care stores of 19.7% and 15.4%, respectively was 
the major contributor to the overall improvement. At the end of June 2008, CRE operated 5 CAC 
stores and 46 CR Care stores. 

 
·  Profit contribution from the beverage business increased 24% y-o-y to HK$146 million. For beer 

operation, turnover growth of 30% with sales volume rising 5% to 3.49 million kl. Sales volume growth 
has slowed down from last year. Organic sales volume declined by 2% (increased by 2% excluding the 
breweries in Sichuan), affected by the Sichuan earthquake, adverse weather, selling price increases and 
the lower than expected market consumption growth. Attributable net profit increased by 1% to HK$105 
million, dragged by an asset impairment provision of about HK$40 million resulted from the earthquake 
and higher financing costs of about HK$65 million (at JV level). Average selling price increased 15% y-o-
y to about RMB1,970 per kl and gross margin improved slightly. National brand “SNOW” recorded a 
sales volume of 2.89 million kilolitres, representing an impressive growth of 83% y-o-y in volume. Net 
margin dropped 1% during 1H08 from 4% in 1H07.    

 
·  For the purified water operation of the beverage business, attributable net profit increased 193% to 

HK$41 million on strong sales volume growth, operational improvements and the full half-year’s 
contribution from the acquired minority interest in May 2007. Average selling price was steady at about 
RMB870 per kl. 

 
·  The food processing and distribution business saw a net profit growth of 7% y-o-y to HK$240    

million. Turnover grew by 11% and earnings increased by 7%. Excluding the HK$84 million profit from 
the disposal of shares in two A-share minority interests, underlying net profit dropped by 30%. Opening of 
the live-pig imports market in Hong Kong has increased competition, resulting in lower sales quantity and 
gross margin. Its negative effect on foodstuff operation division was partially offset by the higher 
contribution from frozen and assorted food distribution. Profitability of food processing division was 
affected by marine fishing, which fell victim to high fuel prices. Operating profit from the mainland meat 
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processing projects in Shenzhen, Shanghai and Hangzhou reached HK$70 million, or an increase of over 
4 times. 

 
·  The operating environment for the textile division was difficult and CRE recorded a 4% decrease in 

earnings contribution to HK$66 million. Turnover increased by 6% but rising production cost, including 
labor, direct materials and utilities, and higher borrowing cost have affected the profitability. Exchange 
gains arising from foreign currency loans mitigated the impact of rising cost. Sales volume of cotton 
yarns dropped 4% y-o-y to 30,724 tonnes whilst sales of fabrics increased 11% y-o-y to 110.6 million 
meters. The spinning and weaving division recorded a 69% decline in earnings. Earnings contribution 
from the garment division increased 14% on a 14% increase in sales volume. 

 
·  Net profit of the investment property business fell by 4% y-o-y to HK$190 million while turnover for 

1H08 was HK$205 million, representing an increase of 12% over 1H07. Excluding a HK$375 million net 
property revaluation gain and a HK$52 million drop in deferred tax following the tax cut in HK, underlying 
net profit of investment properties increased by 24%, driven by higher contribution from JD Mall after the 
expiry of the rent free periods and satisfactory retail rental increase. Average occupancy rate of the 
CRE’s retail properties was high at 91% as JD Mall has been gradually leased out.  

 
Outlook & Prospect 
 
·  Prowling for acquisitions CRE had not made any major acquisitions in 1H08, with capital expenditure 

amounted to HK$2.9 billion only. Its full-year CAPEX of HK$7 billion remained unchanged. Management 
said CRE was in talks with several potential targets but declined to provide details. Anyhow, this should 
be exciting and feasible as many competitors have been under pressure, which can provide more 
favourable acquisition opportunities amid CRE’s relatively low gearing ratio of just 19.4%.  

 
·  Beverage sector: aiming for higher market shares It is believed that there has been a one-off sale hit 

following earthquake in Sichuan this year. The beer operation there incurred property damage of HK$20 
million and a decline of 18% in sales volume. Looking ahead, the key challenges for beer division include 
raw material cost inflation, increased marketing costs as well as rising competition. Therefore, it is 
believed that it will take a while for CRE’s beer operation to improve its current net margin, particularly for 
its new breweries. Nevertheless, achieving the largest market share in each of the regional markets is 
still the Company’s top priority, through adding new breweries in the next two to three years. Market 
suspects that CRE needs to shift its product mix to the higher end in order to expand its profit margin. 

 
·  Loosing market shares in the HK livestock distribution after open up of market Management stated 

that the company’s market share in Hong Kong has declined to about 50%-60% currently, after open up 
of the market last year. It expects prices to stabilize at the current levels following the supply shocks of 
last year. Meanwhile, for its 65% stake in the Hangzhou operation in 4Q07, CRE is looking to significantly 
upgrade a number of its existing operation facilities over the coming two years.   

 
·  Retail division expects to be the lead growth contributor Management believes the strong growth 

momentum in its China supermarket business will continue in 2H08, with same store sales growth 
sustaining at mid-teen.   

 
·  Valuation: risk of slower than expected revenue growth and margin squeeze 1H08 results of CRE 

are generally in line with forecast.  Given that almost every business division could record a deceleration 
in recurring profit growth in 2Q08 on economics slowdown, it is hard to justify that CRE can continue to 
trade above its NAV (its price premium has widened from 15% on a three-year average, to over 30% on 
a one-year average) in the near-term even if it has a diversified consumer business portfolio and 
leadership in its businesses.  Therefore, we are “Neutral” on the counter.   

 
 

        Recommendation: Neutral  
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