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CATHAY PACIFIC AIRWAYS LIMITED (� � � � )  
 

Sector : Transportation  Chairman : Christopher Pratt 
Stock Code : 00293    
Market Price : HK$14.74 (05/08/2008) Chief Executive  : Tony Tyler 
HSI : 21,949.75 (05/08/2008)    
Shares Issued : 3,932.196 million Chief Operating Officer : John Slosar 
Market Cap : HK$57,960.57 million    
52-week Hi / Lo : HK$24.00 / HK$13.40    

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

Interim Results Highlights 
    

 1H2008 1H2007  
 HK$ million HK$ million Change 

·  Turnover  42,448  34,631  +22.6% 
·  Operating expenses (42,584) (31,441) +35.4% 
·  Operating profit/(loss) before non-recurring items (136) 3,190  -104.3% 
·  Provision for settlement of the US Department of 

Justice cargo investigations (468) - N/A 
·  Operating profit/(loss) (604) 3,190  -118.9% 
·  Share of profits of associated companies 506  265  +90.9% 
·  Profit attributable to shareholders  (663) 2,581  -125.7% 
·  EPS – Basic HK$(0.168) HK$0.656  -125.6% 
·  Interim DPS HK$0.030  HK$0.250  -88.0% 

    
 Cathay Pacific and Dragonair  
 1H2008 1H2007 Change 

Traffic    
·  Revenue passenger kilometres 45,580 million 38,938 million +17.1% 
·  Passengers carried (‘000) 12,463 10,960 +13.7% 
·  Revenue cargo/mail tonne km 4,428 million 4,070 million +8.8% 
·  Cargo & mail carried (‘000 tonnes) 828 775 +6.9% 
·  Number of flights 29,450 27,670 +6.4% 
    

Capacity, Load Factor and Yield    
·  Available seat km 56,949 million 49,836 million +14.3% 
·  Passenger load factor 80.0% 78.1% +1.90 ppts 
·  Passenger yield (HK$) 0.559 0.537 +4.1% 
·  Cargo & mail load factor 66.4% 65.3% +1.10 ppts 
·  Cargo & mail yield (HK$) 1.60  1.63  -1.8% 
·  Available tonne km 12,081 million 10,975 million +10.1% 

 

Sources: Company Data 
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·  Cathay Pacific Airways reported a loss of HK$663 million for the first half of 2008, compared with a 
net profit of HK$2.58 billion in 1H07, which was the worst interim result since the 2003 SARS. The 
surprising loss during the six-month period was mainly dragged by high jet fuel expenses and the 
HK$468 million fine for the settlement of antitrust investigation of cargo operation in the US.  

 
·  Loss per share for 1H08 was HK$0.168, compared with an EPS of HK$0.656 a year earlier. An 

interim dividend of HK$0.03 was declared, down nearly 90% from HK$0.25 in 1H07. 
 
Turnover breakdown: 
 1H2008 1H2007  
 HK$ million % HK$ million % Change 
Passenger services 25,566 60.2% 20,980 60.6% +21.9% 
Cargo services 8,145 19.2% 7,377 21.3% +10.4% 
Catering, recoveries & other services 8,737 20.6% 6,274 18.1% +39.3% 
Total 42,448 100.0% 34,631 100.0% +22.6% 
 
 

o Passenger revenue surged 21.9% y-o-y to HK$25.6 billion in 1H08, thanks to the strong traffic 
in the HK & Mainland market, as well as North America and Europe. In 1H08, the Group (Cathay 
Pacific and Dragonair combined) carried a total of 12.46 million passengers, up 13.7% y-o-y. 

 
o The Group’s passenger yield rose a contained 4.1% y-o-y to HK$0.559, as pleasant yield rise in 

various markets helped offset sluggish yield performance in the North America routes. Overall, 
the Group’s passenger load factor rose 1.9 percentage points from a year earlier to 80.0% in the 
first half, supported by improved capacity utilisation in Europe, South East Asia, Middle East and 
North Asia. Load factor for North America routes softened to 82.6% from 84.9% a year earlier. 
For South West Pacific (Australia and New Zealand) and South Africa, the passenger load factor 
dropped 4.4 ppts y-o-y to 76.3% amid capacity expansion, but passenger yield for the regional 
market still grew a sharp 10.3% y-o-y on better demand and foreign exchange gains. 

 
o Revenue from cargo services increased 10.4% y-o-y to HK$8.1 billion, driven by a 6.9% y-o-y 

jump in freight tonnage. Nonetheless, the Group’s cargo yield stayed sluggish at HK$1.60 in the 
first half, down 1.8% from HK$1.63 in 1H07, but stabilizing from a 3.5% y-o-y drop in FY07. 

 
·  The Group’s operating expenses jumped 35.4% y-o-y to HK$42.58 billion, mainly driven by higher 

jet fuel costs. Excluding recoveries like jet fuel surcharges and hedging gains, the Group’s net 
operating expenses was up 33.5% y-o-y to HK$34.65 billion, of which fuel costs accounted for 
30.9%, up from 21.5% a year earlier. In fact, jet fuel surcharges amounted to HK$6.16 billion in the 
first half, up 63.0% or HK$2.38 billion y-o-y. Nonetheless, it only helped offset less than 30% of the 
rise in jet fuel expenses. Taking into account of the surcharges, the Group’s net jet fuel expenses 
was up a sharp 94.1% y-o-y, driven by a 59.9% y-o-y in unit fuel prices. Meanwhile, the Group 
reported a hedging gain of HK$365 million, down from a HK$488 million gain a year earlier, due to a 
lower hedging ratio. 

  
·  Cost per available tonne kilometre (ATK) surged 21.3% y-o-y to HK$2.79, while cost per ATK 

without fuel rose a contained 2.4% y-o-y to HK$1.73 in 1H08. 
 
·  The Group’s share of profits of associates jumped a solid 90.9% y-o-y to HK$506 million, thanks to 

the robust contribution from the 18.1%-owned Air China (HKEx: 00753) during the Oct 07-Mar 08 
period. In February 2008, the Group raised its stake in Air China from 17.3% to 18.1% for HK$114 
million in order to avoid a potential dilution upon a possible A-share offer from the national flag air 
carrier. 
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Outlook & Prospect 
 

·  Cargo segment showed signs of improvement Despite dropping yields, the Group’s cargo 
segment showed some improvement with its load factor stabilizing from a dropping trend. Long-haul 
market like North America has shed some light during the first half, as the weak US dollar helped 
boost demand for exports transportation. In the next couple of years, Cathay said it would continue 
to phase out old cargo freighters like 747-200F in order to enhance efficiency and so profitability. 
Two new fuel-efficient freighters would be in service this year and another six next year. Meanwhile, 
the third cargo terminal in HK, which will be built and operated by Cathay under a 20-year franchise 
with a total investment of HK$4.8 billion, is scheduled to open by 2011. 

 
·  Aggressive fleet expansion plan Besides replacement of old cargo freighters, Cathay will also 

phase out the old 747-400 passenger models with 777-300ER. Out of the 30 new 777-300ER 
aircraft, 8 were in service at the end of 1H08. Two more would commence service in 2H08 and 5 
next year. The rest will join Cathay’s air fleet by 2010 and beyond. 

 
·  Premium class demand softened Cathay’s passenger yield grew an unexciting 4.1% y-o-y during 

1H08, as demand for Business and First classes softened. It was due to the weakening US 
economy amid subprime turmoil, visa restriction in the Mainland ahead of the Beijing Olympic 
Games in August 08 and softened demand for business trips from the financial industry amid 
battered investor sentiment worldwide. 

 
·  US antitrust investigation settled but dispute in other parts of the World remains Cathay 

settled the antitrust investigation of its cargo operation with the US government during the first half, 
resulting in a fine of US$60 million or HK$468 million. There are similar investigations ongoing in 
other parts of the world, including the European Union, Canada, Australia, Switzerland and New 
Zealand. Cathay has not made any provisions against such legal disputes, which would be an 
overhang depressing share price performance in the coming years. 

 
·  Direct flights between the Mainland and Taiwan pose a threat There will be 18 direct flights 

every weekend between Taiwan and the Mainland, operated by domestic air carriers, under the 
latest aviation agreement. The initial impact of the direct cross-Strait flights on Cathay would be 
reflected in the second-half result, which is expected to be mild at current stage. In the long run, 
Cathay needs to redeploy its capacity to other regional routes in order to mitigate the impact. 

 
·  Extending footsteps in India To cope with strong air traffic demand, Cathay Pacific said it has 

added 20 more flights from Hong Kong to India to a total of 28 per week. Cathay has significantly 
expanded its India operations following the conclusion of an air-services agreement between the 
Hong Kong and Indian governments in Dec 2007. At the beginning of 2008, the airline had just 4 
flights a week to both Delhi (the 2nd largest city in India in terms of population) and Mumbai (India’s 
largest city). Now it operates 14 flights each week to Delhi, 10 flights a week to Mumbai and 4 to 
Chennai (the 3rd largest city in India). In addition, Dragonair has recently launched a daily service to 
Bengaluru (the 5th largest city in India). 

 
·  All-round weakness but improving outlook The first-half result of Cathay was disappointing, as it 

failed to capitalise the robust air traffic demand, due to an unexpected jump in fuel prices towards 
the end of the second quarter and provision against the US antitrust investigation. Nonetheless, we 
would not recommend a “Sell” on Cathay at current stage, as its June operating figures remained 
sound as crude oil prices is retreating after setting a record high in early July. Besides, passenger 
traffic is expected to pick up steam towards the fourth quarter, as Beijing is expected to relax its visa 
restriction after the Olympic Games and the US economy, although very slow, is seen reviving a bit 
from the subprime crisis. Trading at a 1.15x FY08E P/B and 14.4x FY09E P/E, valuations of Cathay 
is not too demanding when compared with regional peers given its strong business network. 
Accordingly, we maintain our “Hold” recommendation on the counter. 

 
Recommendation: Hold 
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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. 
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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. 


