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Sector : Consumer durables & apparel Non-executive Chairman : Victor FUNG Kwok-king 
HKSE Code : 00494    
Market Price : HK$26.20 (13/08/2008) Managing Director : William FUNG Kwok-lun 
HSI   : 21,293.32 (13/08/2008)    
Shares Issued : 3,461.988 million    
Market Cap. : HK$90,704.1 million    
52-week Hi / Lo : HK$39.50 / HK$21.55    

 

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

Interim Results Highlights 
    

 1H2008 1H2007  
 HK$ million HK$ million Change  
·  Turnover 47,393 37,772 +25.5% 
·  Total margin (gross profit & other revenues) 5,452 4,082 +33.5% 
·  Core operating profit 1,532 1,179 +29.9% 
·  Operating profit 1,538 1,175 +30.9% 
·  Net interest income/ (expense) (195) (46) +325.6% 
·  Share of profit less losses of associated companies 11 8 +27.0% 
·  Profit attributable to shareholders 1,238 1,051 +17.7% 
    
 HK$ HK$  
·  EPS 0.360 0.308 +16.9% 
·  DPS – interim  0.240 0.210 +14.3% 
 

 

·  Li & Fung reported a 17.7% y-o-y rise in net profit to HK$1.238 billion for the six months ended 30th 
June 2008, up from HK$1.051 billion a year earlier.  The Group’s bottom line was mainly driven by 
solid organic business growth in various markets as well as profit contribution from its newly 
acquired units in Europe.  

·  Turnover rose by 25.5% y-o-y to HK$47.4 billion (US$6.1 billion) in 1H08, thanks to solid sales 
growth in the US and increased business scale in Europe. The Group’s total margin (gross profit 
plus other revenues) as a % of sales increased to 11.5% in 1H08 from 10.8% in 1H07, driven by 
the higher margin of the onshore business in the US. The Group’s core operating profit jumped 
29.9% y-o-y to HK$1.53 billion, while the core operating margin inched up 0.11 percentage point to 
3.23%, as a widened margin in the US onshore business helped offset thinner margins in other 
regions. 

·  The Group’s net profit margin narrowed to 2.61% in 1H08 from 2.78% a year earlier, due to a 
higher net interest expense. Li & Fung issued a long-term note in May 2007, and full six-month 
interest charge was accounted for in 1H 2008 when compared with 1H07. 

·  EPS for 1H08 was HK$0.360, against HK$0.308 a year earlier. An interim dividend of HK$0.24 per 
share (1H07: HK$0.21) was proposed, representing a payout ratio of 67% (1H07: 68%). 
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·  Segmental breakdown of core operating profits: 

 1H2008 1H2007  
 HK$ million % HK$ million % Change 
Soft goods 1,279 83.5% 1,002 85.0% +27.6% 
Hard goods 253 16.5% 177 15.0% +43.1% 
Total 1,532 100.0% 1,179 100.0% +29.9% 

Growth in both the soft-goods and the hard-goods businesses stayed robust during 1H2008 
despite sluggish consumer sentiment worldwide. The soft-goods segment reported a 27.6% y-o-y 
rise in core operating profit in 1H08 on a 23.9% y-o-y turnover growth, accounting for 83.5% (1H07: 
85.0%) of the Group’s total, which was driven by those newly acquired units last year. The hard 
goods segment reported a robust 43.1% y-o-y rise in core operating profit on a 29.3% growth in 
turnover, accounting for 16.5% (1H07: 15.0%) of the Group’s total. Both segments continued to 
show stronger margins during 1H08, which helped boost the Group’s core operating profit margin 
to 3.23% from 3.12% a year earlier. 

·  Geographical breakdown of core operating profits: 

 1H2008 1H2007  
 HK$ million % HK$ million % Change 
US 1,032 67.3% 806 68.3% +28.0% 
Europe  350 22.8% 242 20.5% +44.5% 
Canada 57 3.7% 50 4.2% +13.0% 
Australasia 43 2.8% 39 3.3% +10.2% 
Central and Latin America 24 1.5% 21 1.8% +14.4% 
Rest of the world 28 1.8% 22 1.9% +26.9% 
Total 1,532 100.0% 1,179 100.0% +29.9% 

 

The US market stayed as the top profit contributor during 1H08, but Europe has been making a 
bigger contribution, thanks to newly acquired units like Tommy Hilfiger’s operation on the continent. 
For the first half, Europe reported a 44.5% y-o-y rise in core operating profit, accounting for nearly 
23% (1H07: 20.5%) of the Group’s total. Nonetheless, core operating margins in various regions 
except the US softened in 1H08, mainly due to rising raw material costs and seasonality. 

 

Outlook & Prospect 
 

·  The shopping cart still moves on Li & Fung has sealed six acquisitions so far this year. They 
included two deals in the health, beauty and cosmetics (HBC) area, two ladies garment firms in HK, 
a licensed T-shirt merchandiser and a handbag importer in the US. The Group revealed that it 
would keep looking for acquisition opportunities as there are good bargains amid sluggish 
economies and credit crunch worldwide. 

·  Management continue to stay bullish Li & Fung outlined its new 3-year (2008-2010) plan in 
March 2008 - turnover of US$20 billion and core operating profit of US$1 billion by 2010, and 2x 
operating leverage (growth in core op. profit / turnover growth). The Group management said they 
remain bullish ahead, as a growing market share would help them to fulfil the goal. Meanwhile, the 
Group expected top-line growth to sustain in 2H amid healthy X’mas orders. 

·  Optimizing corporate structure amid global expansion Li & Fung has been expanding 
aggressively worldwide in order to grasp a higher market share. In order to enhance efficiency, the 
Group has formed 10 hub offices to overlook 80 regional offices worldwide, while the 10 hub 
offices will in turn report to the Hong Kong headquarters. With the new business structure, the 
Group could speed up its supply chain among different time zones, which would further strengthen 
its leading position in the global outsourcing market. 

·  Short-term weakness on rich valuation Thanks to a rising trend for outsourcing, the Group’s 
business stayed healthy in 1H08 despite financial turmoil in the US and Europe. Nonetheless, 
trading at a rich 25x FY08E P/E, the counter is expected to underperform in the near term. 

Recommendation: Underperform 
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