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LI & FUNG LIMITED (利豐) 
 

Sector : Conglomerates Non-executive Chairman : Victor FUNG Kwok-king 
HKSE Code : 0494    
Market Price : HK$31.85 (27/03/2008) Managing Director : William FUNG Kwok-lun 
HSI   : 22,664.22 (27/03/2008)    
Shares Issued : 3,452.906 million    
Market Cap. : HK$109,975.0 million    
52-week Hi / Lo : HK$39.50 / HK$22.40    

 

SUMMARY OF THE FINAL RESULTS FOR THE YEAR ENDED 31ST DECEMBER 2007 

Final Results Highlights 
    

 FY2007 FY2006 
 HK$ million HK$ million Change 
• Turnover 92,460 68,010 +36.0%
• Core operating profit 3,187 2,344 +35.9%
• Gain on disposal of properties 457 72 +536.0%
• Amortization of intangible assets arising from business 

combinations (19) - N/A
• Operating profit 3,600 2,412 +49.2%
• Net interest income/ (expense) (291) (50) +487.9%
• Share of profit less losses of associated companies 5 11 -53.3%
• Profit attributable to shareholders 3,060 2,202 +39.0%
  
 HK$ HK$ 
• EPS 0.895 0.671 +33.4%
• DPS – interim  0.210 0.160 +31.3%
• DPS – final 0.500 0.390 +28.2%
• DPS – total 0.710 0.550 +29.1%
 

 

• Li & Fung reported a solid 39.0% y-o-y rise in net profit to HK$3.06 billion for the year ended 31st 
Dec 2007. However, the results were below market expectations of HK$3.34 billion, mainly due to 
rising sales cost pressure, higher goodwill amortization following acquisition over the past year and 
a jump in interest expense. 

 
• Turnover grew 36.0% y-o-y to HK$92.5 billion (US$11.9 billion) in FY07, completing its full-year 

turnover target of US$10 billion per financial year set out in the 2005-2007 three-year plan. The 
Group’s total margin (gross profit plus other revenues) as a % of sales dipped to 11.12% in FY07 
from 11.24% a year earlier, mainly diluted by KarstadtQuelle’s lower margin business. 

 
• EPS for FY07 was HK$0.895, against HK$0.671 a year earlier. A final dividend of HK$0.50 (FY06: 

HK$0.39) per share was proposed, bringing the full-year dividend payout to HK$0.71 (FY06: 
HK$0.55), which represented a payout ratio of 79%, slightly down from 82% a year earlier. 
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• Segmental breakdown of core operating profits: 

 FY2007 FY2006 
 HK$ million % HK$ million % Change 
Soft goods 2,364 74.2% 1,799 76.7% +31.4% 
Hard goods 823 25.8% 545 23.3% +50.9% 
Total 3,187 100.0% 2,344 100.0% +35.9% 

Li & Fung’s soft-goods business saw a solid 31.4% y-o-y rise in core operating profit in FY07 on a 
38.2% y-o-y turnover growth, accounting for 74.2% (FY06: 76.7%) of the Group’s total. It was 
driven by solid organic growth as well as contributions from the newly acquired sourcing business 
of Tommy Hilfiger and Regatta. Hard goods business reported an even stronger 50.9% y-o-y jump 
in core operating profit on a 31.2% rise in turnover, accounting for 25.8% (FY06: 23.3%) of the 
Group’s total. Both segments reported healthy margins for FY07, which helped maintain the 
Group’s core operating profit margin at 3.45% in FY07. 

• Geographical breakdown of core operating profits: 

 FY2007 FY2006 
 HK$ million % HK$ million % Change 
US 2,067 64.9% 1,639 69.9% +26.1% 
Europe  767 24.1% 435 18.5% +76.5% 
Canada 130 4.1% 109 4.6% +19.1% 
Australasia 97 3.1% 67 2.9% +45.4% 
Central and Latin America 57 1.8% 40 1.7% +44.0% 
Rest of the world 68 2.1% 55 2.3% +24.4% 
Total 3,187 100.0% 2,344 100.0% +35.9% 

 

The US market stayed as the top profit contributor in FY07, reporting a 26.1% rise in core 
operating profit to HK$2.1 billion, which accounted for 64.9% (FY06: 69.9%) of the Group’s total, 
thanks to the Group’s establishment of US onshore business since 2004. The European segment 
registered the strongest profit growth, largely driven by the contribution from KarstadtQuelle.  

 
Outlook & Prospect 
 

• Expanding into health, beauty and cosmetics business Li & Fung is extending its foothold in 
health, beauty & cosmetics (“HBC”) business via the acquisition of C Group and Peter Black last 
year. In 2008, the Group further enhance its HBC portfolio by buying the full control of C.D.P. Asia – 
an integrated manufacturer of point-of-purchase systems and solutions provider for global HBC 
brands. HBC expansion should help diversify and complement its soft-goods segment. 

• Setting another three-year plan Li & Fung has revealed a new three-year plan for 2008-2010. 
Annual turnover is expected to reach US$20 billion by 2010, representing an expected CAGR of 
19% during the 2008-2010 period. Core annual operating profit is targeted to reach US$1 billion by 
2010, up by more than 1.4x from FY07, representing a CAGR of nearly 35% in 2008-2010. 

• Next strategic move – onshore business expansion in Europe & China Since establishment in 
2004, Li & Fung’s US onshore business has been proceeding well and made a good contribution. 
The Group is now planning to expand its onshore business into Europe and China, leveraging on its 
existing onshore business platform and expertise in the US. Meanwhile, Li & Fung said it would set 
aside US$100 million for small acquisitions this year, and it may come to financial markets for 
additional capital on large potential deals. 

• Further expansion to enhance earnings quality Despite a possible recession in the US, Li & 
Fung said its order book stays strong so far in 2008. Trading at 26x FY08E P/E, we recommend a 
“HOLD” on the counter, as we should see the Group’s sourcing business further strengthen and 
earnings quality further improve in the next three years. 

Recommendation: HOLD 
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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. 
 


