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Rating: Accumulate 

Cathay Pacific (293.HK) 
2014H Result Brief Takeaways  
 

HONG KONG | AIR TRANSPORTATION | COMPANY UPDATES 
 

 
Maitained at Accumulate 

• The 1H turnover increased by 4.6%, reaching 50.84 billion Yuan. The net profit 
increases by 13.46 times yearly, reaching 347 million Yuan, with the earnings 
per share of 8.8 cents. Interim dividend per share stood 10 cents, slightly 
lower than our and the market's consistent expectation. 

• On the whole, the passenger business tends to improve. The load factors 
increased by 2.3%, reaching 83.6%.  The passenger volume rose by 8.3%.  
While the yield is under pressure all sidedly, dropping by 2.4 cents, reaching 
0.666 Hong Kong dollars. 

• Freight business keeps weak. The weight of carried cargos and mails 
increased by 8.5% yearly, reaching 8.04 billion tons. The cargo load factor 
slightly increases by 0.08%, reaching 63.2%. But the yield dropped by 16 cents 
or 6.9%, reaching 2.17 Hong Kong dollars. 

• Benefiting from 1.02 billion hedge earnings brought by the company's hedged 
operation when the oil price dropped, the ratio of net amount of fuel cost in 
the total operation amount decreased by 0.09%, reaching 37.9%, making the 
cost per ATK with fuel decreased by 3.3%, reaching 3.57 Hong Kong dollars, 
which significantly boosts the performance.  

• The company recorded a loss of 265 million in investment earning, which is 
because that Air China, 20.13% of whose stock is held by Cathay Pacific 
Airways, is severely hit by the downturn of domestic industry and the 
depreciation of RMB exchange rate since the beginning of the year changing 
from appreciation. 

 
How we view this 
While from the middle of the year, the exchange rate of RMB begins to appreciate 
slightly. It is supposed to repair the exchange earning of Air China, so as to benefit 
the investment premium of the company to rebound in the second half year. 
However, the slowdown of domestic macroeconomic increase and the weakening 
of official business demand will be negative factors to restrict the thorough 
rebound of earnings of Air China.  On the other hand, as the airline business 
enters the traditional peak period, there is space for the increase speed of the 
demand of international airline to continuously improve. For example, America 
routes will continue to benefit from American economic recovery; the demand for 
travels to Southeast Asian countries like Thailand is expected to recover with the 
political stability. The expectation should not be too high. 
 
Investment Action 
From the revised financial forecast, we revised our target price to HK$16.84, 
based on 17.5/13.3xP/E in2014/2015, and the suggestions of “Accumulate” rating 
be given. 
 

 
 

 

Target Price (HKD)
Forecast Dividend (HKD)
Closing Price (HKD)
Potential Return
Company Description

Raw  Beta (Past 2yrs w eekly data) 0.95

Market Cap. (HKD bn) 58,457

Enterprise Value (HKD mn) 100,937

52 w eek range (HKD) 13 - 17.26

Closing Price in 52 w eek range

Major Shareholders
1.Sw ire Pacif ic Limited 45.00%

2.China National Aviation Holding Company 29.99%

Valuation Method

PE&PB

Analyst

Zhang Jing

zhangjing@phillip.com.cn
+86 63512937

As a member of Onew orld Alliance, Cathay Pacific (CX) is the major
airline in HK, operating 184 aircrafts. CX ranks as the global 7th largest
airline by operating profit and the 4th in freight ton km. CX holds 20.13%
shares in Air China, and its w holly ow ned Air HK and Dragonair provide
all cargo service and f lights betw een HK and key mainland respectively.
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Key Financial Summary

FYE 12/12 12/13 12/14F 12/15F

Revenue (HK$ mn) 99,376 100,484 106,785 114,654

Net Profit, adj. (HK$ mn) 916 2,620 3,793 4,965

EPS, adj. (HK$) 0.23 0.67 0.96 1.26

P/E (X),adj. 63.8 22.3 15.4 11.8

BVPS (HK$) 14.57 15.99 16.61 17.51

P/B (X) 1.0 0.9 0.9 0.8

DPS (HK$) 0.08 0.22 0.36 0.48

Div. Yield (%) 0.5% 1.5% 2.4% 3.2%

Source: Bloomberg, PSR est.

*All multiples & yields based on current market price



Cathay Pacific (293.HK) 
19 August 2014 
 

Page | 2 
 

 

Earn 13.5 times more than before, reaching 350 million in the middle stage, but 
lower than expectation 
Cathay Pacific Airways announced the performance of half a year by the end of 
June this year. The turnover increased by 4.6%, reaching 50.84 billion Yuan. The 
net profit increases by 13.46 times yearly, reaching 347 million Yuan, with the 
earnings per share of 8.8 cents. Interim dividend per share increased by 4 cents 
yoy, stood 10 cents. There is a clear rise in the performance (because the cardinal 
number of last year is very low), but the performance is still not reach our and the 
market's consistent expectation. 
 
Fig 1. Brief view of CX’s 2014H Result 

 
Source: Company, PSR 
 
 
Passenger transportation demand continues to improve, only the yield is under 
pressure all sidedly 
In the first half year, the company carried 15.437 million passengers, increasing by 
6.5% yearly. The passenger volume rose by 8.3%. On the whole, the passenger 
business tends to improve. The load factors increased by 2.3%, reaching 83.6%. But 
all airlines performed differently: there is a great demand for tours from Hong 
Kong; a strong demand continuously appears in tours to North Asia (Japan, Korea 
and Taiwan), commercial business trips, students' trips and leisure trips to London, 
and airlines from North America. Due to local political unrest or fierce competition 
or other factors, airlines to and from Southeast Asia, South Africa, the Middle East, 
Canada, India, etc., are adversely affected. The yield is under pressure all sidedly, 
dropping by 2.4 cents, reaching 0.666 Hong Kong dollars. The load capacity of the 
first half year is 5.3% higher than that of the corresponding period of last year, 
reflecting the new airlines entering the market and the rising number of long-haul 
routes. Cathay Pacific Airways still maintains 6-7% for the load capacity increase 
index this year. 
Fig 2. 2014H Operation Statistics 

 
Source: Company, PSR 
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Fig 3. Monthly Passenger traffic 
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Source: Company, PSR 
 
Freight business keeps weak 
The freight business of the company has been weak since 2011. In this first half 
year, the weight of carried cargos and mails increased by 8.5% yearly, reaching 
8.04 billion tons. The cargo load factor slightly increases by 0.08%, reaching 63.2%. 
But the yield dropped by 16 cents or 6.9%, reaching 2.17 Hong Kong dollars. The 
main reasons are excessive supply and increasing number of self-equipped freight 
carriers of logistic companies. In order to improve the efficiency, the company puts 
back 6 747-400F freight carriers. Now 13 747-8F freight carriers, which consume 
fuel more economically, are put into operation. New freight stations have started 
to handle goods for external customers since May. We expect that it will 
accelerate the lessening of loss in this business.  
Fig 4. Monthly Freight traffic 
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Source: Company, PSR 
 
Fig 5. Passenger Load Factor of Cathay (%) 
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Source: Company, PSR 
Fig 6. Cargo Load Factor of Cathay (%) 
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Hedging gains assisting the percentage of fuel cost continues to decrease 
Benefiting from quickening the decommissioning of old types and introducing new 
types of better fuel efficiency, the total volume of fuel cost increased by 5.2% 
compared to the same period, lower than the rate of increase in passenger 
capacity and load capacity. What's more, benefiting from 1.02 billion hedge 
earnings brought by the company's hedged operation when the oil price dropped, 
the ratio of net amount of fuel cost in the total operation amount decreased by 
0.09%, reaching 37.9%, making the cost per ATK with fuel decreased by 3.3%, 
reaching 3.57 Hong Kong dollars, which significantly boosts the performance. The 
hedging will last till 2017. For this year and next year, hedge ratio is about 44-47%. 
In 2016 and 2017, it will be about 25%. The benefit of cost control of the company 
continues to appear, out of a 0.9% decrease of cost per ATK without fuel, which is 
2.16 Hong Kong dollars.  
 
Fig 7. Fuel hedging 

 
Source: Company, PSR 
 
The investment premium from Air China is expected to bounce back 
In the period, the company is recorded a loss of 265 million in affiliated company, 
which is the worst since the financial crisis in 2008. The performance of Air China, 
20.13% of whose stock is held by Cathay Pacific Airways, is severely hit by the 
downturn of domestic industry and the depreciation of RMB exchange rate since 
the beginning of the year changing from appreciation. It is a negative impact on 
the investment premium of the company. While from the middle of the year, the 
exchange rate of RMB begins to appreciate slightly. It is supposed to repair the 
exchange earning of Air China, so as to benefit the investment premium of the 
company to rebound in the second half year. However, the slowdown of domestic 
macroeconomic increase and the weakening of official business demand will be 
negative factors to restrict the thorough rebound of earnings of Air China. The 
expectation should not be too high. 
 
Valuation and Rating 
As the airline business enters the traditional peak period, there is space for the 
increase speed of the demand of international airline to continuously improve. For 
example, America routes will continue to benefit from American economic 
recovery; the demand for travels to Southeast Asian countries like Thailand is 
expected to recover with the political stability. The risk of going down lies in the 
remaining fierce industrial competition, or the pressure posed by the improvement 
of yield. After overall consideration, according to the latest earnings predict, we 
adjust the target price of the company of 12 months to 16.84 Hong Kong dollars, 
corresponding to 17.5/13.3 times of 2014/2015 prospective PE ratio, 1.0/1.0 times 
of prospective price-to-book. The valuation is at a historically low level, reiterating 
"accumulate" rating. 
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Fig 8. Peer’s comparison 

名称名称名称名称

NAME TICKER P/E Est P/BV Market Cap (USD)

国泰航空 CATHAY PACIFIC AIRWAYS 293 HK Equity 12.52 0.86 7481146368

达美航空有限公司 DELTA AIR LINES INC DAL US Equity 10.72 2.04 32481019904

美国航空集团公司 AMERICAN AIRLINES GROUP INCAAL US Equity 6.18 4.90 28220829696

西南航空 SOUTHWEST AIRLINES CO LUV US Equity 15.29 2.44 20389771264

联合大陆控股公司
UNITED CONTINENTAL HOLDINGSUAL US Equity 8.65 2.94 17188165632

瑞安航空股份有限公司 RYANAIR HOLDINGS PLC RYA ID Equity 13.41 2.42 12586602496

国际统一航空集团 INTL CONSOLIDATED AIRLINE-DIIAG LN Equity 8.12 1.59 11340508160

新加坡航空公司 SINGAPORE AIRLINES LTD SIA SP Equity 24.25 0.87 9331424256

全日空控股有限公司 ANA HOLDINGS INC 9202 JP Equity 21.61 1.13 8675063808

易捷航空公司
EASYJET PLC EZJ LN Equity 10.22 2.03 8556401664

中国国航 AIR CHINA LTD-A 601111 CH Equity 12.48 0.83 7933796864

中国国航 AIR CHINA LTD-H 753 HK Equity 12.48 0.83 7924519424

德国汉莎航空公司 DEUTSCHE LUFTHANSA-REG LHA GR Equity 6.33 0.89 7890556416

东方航空 CHINA EASTERN AIRLINES CO-A600115 CH Equity 10.28 0.80 4899825664

东方航空 CHINA EASTERN AIRLINES CO-H670 HK Equity 10.28 0.80 4898233344

南方航空 CHINA SOUTHERN AIRLINES CO-A600029 CH Equity 9.60 0.58 3826171648

南方航空
CHINA SOUTHERN AIRLINES CO-H1055 HK Equity 9.60 0.58 3824929280

海南航空 HAINAN AIRLINES CO-A 600221 CH Equity 10.45 1.01 3655703296

捷蓝航空公司 JETBLUE AIRWAYS CORP JBLU US Equity 14.34 1.39 3476060160

AIR FRANCE-KLM AIR FRANCE-KLM AF FP Equity 9.16 0.91 2952759552

澳大利亚航空有限公司 QANTAS AIRWAYS LTD QAN AU Equity N.A. 0.61 2618728704

加拿大航空公司
AIR CANADA-CLASS A AC/A CN Equity 4.78 N.A 2102055168

亚洲航空有限公司 AIRASIA BHD AIRA MK Equity 9.22 1.11 2091201152

大韩航空有限公司 KOREAN AIR LINES CO LTD 003490 KS Equity 42.80 0.76 1930302592

华航 CHINA AIRLINES LTD 2610 TT Equity 27.80 1.00 1728877952

长荣航 EVA AIRWAYS CORP 2618 TT Equity 16.51 1.17 1582857088

马来西亚航空系统有限公司MALAYSIAN AIRLINE SYSTEM BHDMAS MK Equity N.A. 1.77 1351061888

维珍澳大利亚控股有限公司VIRGIN AUSTRALIA HOLDINGS LTVAH AU Equity N.A. 1.25 1244142848

泰国国际航空股份有限公司THAI AIRWAYS INTERNATIONALTHAI TB Equity N.A. 0.74 1109396608

韩亚航空
ASIANA AIRLINES 020560 KS Equity 38.67 1.01 867926144

JET AIRWAYS INDIA LTDJET AIRWAYS INDIA LTD JETIN IN Equity N.A. N.A 440828768  
Source: Bloomberg, PSR 
 
 



Cathay Pacific (293.HK) 
19 August 2014 
 

Page | 6 
 

 

 
 
 

FYE DEC FY11 FY12 FY13 FY14F FY15F
Valuation Ratios
P/E (X), adj. 10.6 63.8 22.3 15.4 11.8
P/B (X) 1.0 1.0 0.9 0.9 0.8
Dividend Yield (%) 3.5% 0.5% 1.5% 2.4% 3.2%
Per share data (HK$)
EPS, reported 1.40 0.233 0.666 0.964 1.262
EPS, adj. 1.40 0.233 0.666 0.964 1.262
DPS 0.52 0.08 0.22 0.36 0.48
BVPS 14.19 14.57 15.99 16.61 17.51
Growth & Margins (%)
Growth
Revenue 9.9% 1.0% 1.1% 6.3% 7.4%
EBIT -47.1% -66.3% 89.3% 34.6% 24.0%
Net Income, adj. -60.8% -83.3% 186.0% 44.8% 30.9%
Margins
EBIT margin 7.3% 2.4% 4.6% 5.8% 6.7%
Net Profit Margin 5.6% 0.9% 2.6% 3.6% 4.3%
Key ratios
ROE 10.0% 1.6% 4.4% 5.9% 7.4%
Dividend payout ratio 37.2% 34.4% 33.0% 37.3% 38.0%

Income Statement (HK$ mn)
Revenue 98,406 99,376 100,484 106,785 114,654
Operating expenses (92,906) (97,588) (96,724) (101,439) (107,981)
   -Jet fuel cost (38,877) (40,470) (38,132) (39,037) (41,390)
Profit from operations 5,500 1,788 3,760 5,346 6,673
Financial costs (744) (884) (1,019) (1,152) (1,273)
Share of profits and losses of associates 1,717 641 838 843 1,003
Profit before tax 6,473 1,545 3,579 5,037 6,403
Tax (803) (417) (675) (942) (1,121)
Profit for the period 5,670 1,128 2,904 4,095 5,282
Minority interests (169) (212) (284) (302) (317)
Net profit 5,501 916 2,620 3,793 4,965
Source: PSR 
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Total Returns Recommendation Rating
> +20% Buy 1
+5% to +20% Accumulate 2
-5% to +5% Neutral 3
-5% to -20% Reduce 4
<-20% Sell 5

We do not base our recommendations entirely on the  above quantitative return bands.
We consider qualitative factors like (but not limited to) a stock's risk rew ard profile, market
sentiment, recent rate of share price appreciation, presence or absence of stock price
catalysts, and speculative undertones surrounding the stock, before making our f inal
recommendation

Ratings History

PSR Rating System

Remarks
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0

5

10

15

20

25

Jul-08

Jan-09

Jul-09

Jan-10

Jul-10

Jan-11

Jul-11

Jan-12

Jul-12

Jan-13

Jul-13

Jan-14

Jul-14

Market Price
Target Price



Cathay Pacific (293.HK) 
19 August 2014 
 

Page | 8 
 

 

PHILLIP RESEARCH STOCK SELECTION SYSTEMS 

 
We do not base our recommendations entirely on the above quantitative return bands.  We consider qualitative factors like (but not limited 
to) a stock's risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and 
speculative undertones surrounding the stock, before making our final recommendation 
 
GENERAL DISCLAIMER 
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the 
terms and limitations set out below.  
 
This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct 
or consequential loss arising from any use of material contained in this publication.  
 
The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any 
analysis, forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are 
expressions of belief only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such 
information or Research is accurate, complete or verified or should be relied upon as such. Any such information or Research contained in this publication is 
subject to change, and Phillip Securities shall not have any responsibility to maintain the information or Research made available or to supply any 
corrections, updates or releases in connection therewith. In no event will Phillip Securities be liable for any special, indirect, incidental or consequential 
damages which may be incurred from the use of the information or Research made available, even if it has been advised of the possibility of such damages.  
 
Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at 
any time without prior notice.  
 
This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs 
of any particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should 
seek advice from a financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or 
particular needs of that person, before making a commitment to invest in any of such products. 
This publication should not be relied upon as authoritative without further being subject to the recipient’s own independent verification and exercise of 
judgment. The fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a 
representation that any product described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products 
which may be described in this publication involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions 
involving such products should not be made unless all such risks are understood and an independent determination has been made that such transactions 
would be appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to be a disclosure of all risks or a 
complete discussion of such risks.  
 
Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in 
this research should take into account existing public information, including any registered prospectus in respect of such security. 
 
Disclosure of Interest 
Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation 
covered in this report. 
Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial 
interest of 1% or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed 
corporation. 
 
Availability 
The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country 
where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any 
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction. 
 
Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear 
responsibility for any loss occasioned by reliance placed upon the contents hereof.  PSHK (or its affiliates or employees) may have positions in relevant 
investment products. For details of different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.   

© 2014 Phillip Securities (Hong Kong) Limited 

Total Return Recommendation Rating Remarks 
>+20% Buy 1 >20% upside from the current price 

+5% to +20% Accumulate 2 +5% to +20%upside from the current price 
-5% to +5% Neutral 3 Trade within  ± 5% from the current price 
-5% to -20% Reduce 4 -5% to -20% downside from the current price 

<-20% Sell 5 >20%downside from the current price 
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