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Investment Summary 
The Year-round Result Turned from Loss to Profit and Earned HK$2.3 Billion Which Is 
Better Than Expected: Cathay Pacific recently reported its result. In 2018, it recorded a 
profit of HK$2.345 billion, compared with a loss of HK$1.259 billion in previous years, 
equivalent to a profit of about HK$0.596 per share, which was better than expected. The 
proposed second interim dividend is HK$0.2 per share and the total annual dividend is 
HK$0.3, a five-fold increase with a 50% dividend rate. 
 
Fuel Costs Have Increased Rapidly, But Losses Have Been Greatly Reduced Due to Fuel 
Hedging: The fuel cost increased by 8.9% in the period due to a 28% increase in fuel price 
and a 1.6% increase in fuel consumption. The losses reduced by 77.3% due to fuel hedging 
and the increase was partly offset. In addition, the Company invested more fuel-efficient 
new models, which reduced fuel consumption by 1.9% per ton of revenue per kilometre. 
 
Business Profits Expanded in H2: Since the second half of 2016, the Company has recorded 
three consecutive six-month operating losses. In H1, driven by a 15.7% yoy increase in total 
revenue and an 8.24% increase in operating expenses, the operating profit turned from 
negative to positive again, reaching HK$697 million. In H2, Cathay Pacific`s total revenue and 
operating expenditure increased by 12.7% and 7.65%, respectively, while its operating profit 
increased to HK$2.898 billion, up by 316% compared with H1. 
 
The Growth Rate of Financial Expenditure Has Shrunk, But the Contribution of Joint 
Ventures Has Declined Significantly: Compared with H1, the financial expenditure in H2 was 
basically flat, up by 16.6% or HK$1.57 billion yoy, reaching HK$1.104 billion, a sharp 
decrease from 24% in H1. However, the profits contributed by the joint ventures decreased 
by 37% or HK$784 million, reaching HK$1.313 billion, reflecting the decline of the results of 
Air China and Air China Cargo. In H2, the shareholders` share of the Company`s profits 
soared by 229% yoy or HK$1.8 billion, reaching HK$2.61 billion. 
 
The Continuous Improvement of Yield of Passenger Transport and Vigorous Cargo Demand 
Sustained in H2: The increase of passenger capacity of the Company (+3.78%) was faster 
than that of the number of passengers (+1.85%). The P L/F decreased slightly by 0.3 ppts to 
84.1% yoy. Due to the improvement of revenue management, the increase of fuel 
surcharges, and the continuing strong demand for first class and business class, the 
increasing trend of yield of passenger continued in H2, and the yield of passenger rose 6.7% 
to HK$0.558 yoy. And overall yield of passenger transport increased by 10.1% to HK$73.12 
billion. 
 
The strong momentum of freight transport business was also continuing. The increased 
demand for special freight transport and transport of imports and exports of higher value 
goods of Asian routes drove the Company`s freight transport yield from HK$1.93 in the 
middle of the year to HK$2.03 in the whole year and carriage rate from 68.3% to 68.8%. The 
growth rate of overall freight transport revenue accelerated from 16.3% in H1 to 18.5% in 
the whole year, reaching HK$28.316 billion. 
 

Accumulate (Maintain) 
CMP HKD 13.7 
(Closing price as at 22 March 2019) 
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KEY FINANCIALS 
HKD mn FY17 FY18 FY19E FY20E 
Net Sales 97,284 111,060 117,020 120,674 
Net Profit -1,259 2,345 4,403 4,840 
EPS, HKD -0.32 0.60 1.12 1.23 
P/E, x (42.8) 23.0 12.2 11.1 
BVPS, HKD 15.53 16.25 16.98 17.62 
P/BV, x 0.9 0.8 0.8 0.8 
DPS (HKD) 0.05 0.30 0.50 0.60 
Div. Yield (%) 0.4% 2.2% 3.6% 4.4% 
Source: Company reports, Phillip Securities Est. 
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Initial Results of the Transformation Plan: Management team said that the 
transformation plan was progressing satisfactorily. During this period, the Company 
restructured the head office`s team structure and appointed a new management and 
leadership team to carry out a series of cost control measures, and achieved certain 
result. The basic cost per ton kilometre (except fuel) increased by only 1.9%, from 
HK$2.14 to HK$2.25. There is one year left for the three-year transformation plan. In 
order to enhance competitiveness, the Company will continue to expand its airline 
network to places where airlines in Hong Kong never arrived, add popular airline 
flights, and operate more fuel-efficient aircraft. It is reported that the Company plans 
to employ at least 2,000 additional staff this year, including crew, pilots and ground 
crew. We believe that this reflects the optimistic expectations of management for the 
future. By the end of last year, Cathay Pacific had employed more than 32,400 
employees worldwide. 
 
Investment thesis 
Operational data in the first month of 2019 showed that passenger transport demand 
was satisfactory, but freight transport demand is lower than that in previous years. 
The prospect of global freight transport business is uncertain due to the impact of the 
progress of Sino-US trade negotiations. However, the Company`s high value-added 
air freight will benefit from the prosperity of e-commerce and cross-border trade, as 
well as the upgrading of consumption of domestic middle class. Based on the revised 
financial forecast, we lift target price to HK$15.7 for the Company, equivalent to 
2019/2020E 0.93/0.89x P/B, reaffirming the accumulate rating. (Closing price as at 22 
March 2019) 
 
Risk 
Surging oil price 
RMB depreciation 
Demand affected by economy 
Transformation program failed 
  
 
CX`s P/B Band 

 
Source: Company, Wind, Phillip Securities Hong Kong Research 
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Peer Comparison 

Source: Company, Wind, Phillip Securities Hong Kong Research 
 
 
 

Financials 
FYE DEC FY15 FY16 FY17 FY18 FY19F FY20F
Valuation Ratios
P/E (X), adj. 9.0 (93.7) (42.8) 23.0 12.2 11.1
P/B (X) 1.125 0.973 0.882 0.843 0.807 0.778
Dividend Yield (%) 3.9% 0.4% 0.4% 2.2% 3.6% 4.4%
Per share data (HK$)
EPS, reported 1.525 (0.146) (0.320) 0.596 1.119 1.230
EPS, adj. 1.525 (0.146) (0.320) 0.596 1.119 1.230
DPS 0.53 0.05 0.05 0.30 0.50 0.60
BVPS 12.18 14.07 15.53 16.25 16.98 17.62
Growth & Margins (%)
Growth
Revenue -3.4% -9.4% 4.9% 14.2% 5.4% 3.1%
EBIT 65.7% -82.3% -77.0% 1426.2% 36.1% 4.6%
Net Income, adj. 90.5% -109.6% NA NA 87.7% 9.9%
Margins
EBIT margin 8.4% 1.6% 0.4% 4.8% 6.2% 6.3%
Net Profit Margin 5.9% -0.6% -1.3% 2.1% 3.8% 4.0%
Key ratios
ROE 12.0% -1.1% -2.2% 3.8% 6.7% 7.1%
Dividend payout ratio 34.8% -34.2% -15.6% 50.3% 44.7% 48.8%

Income Statement (HK$ mn)
Revenue 102,342 92,751 97,284 111,060 117,020 120,674
Operating expenses (95,678) (93,276) (99,563) (107,465) (111,871) (115,485)
   -Jet fuel cost (32,968) (27,953) (31,112) (33,869) (34,872) (36,323)
Profit from operations 6,664 -525 -2,279 3,595 5,149 5,189
Financial costs (1,164) (1,301) (1,761) (2,114) (1,403) (1,152)
Share of profits and losses of associates 1,965 2,049 2,630 1,762 2,140 2,433
Profit before tax 7,465 223 (580) 3,243 5,886 6,470
Tax (1,157) (497) (308) (466) (883) (970)
Profit for the period 6,308 (274) (888) 2,777 5,003 5,499
Minority interests (308) (301) (371) (432) (600) (660)
Net profit 6,000 (575) (1,259) 2,345 4,403 4,840
Source: PSR  
(Financial figures as at 22 March  2019) 
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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.   

© 2019 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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