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Cathay Pacific (293 HK)

Favorable Business Indicators and Constant Financial Improve

Hong Kong | Air | Update Report

Investment Summary

Performance Rebounds Strongly in the First Half of 2023 with Second Highest Net Profit of
HKS4.3 Billion

Acoording to Cathay Pacific Airways Limited ("Cathay Pacific" or the "Company") FY2023H
result: the Company recorded revenue of HK$43,593 million, up by 135% yoy, which
recovered to 81.4% of that in the same period of 2019 (specifically, passenger revenue and
cargo revenue recovered to 73.6% and 108% of those in the same period of 2019,
respectively). Operating costs stood at HK$36,957 million, accounting for 72.4% of that in
the first half of 2019. The attributable profit amounted to HKS$4,268 million, which
significantly made good a deficit (the loss in the same period of 2022 was HK$4,999 million),
and was substantially greater than the figure of HKS1,347 million in the first half of 2019.
The corresponding basic earnings per share were approximately HK61.5 cents.

Specifically, a portion of the attributable profit came from a one-off non-cash gain of HK$1.9
billion recognized in the current period: Air China completed A-share seasoned equity
offering in January 2023, thus diluting the shareholding of Cathay Pacific in Air China (down
from 18.13% to 16.26%), which was regarded as a sale of some shares in Air China..

Favorable Business Indicators and Constant Financial Improve

The passenger load factor of Cathay Pacific in the Reporting Period jumped by 28 percentage
points yoy to 87.2%, higher than the figure of 84.2% in the same period before the pandemic
(i.e. the first half of 2019, the same below), as driven by the increase in transfer passengers
after the resumption of normal traveler clearance between Hong Kong and the Chinese
Mainland as well as the surge in demand of flights to Europe and America. Due to the
growth of transport capacity, ticket rates fell from the historic high. Meanwhile, the
passenger yield declined by 32% yoy to HK77.4 cents, which still greatly exceeded that of
HK54.9 cents in the same period before the pandemic. However, the cargo load factor and
the cargo yield decreased, as the boom in the pandemic period waned, by 12 percentage
points and 51.7% yoy to 63.8% and HK$2.76, respectively, which were 0.4 percentage points
and HKS0.88 higher than the pre-pandemic levels.

Fuel Costs Allow Rate Cuts, Burdens from Associates Will Decrease

With respect to costs, the Company's net fuel costs leaped by 304% yoy to HKS$10,635
million, accounting for 72% of the pre-pandemic level, because of the growth in fuel
consumption of HKS$6.5 billion following the work resumption of many planes and the year-
on-year decrease of fuel hedging gains of HKS1.51 billion. Nevertheless, unit costs were
largely diluted due to the rising business volume. The cost per ton-kilometer (including
fuel)fell from HKS$5.88 to HK$3.35, which was HKS3.12 before the pandemic. Additionally,
the cost per ton-kilometer less fuel decreased from HKS$5.19 to HKS2.34, which was HKS$2.23
before the pandemic. As of December 11, the trading price of Brent crude oil futures was
approximately US$75.67 per barrel, dropping by more than 20% from the peak value of
approximately US$97 per barrel in September. We expect fuel costs will continue to
decrease.
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KEY FINANCIALS

HKD mn FY22 FY23E FY24E FY25SE
Net Sales 51,036 91,110117,048135,506
Net Profit 7,162 8,379 9,829 12,227
EPS, HKD -1.11 130 151 184
P/E, x NA 63 54 44
BVPS, HKD 9.92 10.19 10.86 11.88
P/BV, x 08 08 07 07
DPS (HKD) 000 000 015 0.60
Div. Yield (%) 0.0% 00% 1.8% 7.4%

Source: Company reports, Phillip Securities Est.
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Cathay Pacific has maintained positive operating cash flow since the beginning of
2023. Moreover, it has redeemed 50% of preference shares recently, and plans to
redeem the rest 50% by the end of July 2024. Then, the Company will hopefully
restore dividend distribution.

The Company recorded the attributable losses of associates of HK$2.62 billion in the
first half of the year, mainly because of Air China's loss of RMB13.4 billion in the
accounting period. Fortunately, the Company's burden from associates will
significantly decrease, since Air China turned losses into profits of RMB3.72 billion in
the second half of the year.

Investment thesis

As of the end of June 2023, the Company had 225 planes, including 35 cargo aircraft
(including rented ones). Furthermore, Cathay Pacific has recently announced its plan
to purchase 32 passenger aircraft and six cargo aircraft, which will be conducive to
expanding outlets and strengthening efficiency. The Company has gotten back on
track, after the three-year hardship of the pandemic, and, driven by both demand
and supply, will further regain its profitability.

At present, the corresponding price-to-book ratio of the stock price is less than 0.8
times, which is the lowest point in the past 20 years.

Based on the revised financial forecast, we lift target price to HKS10 for the Company,
equivalent to 2023/2024/2025E 0.98/0.92/0.84 x P/B, reaffirming the buy rating.
(Closing price as at 23 February)

Risk

Surging oil price

RMB depreciation

Demand affected by economy
Transformation program failed
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CX’s Forward P/B trend

293 HK Equity

Source: Company, Bloomberg, Phillip Securities Hong Kong Research

Financials
FYE DEC FY21 FY22 FY23F FY24F FY25F
Valuation Ratios
P/E (X), adj. NA NA 6.3 54 4.4
P/B (X) 0.725 0.820 0.798 0.749 0.685
Dividend Yield (%) 0.0% 0.0% 0.0% 1.8% 7.4%
Per share data (HK$)
EPS, reported (0.951)  (1.113) 1.302 1.510 1.842
EPS, adj. (0.951)  (1.113) 1.134 1.322 1.782
DPS 0.00 0.00 0.00 0.15 0.60
BVPS 11.22 9.92 10.19 10.86 11.88
Growth & Margins (%)
Growth
Revenue -2.9% 12.0% 78.5% 28.5% 15.8%
EBIT -81.3% 28.6% -546.3% 10.7% 23.4%
Net Income, adj. -712.0% 17.0% -217.0% 17.3% 24.4%
Margins
EBIT margin -5.3% -6.1% 15.3% 13.2% 14.1%
Net Profit Margin -13.4%  -14.0% 9.2% 8.4% 9.0%
Key ratios
ROE -7.5%  -10.5% 12.9% 14.3% 16.2%
Dividend payout ratio 0.0% 0.0% 0.0% 9.9% 32.6%
Income Statement (HK$ mn)
Revenue 45,587 51,036 91,110 117,048 135,506
Operating expenses (46,037)  (47,490) (77,567)  (101,247)  (117,077)
-Jet fuel cost (7,031)  (10,488) (23,069) (33,359) (40,652)
Profit from operations -450 3,546 15,991 15,801 18,429
Financial costs (2629) (2909) (3182) (3252) (3281)
Share of profits and losses of associates (1985) (6677) (2017) (333) 6353
Profit before tax (6,057)  (6,040) 10,792 12,216 15,478
Tax 531 (507) (1,856) (2,077) (3,250)
Profit for the period (5,526)  (B,547) 8,936 10,140 12,227
Minority interests 1 1 1 1 1
Net profit (6,123)  (7,162) 8,379 9,829 12,227
Source: PSR

(Closing price as at 23 February)
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

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

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.
© 2024 Phillip Securities (Hong Kong) Limited
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