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Abstract

To most companies, making profits is the ultimate goal for its management. It's
inevitable for any corporations to pursue next expansion when the current business is
matured or looking for another opportunity, which may bring in more profits or
revenue growth. However, in the case of BenQ merging Siemens, it showed us how
hard for a smaller enterprise trying to purchase a big business, which might burn
thousands of its capitals, without sufficient cash flow support.

Likewise, the prestigious Hutchison Whampoa Limited (HWL) Group owned by the
most fortuned person in Asia, Li Ka-shing, started form a small company running for
Ports and related Service, but now has become the conglomerate with multiple core
business ,comprising Ports, Retails, Hotels, Infrastructure, Energy and
Telecommunication within only 33years since 1977.This achievement came from a
company , which being considered as very conservative on its financial strategy by
having low debt ratio and leverage and keep high cash reserved. Especially, the HWL
kept loss money in the past eight years since it decided to jump into the 3G
telecommunication, which required a lot of initial capital expenditure before profits in
the year 2002. On the surface, the market downgraded its performance and none were
optimistic to its dared investment. However, the HWL not only just survive,
meanwhile its global business on Retails and telecommunication has drastic growth
and expansion in these years. In other words, this heavy burden didn't embroil HWL
like what Siemens cell phone business to BenQ. On the contrary, after this test, the
HWL became the global 3G leader and build up a barrier that other competitor hard to
Cross.

In this paper, | am going to analysis and elaborate the cash flow management strategy
of the HWL by dissecting its financial statements through the profit model method. To
realize its unique philosophy by using the strategy of multiple business diversification,
globalization, flexibility of financial action to boost the liquidity of cash flow and
generate more free cash flow (FCF) afterwards. Now, this past conservative corporate
has turned out to be the furious merger expertise and being considered as the icon of
the business expansion by setting up a new model, which can be referenced. Recently,
the famous Taiwan finance corporate —Fubon group has taken the similar strategy as
HWL and gains a bright result. Hence, it proves that its business model on
incorporating cash flow on expansion is worthy to have more attentions and could be
a good path for more Taiwan industries to follow.
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Chapter 1 Introduction -The Cash Flow Management

1.1 The meaning and importance of Free Cash flow (FCF) to

Corporate Expansion

It is naturally for ordinary investors to relate the performance of
company with its ability of profits making, hence, like the revenues,
earning per shares (EPS) have become the most popular indexes, which
will attract more attentions. Indeed, making more profits is the ultimate
goal of any companies, but it does not mean a company with high profit
margin, especially for which only has single operational business, could
successfully turn its profits into real cash for the company income but
without any cash flow risk at all time. Therefore, how to generate the
continuing positive free cash flow has become another important issue
for corporate management, especially the free cash flow, which refers to
the controllable cash after deducting all the required cost and expense.
For company, it means that having sufficient money, which can be
exercised for issuing the dividends, purchasing stocks back or continuing
investing. Therefore, comparing with others, the free cash flow (FCF) is
the more accurate indicator of the corporate financial performance,
which is more clearly reflecting the practical management situation

regarding its sustainability and potential growth of the future.

Formula:

Free Cash Flow= Operating Cash Flow - Capital Expenditure

( CAPEX )



Notwithstanding, most of the investors in the market put attention on the
net profits(NP) of the company, however, in fact, the FCF can be more
honestly reflect the quality of the operation and the financial condition of
the company. The company with sufficient free cash flow can also
indicate its strong capability of expanding its current business and creating
more incomes. However, it still cannot directly conclude that the company
with negative or low FCF refers to poor performance or having any
operational troubles before figuring out the cause of its financial
management and business operation. For example, including the
expansion of the production scale and the expenditure on products R&D
may lead to the decreasing and drop of the FCF. Especially for those
companies happen to be at the expansion stage, which requires abundant
cash, its FCF may remain negative in a certain period. However, it doesn't
mean that this company is in trouble, and not worth to invest; on the
contrary, it may represent the potential to bring in more revenues in the
future, once there are practical feedback return from its investments.
Hence, the FCF indicator is much more meaningful to a matured company,
which is ongoing its expansion strategy. During the expansion, the
company will have new emerging needs of capital scale and structure,
meanwhile the original self owned cash will be insufficient at mean time.
Usually it accompanies with the rapid increasing debits, more often turn to
support the long-term investment by short period loan(due in a short time),
once the chain of its cash flow is broken, the company will suffer the
disastrous and crisis of the management. Hence, once watching a
company's FCF is decreasing, we may easily relate to the increasing

burden of its cash flow, in other words, this company has gradually lost
2



the ability of making profits. That makes the FCF so important to the
company especially in the expansion stage; it not only represents the
bullets for its expansion, but also shows if a company could survive
through the difficult time, and if it is possible to create more value in the

future.

1.2 The approaches of generating the positive and free cash

flow

First, from the point of view from management, in order to reach the
positive free cash flow (FCF), and reduce the cash flow risk, the company
must continually increase ratio of the operational cash within the overall
cash flow in, and strength the management of the cost and expenditure
through the strict control of its budget. More importantly, company must
specifically control the cash expenditure and reduce the redundant cost
expenditure to generate more cash flow. Secondly, the company must
build up the new operation model, which occupies lower capital or can
exercise capitals more efficiently. Before, the traditional model is infusing
the money into the operational activities, but can't regain the feedback
after the long production cycle and products sales. However, a new type of
operational has replaced this kind of business by a new distribution model,
which can rapidly drive the cash flow and create higher return that will
demonstrate afterwards. Apart from the practical consideration of the
internal operational management, another critical issue is building up the
market reputation with customers in exchanging the support of the
materials, capital funds, and leading time and so on so forth that may

extend the cycle of cash expending, which directly smooth its cash flow



structure.

1.3 Incorporating cash flow management in the corporate
expansion strategy
Nevertheless, there are different angles by viewing the cash flow
management, but here we lay our attention on how to incorporate cash
flow management into the corporate expansion strategy especially for an
international conglomerate with diversified business. After close watch of
those prestigious corporations, we can summarize several bullet points for
reference as below.
1.3.1 Diversify its operation by having business with different
Pay-Off (Payback) periods
Each business has its individual Pay-off (Payback) period and sensitivity
to the outside economy, that could be huge different between each other’s.
Usually the business with shorter Pay-off (Payback) period is much more
sensitive to the economy. For this kind of business, the business model is
usually catching the timing to gain profits as much as possible during the
good economic time, and its cash flow is relatively continuous, such as
retails and hotels. On the other hand, the current economy environment
will not easily influence the business with stable income and longer return
period, but it requires large initial capital expenditure such as
infrastructure and electronics.
If most of the company’s core businesses are all combined with short
Pay-off (Payback) period, its income and profits will be more fluctuated,
on the contrary if most of them are with long Pay-off (Payback) period,
the return of the capital investment will be slow, and require large capital

expenditure that will easily cause the cash flow risk. This ideology model
4



is the origin of setting up the portfolio by combining several businesses
with the different Pay-off (Payback) period to ensure the stable of its
operation, and sufficient cash flow supply in each period.

Besides, to merger or acquire the business having stable income can also
lower the fluctuation and smooth the overall profits. Apart from that, the
role of stable return items has another side of strategy, which is supporting
the other business within the conglomerate, and reducing the possibility of
financial risk by encountering the plague.

1.3.2 Spreading the business in different geography

To minimize of the risks of company with only single business, many big
corporation take the action of investing the same business in different
geographic areas of the world. According to the experience, no matter how
grand economic environment has changed, even the same business but in
different areas has the different level of impacts at the same time.
Therefore, in each period, the area with good performance and rapid
profits growth could support those having relatively poor and slow
performance, or even with negative growth.

1.3.3Setting up the Holding Company

More and more conglomerate decide to set up the holding company to
unify the cash flow control of the corporation. In that way, the holding
company may centrally control and manage the capitals and monies of all
its affiliates, subsidiaries. Furthermore, it can not only assure the mutual
support, but also prevent the encumbrance between businesses during the
certain time. The company can freely choose to cut or sell any parts of the

group or making it as a single project without affecting other businesses.



Chapter2 The Analysis Target- Hutchison-Whampoa
Limited

2.1 The introduction of the Hutchison-Whampoa Limited
(Hereinafter referred to HWL)
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The above only features listed companies of Cheung Kong Group in Hong Kong.
Companies listed outside of Hong Kong are not depicted here.

Chart 1 The Corporation Structure of Cheung Kong (Holdings) Limited

The Core business of the HWL

Hutchison Whampoa Limited or HWL (traditional Chinese: MZEZEHARL

7], SEHK: 0013,0TCBB: HUWHY) of Hong Kong is a Fortune 500
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company and one of the largest companies listed on the Hong Kong Stock

Exchange. It belongs to the Cheung Kong Group, which holds 49.9% stakes

and its chairperson Li Ka-shing who is the most powerful figure in Hong

Kong, also the richest person of East Asia.

HWL is an international corporation with a diverse array of holdings, which

includes the world's biggest port and telecommunication operations in 14

countries and run under the 3 brand. Its business also includes retail, property

development and infrastructure. HWL currently operates in 54 countries and

employs around 230,000 staff worldwide. The company has five core

businesses:

Ports and Related Services

Hutchison Port Holdings (HPH) is the world's leading port investor,
developer and operator that operates across Europe, the Americas,
Asia, the Middle East and Africa. It operates in five of the seven
busiest container ports in the world, handling 13% of the world’s
container traffic. Hutchison Whampoa operates container terminals in

Panama, as it does in Mexico and other parts of the Americas.

Property and Hotels

From landmark office buildings in Hong Kong, Beijing, Shanghai, to
luxury residential properties in the United Kingdom, Hutchison
Whampoa Properties Limited develops and invests in leading real
estate. Together with Cheung Kong Holdings, HWL has set up a

joint-venture company, Harbour Plaza Hotel Management
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(International) Limited to operate and manage hotels under the

portfolio of the Hutchison Property division.

Retail

A.S. Watson & Co., Limited (ASW), HWL's retail arm, operates its
flagship retail chains in Asia such as Watson's, PARKnSHOP
supermarket, TASTE food galleria, GOURMET boutique style fine
food hall, GREAT Food Hall, Fortress electrical appliances store,
Watson's Wine Cellar and Nuance-Watson duty free operator. In
Europe, ASW's retail network comprises health and beauty chains: DC,
Drogas, Kruidvat, Rossmann, Savers, Superdrug, Trekpleister, Spektr
and Watson's, as well as luxury perfumeries and cosmetics retail
brands: Marionnaud, IClI PARIS XL and The Perfume Shop. A.S.

Watson is the world's largest health and beauty retailer.

Energy, Infrastructure, Investments and Others

Cheung Kong Infrastructure (CKI), HWL’s infrastructure arm, is a
diversified infrastructure company with businesses in transportation,
energy, infrastructure materials, water plants and related operations.
HWL has an interest in Hongkong Electric Holdings (HEH), the sole
electricity supplier to Hong Kong Island and Lamma Island. Hutchison
is also a major shareholder of Husky Energy, one of Canada's largest

energy and energy related companies.

Telecommunications
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HWL is a pioneer of mobile multimedia communications with the
launch of third-generation (3G) mobile phone networks under the "3"
brand. It also owns 60.4% of Hutchison Telecommunications
International Limited (HTIL), which provides mobile phone networks
and data services in Asia, the Middle East and Africa. Another percent
of HTIL is owned directly by Cheung Kong Holdings, the holding
behind Cheung Kong group to which HWL belongs. Additionally,
HWL is an official backer of the .mobi top level domain created
specifically for the mobile internet and has launched the mobile portal

Three.mobi under its "3" brand

2.2 The Performance in the Past Decade

2.2.1 The Stock Price Performance
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Chart 2 The Stock Price tendency of Hutchison (Hong Kong)
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Chart 3 Compare Hutchison with Hang Seng Index

From the Chart 2, we can easily find that in Stagelafter heading to the
highest price 110 (HKD), its stock price suddenly continued dropping
to the lowest price around 40 (HKD), which exceeds more than 60%
of the original price within two years. This tragedy triggered after the
HWL acquiring the 3G telecommunication licenses in 2001, issued by
the Hong Kong government, though the HWL had already obtained its
first 3Glicense in the year 2000 issued by UK. According to its rule,
the government will charge the 5% of its annual 3G business revenue
for 15 years ,and HWL must pay the minimum 50millon(HKD) in the
first five years ,which will be raised annually after. To estimate its net
present value (NPV) by discounting 10% to 15% (Discounted
Rate=12.5%) with the period 15 years, the NPV of each license is
470million.Soon after, the HWL officially made the declaration of
stepping into the 3G in the early year 2002 and all the licensed fee cost

will amortize annually. However, the market had very negative
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response to this decision of the HWL, although the 3G was an
advanced technology at that time, but still immature with no any
success cases for reference before and the market acceptance and
appliance were still unclear. More importantly, as a pioneer of the new
business, it requires a large of the initial investment on establishing the
3G networks and infrastructures. The market widely believed that all
this expensive expenditure would not only drag down the cash flow of
the HWL, but also directly caused the long-term loss. All this ideas
reflected on its stock price until the year 2003, which was the first year
that the HWL providing the 3 G service in the market. After that with
the diminishing and narrowing down of the loss in 3G business, the
stock price gradually and steadily rebounded, and got rid of this low
tide in the year 2006 , the HWL claimed that there was a huge
improvement in 3G business and the free cash flow would turn to
positive again. At mean time , HWL stepped into the stage 2 by facing
the pressure of cash flow, which forced the HWL taking a series of
financial operation, including the assets selling(or
purchasing),Privatization and IPO within the group. Finally, in stage 3,
HWL finally turned its FCF into positive, also accompanied with the
stock price rebounded. However, the bad luck struck the HWL in the
year 2008; the unexpected global financial crisis hit lowered the
overall market demand and lead the HWL stock price hardly drop to
the record low 31 to 32 (HKD). The situation remained to the year
2009; afterwards its stock price gradually rebounded along with the
Economy. Among that, in stage 4, its quick recovery could contribute

the new rising star, Retails, in order to deal with the need of cash flow,
1



the HWL expanding its investments on Watsons ,and benefited by its
strong cash flow supporting that allowed the HWL could endure the
2008 economic crisis.

Overall speaking, its stock performance was falling behind the market,
shown in the Chart 3 among the last ten years. Even focusing on the
interval between the 2003 with the year 2008, the total growth rate of
the Hang- Seng index was 130%, but only almost 30% for HWL. In
fact, apart form the 3G business, other core business performed very
well, especially the Retails. However, the loss of the
telecommunication offsets all these good performance, which let its
stock price underestimated by the market. After years investing on the
3G telecommunication, the cost is gradually dropping along with the
time that no more expenditure will need to install in the future. Hence,
the market has turned its original negative attitude to positive side and
started remarking buy-in recommendation to the HWL. The HWL has
finally regained its glory after all these years’ efforts.

2.2.2 Major financial index

In order to figure out the stories behinds the stock price, we must go
through some major financial index, which can help us realize its
management capability on Risk and Operational and ability of
generating profits.

Risk Ratio(HK, Millions)

00 2002 2003 2004 2005 2006 2007 2008 2009

Debit/Equity 08| 042 050 101 10 097 1000 074 081

RISK InvH 008 -39 001 130 0.0 0331 041y w2
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Chart 4 The Risk Ratio Index
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Inherited form the style of Li Ka-shing , HWL tends to plan how to
avoid the risk before thinking of the great expansion , and it has
become part of its corporate culture. Before the year 2002, its
Debts/Equity ratio is in a perfect range between 0.27 with 0.28 that
even under 0.4, which is the ideal parameter widely believes. This
situation made a turn in year 2002, it suddenly rise 50% to 0.42, which
is closed to the average standard, but still shocked the market by
having that drastic deterioration. After that, the number kept rising to
the record highest level 1.02 and got better in 2006, which was the first
drop and stopped the four consecutive years hiking up. Nevertheless,
in 2007, the ratio went back to 1.0, gladly it did not last long and
improved in the next two years.

We can easily attribute the poor performance between the years 2002
to 2007 to its expansion on the 3G telecommunication. The need of
capitals not only sucked up resources of the HWL, also pushed up its
debt ratio. It also reflected on its Financial Risk index (Risk Fin=
EBIT/DEBTS), after heading to the highest point in 2002, the ratio had
sudden drop and remain a low level in three consecutive years. Either
of the Debts or Financial index ratio had honestly reflected the impact
caused by its expansion activity happened at that time, or
demonstrated the big crisis that HWL were facing. Tracing back to that
history, we would like to know how the HWL dealt with this issue that
may lead us to learn its expansion strategy.

Hence, we should look at the Risk InV index (Formula= the
disparity of EBIT in two consecutive years / the disparity of

resource EBIT in two consecutive years), which means how much
13



profits earned form its annual investment. In other words, we need to
realize if the company could create more value through its expansion.
It was surprised that the 3G -telecommunication loss, only made a bad
look in years 2003 to 2005 by having negative EBIT growth ratio and
then got better after consecutive years. Even in year 2004, the ratio
was positive by having the strong contribution from other core
business. Thereby, we can have a short conclusion that although the
HWL s expansion became a huge burden of the corporation, but the
crisis would be hard to knock it down, especially it had the continuing
support with other core business which made its business fluctuation
lower than a single business company.

Cash Flow Ratio (HK, Millions)
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Chart 5 The Cash Flow Index

The cash flow turns to be the most important issue to the company’s
management. Even if a company has a profits in account but lacks of
cash, it may get bogged down in the liquidity risk, like, without money
to pay the bill, supplier, loan and so on so forth and all those may
directly cause the bankruptcy to the company. Besides, except the
concern form liquidity, we care much more on its capability to creating
the positive value for the company and it will reflect on the FCF index.
If a company can bring more free cash flow (FCF) into the company,

which means it has more stakes to do the further investments and has
14



the potential to create more value, more importantly, it also represents
that company has the optimistic return on its investments and no need
to worry about the cash flow risk as well.

The HWL is widely known for its conservation on cash flow
management by always having the abundant cash reserved in case of
any possible coming risks. Just like the chart 5 shows, before the year
2002, its working capital (Account Receivable + Inventory-
Account payable)remained in a very low standard , which means the
good control on account receivable and its inventory and ensure all the
profits in profits can successfully turned into the real cash. However,
the situation had the change in year 2003 but still acceptable until
another sudden hiking in year 2007, which was the beginning of the
global economic crisis and the number remains high until now. That
may explain why for all these years, the market researchers widely
downgrade the performance of the HWL and its stock price fall far
behind the market.

The same condition happened on its financial operation (FinAct),
before the year 2002, the HWL continually refund its debts annually.
However, with the need of its expansion on 3G telecommunication, its
financial action hiked up from the year 2002 to 2004 and had sudden
drop in 2005, which implied the new phase of the company that the
need of cash had finally has reduction. With two consecutive year’s
growth from year 2006 to 2007, the HWL also refunded a great deal of
debts in year 2008 and 2009 that was a great achievement, especially
at the most difficult moment. Hence, we can still have a positive

attitude on that performance. After all, it represented a very good sign
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that company started making sufficient money, which was able to
refund the loan.

Speaking with its capability of making money, out of questions, the
FCF (Free cash flow) index is the key reference. Before the year 2001,
the HWL has reserved the abundant FCF, which convinced the HWL
stepping into the 3G business development. However, after the year
2001, the HWL went the turning point in year 2002, and it lost almost
24 billion at free cash flow in that year, though it got better in 2003,
but another big loss occurred in 2004, which lost around amazing 227
billion. That is no wonder that the market was very pessimistic during
that time and its stock price remained in a very low level. However, as
we have mentioned, it seems that situation had change since year 2005
by having its FCF turning to be positive and only slightly drop in year
2006, apart from the systematic risk happening in 2008, its free cash
flow had growth gradually, which shows its capability of making more
real money now and after. Meanwhile, this good performance recall
the confidence of the market investors, also revived its spiritless stock
price for a very long time.

Management Ratio (HK, Millions)

2001 20021 2003 2004 2005 2006 2007 2008 2009
RoRES 6.0%  806%| 5.15% 3.15% 156k 5.50% 695% 480 5.36%
Cash/SGA | 535.7%%| 64.36%) 664.05%  24681h|  131.95% 99.75% 150.56%) 104.43%) 206.26%
EVISH Bl 106 8 % 14 154 [T T

Chart 6 The Management Index

After only concentrating on the single index, now we move further to

overlook its overall performance, which is also the transcript of its
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management. Here we list the four major indexes, which can elaborate
its capability on utilization of its resource (ROREYS), the efficiency of
the management (EBIT/GP) (See Chart 5), the sustainability of the
risk (Cash/SGA) and creation of the company’s value (EV/SH)(See
Chart 6).

In fact, as the other index we have talked about, its average return of
the resource was around perfect 8%, but it had consecutive drops
between the years 2003 with 2006 and gradually turned around. Except
the recession year 2008, it had gone back to the level of 5% to
6%.Like wise, its EBIT/GP ratio(See Chart 5) shows the same
tendency, the had time appeared from the year 2003 and lasted three
consecutive years to 2005 and back to good in 2006. Among that, the
Cash/SGA also stayed in a very high level even in the period. It
explained a very crucial factor that the HWL always prepares the
sufficient bullets for any possible coming challenges and it well never
let any expansion push it to the danger condition.

By over viewing all these data, it also inspires us that the business
allocation must play a very important role while its expansion, and
provided the support in time. That is how the HWL can still kept high
EBIT/GP ration around average 18 % at the hard time and never went
to be negative. From the aspect of the value it created, although the
EV/SH dropped from year 2003 to 2005, but there was still 74 at the
worst time and hiked back to 154 in 2005 and growth gradually.
Although its stock did not reflect this outstanding performance right
away, but this achievement impressed the market recently and made its

stock price rebound in the near trading days.
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Besides, from the chart 7, we can verify the prior ideology once again,
even in the expansion stage, its overall EPS still remain on the range
between 2.74(HKD)to 3.36(HKD).Especially, it started a new phase
since year 2006 and had a great performance in 2007 with the EPS
7.18(HKD). Although the sudden impact in 2008, which lowered its
EPS to 2.97 (HKD), but it recovered very soon and went back to 3.32
in the year 2009, in which its growth rate only dropped in 2008, other
than that, the company kept growth even its expansion was carrying on
at the same time.

More importantly, for investors, the HWL turns to be a safe long-term
target by issuing the stable dividends each year. Form the side of the
investment, the good thing is that its future cash flow is rather stable

and easy to predict, however, it also hard for making any speculations.

PR%EFTT S Annual EPS = Annual = Dividens Divudends/EPS
Year (HKD: Change Change

Miliom) (%)  (HKD) (%)  (HKD)
Dec09 14,168.000 11.73 332 1178 1.73 52.00%
Dec08 12,681.000 -58.56 297 -58.64 1.73 58.00%
Dec07 30,600.000 52.77 718 52.17 1.73 24.00%
Dec06 20,030.00, 39.65 47/ 39.88 1.73 37.00%
Dec05 14,343.000 10.52 336 1053 1.73 51.00%
Dec04 16,128.00 38.00% 3.78 37.96 1.73 45.77%
Dec03 11,677.00 2.74 1.73 63.14%

Chart 7 The Profits and Dividends
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Chapter 3 The Expansion Strategies of the HWL
3.1 Investing On Multiple Business with Different Pay-Off
Period

3.1.1 Core business distribution

Form the Chart8; we could overview the business allocation of the HWL,
which mapped by its founder Li Ka-shing. Overall speaking, he roughly
arrays in 7 core business with the revenue contribution including around
11% in Ports and Related Service, around 5% in Property and Hotels,
around 39% in Retails ,5% in Infrastructure ,around 12% in Husky
Energy, around 1-2% in Finance and investments ,7% in
Telecommunication and roughly 19% from 3 Group. Among this allocation
also implies its wisdom by combing business with different paid-off period
to remain the overall stable of the group, the type 1 business typically
require huge investment initially, but has spectacular feedback ,once the
group started regain its profits ,and usually its income is much more
consecutive and less sensitive to the outside economic environment. By
using these two different characters, the HWL started its business from
simple Property business, which has amazing profits, but is extremely
fluctuate with the market. Hence, HWL then expanded its core business to
Harbor and Infrastructure by using the profits earning from Property. The
similar pattern happened when it decided to step into the 3G business, the
Retails jumped up to become the new pillar of its cash flow
supporting ,which allow HWL keeping its development and expansion
activities on 3G business until its effects revealed. Meanwhile, the matured
business as Harbor and Infrastructure remain plays the quiet profits maker,

and effectively smooth the coming fluctuation accompanies with its
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expansion.

Major Bussiness Rvenues(including share of associates and JCE)

2009 Contribution 2008 Contribution 2007 Contribution 2006 Contribution 2005 Contribution 2004 Contribution 2003 Contribution 2002 Contribution 2001|
Ports and Related Senice 147 1% 3050 11% 37801 % BM % N9 1% KW 5% BN 1% 052 1% 1555 1%
Praperty & Hotels 13012 5 10467 % 955 o 077 4 0% 4% o7 B% @4 8 70 1% 556 6%
Retail 116,098 W 118504 W 110007 W% WM9 W% BBI80  I% 6829 3% G35 M% 41 W% 253 3
[cheung Kong Inirusture 14980 5% 10868 &% 11250 B% 1482 6% 1650 ™% MR 8% 57 6% 1065 0% 1000 1%
HuskyEnergy 36808 1 6330 18% 39781 1% N8 % 289 W 54 0% 14886 (0% 11198 0% fg01 1%
Finance & Investments 255 % 41 % 550 Ph 1261 S 1050 4% 087 6% 45 W 4186 4% 51 6%
Hutchison Telecommunicaions HongKong | 8440, T 7090 T i T Y R T i | 13T, | 11468
Hutchison Telecommunications Intemational | 11,745} | 16678 | nm! L 16672 | 53 | 184080 1 ! ! i !
Others 602 1247 8035
15471 11700
SubTotal[Established Business) " 12950 "am010 " 48,866 " 169% " 204360 " 166055 " 142450 1112 " 5003
TELECOMMUNICATIONS -3 Group 57500 1% 60372 1% 5000 10% 0668 1% 02 6% 17 9% MW %
Total
Chart 8 The core business distribution
Revenue (Growth Rate) 2009 2008| 2007 2006 2005 2004 2003 2002
[P e, fa= el -15.58%| 4.49%)| 14.68%| 10.44%)| 10.89%)|16.65%|12.43%)| 32.68%
Service(Iype 1)
Property & Hotels 32.91%| 9.59% -10.88%| 4.40%| 12.59%18.77% -4 14%| 1221
Retail -2.03%)| 7.72%| 10.95%)| 11.68%| 29.99%| 6.81%|62.01%)33.61%
(o T LETny -24.60%| 15.17%| 16.39%|-10.66%| 12.16%)|27.88%)| 8.86%)| 5.43%
Infrusture(Type 1) -
Husky Energy(LType 1) -43.48%| 59.25%| 32.69%| 31.04%| 30.56%|17.72%[32.93%| -5.11%
-41.55%)| -21.92%| -56.31%| 19.79%| -3.72% 156'1,2 1.89%|-18.34%
Hutchison
Telecommunications Hong 18.17%| 18.76%| 24.83%|-34.36%| 37.99% 16.56%
Kong(Iype 1)
Hutchison
Telecommunications
International
Chart 9 The Revenue (Growth Rate)
|EBIT(Growth Rate) 2009 2008| 2007| 2006 2005 2004 2003 2002
Ports and Related Service(Type 1) -21.38%| 3.01%| 12.76%| 11.51%] 14.10%|17.89%)| 14.65%)]| 14.42%|
Property & Hotels(Type 2) -20.49%| 99.19%| -28.36%| 43.87%] 31.17%| -3.78%| 21.44%|49.68 %|
Retail (Type 2) 20.84%| 18.14%| 36.43%|-16.50% 1.84%|37.37% 126'?,/ 91.99%
Cheung Kong Infrusture(Type 1) -6.74%]|-12.57%| 19.83%| -8.07%| 12.73%|11.28%| 6.63% 8.74%
HuskyEnergy(Type 1) -69.80%] 26.54%| 26.71%| 35.26% 119.84% . 329' 66.12%| 9.74%)|
. O
-36.93%|-53.62%|101.50%)| 25.52%| -38.67%|44.08%| 0.63%| -3.98%
Hutchison Telecommunications Hong | _ o o or| o,| 1621.60| - o
Kong(Type 1) 84.88%| 1.34%| 21.53%]| -5.06%) %|84.20% 34.77 %)
Hutchison Telecommunications
International

O TYPEL Long Payoff Period (Low Fluctuation) .TYPEZ Short Payoff Period (High Fluctuation)
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The GROUP 2 ,009‘Gr0wth 2 ,008|Growth 2,007|Growth 2,006|Growth
EBIT 43,083 -8%| 46,976 -27%| 64260, 26%)| 50,887 56%
REVENUE 300,549 -14%| 348,382 13%| 308,775 15%| 267,664 11%
The GROUP 2,005(Growth 2,004|Growth 2,003(Growth 2,002Growth
EBIT 32,598 71%| 19,060 15%| 16,599 -36%)| 25,795 19%
|REVENUE 241,862 33 %| 181,797 38%| 132,175 35%| 97,762 10%
Chart 11 The EBIT&REVENUE (Growth Rate)
EBIT 009 Gross Pro 008 Gross Prof 007 Gross Pro 006 Gross Prof 005 Gross Prof 004 Gross Pro 003 Gross Pro 002 Gross Pro 001 Gross Prof
Ports and Related Service 10406 3113%| 13236| 3343 12849]  3301%| 11305| 3A4%%| 10219| 3A16%| 8956| 33M%%| 7597| 3285%| 6626 3% 5791 373k
Property & Hotels 6430  4622%| 8087T|  TI26%| 4060|  425M%| 5667| S5268%| 3939) 31| 3003 NG| 3| 28tk 2510 A95% 177] A%
Retail 569 490% 4384 3705 3 330% 210| 2%| 3261 36T%| 3202 A6%| 2331| 365%| 1031 261% 537 182%
Cheung Kong Infrusture 6905)  4609%| TAO4|  T2M%| T363|  A262%| 613| 4140%] 6675 A04%) 5921|4003 53| 4600% 4900| 46%6% 4589| 4553%
HuskyEnergy A0 M20% 1336] 2102 10523 2645%| 8305 2770%| 6140| 2684%) 2793| 150%| 3462| 2326%) 2084| 1861% 18%9| 16.09%
Finance & Investments 4019 162%| 6467 150%| 13,944 5% 6920 5% 5513 G| 8989 8% 6230| 1d6%| 6200 148%| 6457|  126%
Hutchison Telecommunications Hong Kong 692 248 821 132% %9 T20% M9 62
Hutchison Telecommunications Intemational 19 A 328 1549%| 2046| 1906% 2789| 1096%| 162 088% 1025 8% i
Girers 1 1 \

Chart 12 The Goss Profits of Each Core business

3.1.2 The fluctuation

In general, any of the industry has its good time or the bad time with
the change of the Economy or the overall environment. For some
business are less sensitive to the outside environment variation like the
infrastructure ,electronics and Ports (Typel), but some of them are
usually fluctuating all the time once the environment changed such as
Retails, Property and Hotels(Type 2). Hence, as a company with only
single business, usually its operational capital only comes from the
banking loan and the original investors. If its EBIT growth rate is
fluctuating or unstable, the need of the capitals will be dissatisfied and

insufficient during the downturn, which may cause the hard time of the
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corporation.

Take the HWL as an example, if you look at growth rate of the revenue
and combing with the growth of its EBIT, you shall be surprised by the
difference of each core business. For the business like the Retail or
the Property and Hotels, both of them are the typical business without
need too much initial capital expenditure in the early stage, meanwhile
can bring in the cash flow within a very short pay-off (payback) period.
However, this kind of character also makes this kind of business easier
to be affected by the outside environment. As you can see in the Chart
9, the Property and Hotels has the highest revenue growth, 112.27% in
2002 but the lowest,-18.77% in 2004, the disparity could reach to
131%.  Furthermore, if we carefully analysis the change of its EBIT,
you will see the highest growth rate, 99.19% in 2008 and the lowest
-28.36% in 2007, the disparity is 127.55%. The similar scenery which
can be found in Retail category, in 2003, its revenue growth rate is
62.01%, but only -2.03% in 2009, the disparity is almost
64%.Likewise, it has the highest 126.09% EBIT growth rate in 2003
but only -16.59% in 2006, the disparity is 142.68%. Comparatively,
the Ports and Related Service (Typel) has relatively lower fluctuation
with the range of the revenue between -15.58%to 32.68%, and the
range of its EBIT growth from -21.38% to 17.89%. If you ignore the
bad number in 2009 caused by the worldwide economic crisis, its
overall performance is very stable. Besides, it’s another core business
Husky Energy is a unique business, its performance is depending upon
the price of the oil, therefore, in the past ten years, it was benefited by

the price soaring of the oil, only the sudden drop in 2009 with the
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same reason of the Global economic crisis. In view of the fast change
of the oil price, we can foresee the rapid fluctuating of the Husky
Energy.

To sum up, we must move further to see the overall performance of the
HWL, you can find in the Chart 11 that no matter the growth rate of
the EBIT or Revenue of the whole Group is much smoother comparing
with the any single business. By the offset of each core business with
different return period, which has the highest 71% EBIT growth rate in
2004 and the lowest -36% in 2003. Although, the disparity is still
107%, but the sudden drop in 2003 was deriving from the loss of the
new 3G Telecommunication, the 3 Group. Apart from that and the
global recession in 2008, you will find that the diversification of the
core business has helped the HWL to spread the drastic risk and avoid
losing that any single business might encounter.

3.1.3The Cash Flow Generating and the business
Complementary

In the last section, we have explained how the diversification of the
business could lower the risks of the HWL group. Here, we are moving
further to figure out the philosophy of its allocation. The idea of the
HWL could be simplified in a word, =~ keep generating the free cash
flow . This ideology reflects directly on its business allocation.
Despite the average gross profit of the Retail will never exceed 5
%( see the chart 12) but it contributes almost 39% of its revenue (see
the chart 8). In the opposite, although the gross profits of the Ports and
Related Service, and the Cheung Kong Infrastructure are separately

almost 46.22% and 46.09%, but their total contribution will not exceed
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20 %( see the chart 8). This shows the individual characteristic of each
of the core business, for the business like Ports and Related Service,
and Infrastructure, which require huge initial capital expenditure but
long return period. It can't account too large portion of the group,
however, it plays the role as creating the spectacular profits in the
future ,especially the Cheung Kong Infrastructure which holds 38.87%
stakes of the Hong Kong Electric Holdings, which has the minimum
13.5% profits guarantee by the profits control agreement with the
Hong Kong government. It not only stabilizes the growth of the
business, also ensure the spectacular profits.

On the contrary, the Retail business represents the cash flow provider
and the platform of the group’s expansion in the recent years. With the
continuing cash flow in everyday from its well-known pharmaceutical
store, Watsons with the worldwide branches, meanwhile, by the
overwhelming power of its channel, it always can delay the payment to
all its suppliers. This kind of the business model has generating the
abundant cash flow and makes the Retail business become the new
pillar of HWL. By the complementary of the diversified business, the
HWL could raise the sustainability and profitability without being
affected by the sudden change of the environment by keeping the low
debt ratio and strong FCF.

3.1.4 Reference: The rising star — Retailed business

What supports the expansion of the HWL is the strong cash flow from
the Retail Business. Although its margin only 4.9% in 2009, which
was hard to compare with those high margin core businesses like the
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around 31% of the Ports and Relate Service, and around 46% of the
Property and Hotel. However, since the year 2001 to the 2009, its
contribution to the group revenue had accounted almost 40%, which
was around 116 billion. In the past, this business was ignored for a
very long time but emerged in the 2008 global crisis, that helped the
HWL would could sustain during the most difficult time. Now its

continuing cash flow has become the most important pillar of the

group.

Among that, all these credits should attribute the contribution of its
famous pharmaceutical retailed store,”” Watsons’’. So far, it has 600
branches in mainland China, and it has a plan to expand to the 1000
branches before 2011.According to the estimation, since the forth
quarter in 2009, the Watson almost open a new branch in each working
day. So far, the Watsons owns 8,900 retailed stores worldwide and the
total register membership in China have exceeded 6.5milliom, which

almost dominate the entire personal medial care retailed market.

Usually, such low margin business is hard to build up the capital scale;
therefore, traditionally the major profits of the HWL came form the
Port and related Service, Infrastructure, Property and Hotel and Energy

with rapid growth. Except that the telecommunication still loss money.

However, recently, in order to ensure the sufficient cash flow
supplement, the HWL stared a series of expansion on Retailed
business. Take the Watsons as a platform; it expanded its business to

the Europe by merging the Savers Chain Stores in British and enlarged

25



its business and service area by merging the Kruidvat group, Holland
in 2002. In 2003, it expand its business to the south-east Asia by
merging the well-known pharmaceutical store in Philippine, and it also
merged , DROGAS company which is the big retailed chain stores in
Rota group located in the Baltic Sea at the same time. In 2005, the
Watsons continued its expansion steps by merging the Merchant
Perfume Retail in British, the ApexPharmacySdnBhd pharmaceutical
store in Malaysia and Spektr Group, which located at Saint-Peter City
in Russia. The spotlight, which attracted the more attention, was the
merging of the biggest perfume retailer, Marionnaud and brought that
into the Hong Kong market. All this expansion not only enhance its
competitive power in Europe, but also transformed the Watsons from

simple distribution channel to a famous brand owner.

This year, the Watsons also signed the agreement with two
commercial property giants, Dalian Wanda Group and Cofco Group,
later on the Watsons retailed expansion will flow by these two groups

simultaneously.

3.1.5 Successful Business diversification
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The successful business diversification begun showing its benefits when
the HWL decided to jump into the 3G business which need a huge initial
expenditure, including the 3G license fee , the procurement of the
equipment and the setting up of the station, in 2002. According to the
estimation of the HWL, only the licensed fee had cost it 10.2 billion, not
Chart 13 The Simplified Financial Statement of 3G group sive
capital expenditure dragged down the group performance and became the
huge burden of the HWL group as the chart 6 shows, until the year 2005;
the 3 G group still lost 36,280 million(see the Chart13). If HWL is a
single business corporation, this loss might directly cause the bankruptcy
with no doubt. However, surprisingly, by looking at the chart, you will
notice that except the 2003 which is the first year after year 2002, the
EBIT growth rate of the group still has significant increasing , even
reaches to the record high 71% in year 2005. This outstanding
performance could attribute to the successful business diversification; the
growth of the other core successfully business offset the negative impacts

form the capital expenditure.

Other than the arrangement on its business allocation, its expansion and
reorganization on Retailed business are much more interesting and
practically turns the simple cash flow to the real profits of the group. As
we have mention in the chapter 2, the Watsons started up its merge and
acquisition activities very early since year 2002, originally it only
pursued the increase the networking of its retail business worldwide.
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However, after merging the branding company in 2005, the Watsons
made a new plan to transform itself from a simple retail channel to a
Self-Own Branding company. After the economic strike in 2008, the
HWL came out the new project plan by raising its Self-Own branding
sales form 25% to 30% and its target market is the customer in second or
third level cities, which the international still not involves and left more
space for Watsons. For those cities, the customers are less sensitive to the
other international brands and have a high loyalty with the influence of
the brand name, Watsons. Right now, the Watsons has more than 2000
single products for its self owned brand and its average price is 20% to
30% lower comparing with the other similar products. In china, its
self-owned products have accounts 20% of its total revenue, but it can

reach to 40% in the north China area.

There are three benefits of the self-own products, first of all is the saving
of the transportation and market support, once the product is fit the need
the local market and formula could be approved by the local government,
then the whole manufacture process can be handled by the local factories

and the overall invention cost can be deducted drastically.

More importantly, the self-owned brand not only changes the Watsons
role in the whole retail business but enhance its power in the entire
supply chain. Doing business with the P&G, LOREAL and other
international Brands, the average payment term is around 30 days.
However, to those manufactories of the Watsons™ self-own brand,

Watsons can delay their payment to 90 days or even 180 days. It is
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almost the half of its total financial cycle, and could be meaningful to

raise up the cash flow ratio.

Among its new retail stores in secondary and third urban cities, the best

revenue of single store could reach to 70K to 80K(RMB)per day, even in

the urban city like Beijing, its revenue of single store can only be

50K(RMB)per day. Nerveless, the investments on opening a store in

secondary or third urban city were less than 100K, but closed to 200K in

the urban city like Beijing. Therefore, Watsons may spend a hundred

million on opening new stores but have ten billions cash flow returns.

3.2 Globalization
3.2.1 The global diversification
Revenue Contributions 2009 2008 2007 2006 2005 2004 2003 2002 2001
Hong Kong 17% 15% 16% I7% 20% 26% 1% 43% 47%
Asia and Australia 15% 13% 14% 14% 18% 17% 15% 15% 14%
America and others 14% 22% 17% 15% 13% 14% 15% 17% 20%
China 1% 10% 9% 9% 8% 10% 11% 11% 12%
Europe 43% 40% 44% 45% 4] % 3% 28% 14% 7%
EFS Contributions 2009 2008 2007 2006 2005 2004 2003 2002 2001
Hong Kong 24% 21% 3% 24% 2% 25% 31% 6% 45%
Asia and Australia 16% 10% 10% 16% 20% 13% 12% 6% 7%
America and others 16% 33% 31% 20% 25% 22% 3% 3% 4%
China 27% 24% 15% 18% 16% 16% 16% 14% 9%
Europe 17% 12% g 13% 13% 21% 28E 11% 5%
Chart 14 The Global Revenue and EPS Contributions
50%
45%
40%
35%
30%
25%
20%
15% — _ .
10%% -
50 (4]
0%
2009 | 2008 | 2007 | 2006 | 2005 | 2004 | 2003 | 2002 | 2001
Hong Kong 17% 15% 16% 17% | 20% | 26% @ 31% | 43% | 47%
—Asia and Australia 15% 13% 14% 14% 18% 17% 15% 15% 149%%
America and others, 14%% | 22% 17% 15%0 13%% 14%% 15%% 17% | 20%
—China 11% 10% 9% 9% 8% 10%% 11%% 11% 12%%
Elll‘()}_)b‘ 43% 40%0 449 45% 41%0 33% 28% 14%% 7%
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2009 | 2008 | 2007 2006 | 2005 | 2004 | 2003 | 2002 | 2001
Hong Kong 24% | 21% | 33% 24%  21% | 28% | 31% | 36% | 45%
- Asia and Australia = 16%  10%  10% 16% | 20% | 13% | 12% 6% @ 7%
America and others| 16% | 33%  31%  29% | 25% | 22% | 13% | 33% | 34%
—<China 27% | 24% 15%  18% | 16% | 16% | 16% @ 14% @ 9%
Europe 17% | 12% 11%  13%  18% | 21% | 28% | 11% 3>%

Chart 16 The tendency of the global EPS Contribution

3G LEIT 2005 2004 2003
ASIA 0% Q% 18%
Europe Q1% Q1% 8%
HongKong 4%

Chart 17 The LBIT of Global 3G Business

From the late year 1980, the HWL had begun its oversea business,
including energy, telecommunication, retail and harbor. Take the Hong
Kong as its basement and spanned its investing area to China, North
America, Europe and other Asia Pacific areas. This Globalization is not
only for the expansion, but also for the risk diversification. Different
geographic markets have different cycles to the overall economic impacts
and different competitiveness among the business, and the disparity of the

market development level. The HWL is using the geographic difference to
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increase its flexibility on investment, lower the risks, and ensure the
overall return could remain among the satisfied range.

As we can find in the chartl4, before the year 2004, the most revenue
contributions came form the Hong Kong area in which the highest ratio
was 47% in 2001 and gradually dropped to below 20% after year 2005.0n
the Contrary, the contribution form Europe jumped from the 7% to more
than 40% since 2001 to 2005. Here we can observe the change through its
expansion process. The Europe market has replaced Hong Kong to be the
major resource of its cash flow supplement. It also clearly reflects its core
business  map in Europe, including the Retails, Harbor and
Telecommunication. Apart form the loss from Telecommunication, the
revenue contributions from Retails and Harbor are still strong that made
the entire performance could remain the up-slope trendy. As you can find
out in the chart 17, the 78% to 91 % loss of 3G occurred in Europe
between years 2003 to 2005, but at the same time, the overall revenue
contribution jumped from 28% to 41%. Even in the worst time in year
2008, the ratio still kept the 40%.However, comparing with the revenue, it
brought in, if we look at physical profits it brought in, which is relatively
minor, the overall EPS will not exceed 28%.In the near five years, the
average EPS contribution is even less than 20%.

Hence, we can learn that there must be other geographic playing the role
of generating the free cash flow (FCF) to support the steady growth, which
are America and China. As you can see in the chartl4,although the
revenue contribution of the America area is not major of the HWL, but has
pretty sharp EPS contributions which can exceed more than 30% in certain

years. In fact, the major business here is the Husky Energy, which
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benefited from the rising oil price in recent years and made many profits
except the sudden drop between year 2008 and 2009, which caused by the
decrease demand with Economic crisis in 2008.

Among the whole allocation, China is definitely a rising star, although the
overall revenue contribution is still minor, but the EPS contribution has
great jump in recent years, especially in the worst period between years
2007 to 2009, its show the up-floating tendency. It proves the ideas that
the investments in china have become the real profits of the group.

3.2.2 The reference of its effectiveness

Below, we take its Harbor and Telecommunication for reference to prove

the effectiveness of its Globalization on the risk diversification.

The Harbor

In 1991, HWL acquired the United Kingdom's busiest port, the Port of
Felixstowe. Reflecting HWL's global expansion and internationalization,
Hutchison Port Holdings (HPH) was formally set up in 1994 to hold and
manage HWL's ports and related services worldwide. Since 1994, HPH
has expanded globally to strategic locations in 25 countries throughout
Asia-Pacific, the Middle East, Africa, Europe and the Americas. Today,
HPH is the world's leading port investor, developer and operator with
interests in 308 berths in 51 ports. In 2009, HPH handled a combined

throughput of 65.3 million TEUs worldwide.

We can find in the chart 8 and chart 12 that the overall income from the
Harbor and related service can remain a very stable growth, major reason
is that its harbors are spreading world widely and no matter in what

economic environment, each harbor has different level of the effects. In
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different period, the harbor in a area with good time and performance,
could support those areas where have poor performance and negative
revenue growth.
In that way, it can ensure the steady growth of the overall profits.
Telecommunication

The HWL’s Telecommunication is also world wide as well, nowadays, it
has running the Telecommunication business and owns the basic network
infrastructures in Hong Kong, South East Asia , Middle East , Australia ,
Europe and America, which plays the leading role on 2G and 3Gbusiness
in international market . Its service includes the mobile, cable, internet,
wide-band service and so on so forth. For its arrangement, the listed
company Hutchison Telecommunications is in charge of the 2G mobile
business and the 3G group takes care of the 3G and fixed-network.
Among that, the Hutchison Telecommunications has spread its 2G
business to the countries , including India ,Sri Lanka, Ghana, Paraguay and
the CDMA2000—1X in Thailand. Besides, it also holds 3G business of
Hong Kong and Israel.

For 3Group, it devotes to be the leading company of 3G
telecommunication, which owns 3G licenses of 7countries in Europe and
Australia. It had developed the 3G infrastructure in British, Italy Australis
and since the year 2003 and provided the service in year 2004 except
Norway.

This business of HWL benefits a lot from its globalization; there are three

major phases.

First, the update of the telecommunication is very fast, sometimes, the

certain generation of the technology, which has put many investments
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eliminated by the market in a very short time. If the company focuses their
business in single marker, the life cycle of this technology will be short. In
other words, its benefits may not cover the initial spending and
expenditure. On the contrary, a company with wide global diversification
could develop and unveil the products according to the condition and
disparity of the market, which means that certain technology has
abandoned in advanced market, but still has potential in the less
development area. In this way, the technology could have more lifetimes to
make company get its profits back.

Take the second-generation GSM technology of HWL as an example, it
has saturated in Hong Kong and Australia Market, but in India and Israel
were are still less popular, the HWL still has a strong promotion in those
new rising markets to fulfill the need of the customers.

Secondly, the globalization could lower the overall risk when HWL unveil
the new products, new technology or investing on new items. The HWL
could select one or two markets as a test basement for preparation and
experience accumulation before entering into other markets. Despite it
fails, the damage could narrowed down to certain market without affecting
to overall mapping. That’s why HWL picked the British to start its first 3G
service when the prospect were still unclear, it decided to map out the
future schedule based on the market reaction in British and lower the risk
to the minimum.

Third, because of the initial investment on 3G is huge and hard to gain any
profits in the first few vyears, therefore, it must affect the overall
performance and its growth rate. However, its globalization allows it using

the profits from the matured 2G technology to support the huge loss of the
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3G

To sum up, the tactical thinking of HWL was continue making the profits
by 2G technology in the under-development like India, Argentina. In the
development market like Hong Kong and Israel, it gradually moved from
2G to 3G. Other Advanced country like British and Sweden, it spent with
all its strength on 3G business. Thereby we can say that this tactic was
making the different areas supporting each other.

At present, HWL has started its 3G business in more than 10 countries and
areas, which include Australia, Austria, British, Israel, China and Hong
Kong and total users exceeded 12 million. Among that, Italy has the best
financial condition and brightness business growth. On October, 2000 year,
HWL acquired the 3G license in Italy and started running on March
2003.Up to January 2005, the Italy 3G users has exceeded 5.8million
which accounts 8% of the market share. What means a lot is that its
EBITDA turned to positive in August 2005 and became a turning point of
the HWL 3G business. According to HWL 's estimation,

In British, it 3G business has a very good performance; HWL acquired the

license on May 2005 and stated its 3G business right away. Up to the

August 2005, total users had exceeded 3.21milliom and EBITDA met that
Revenue and expenditure are balanced.

In 2005, the growth rate of the 3G users reached 65.5% and the high-end

users in Italy and British increased 56 and 19% separately in Italy and
British. In practice, the 3G group had gained profits since year 2006 even

counting the operational cost to maintain the customers.

Overall speaking, by taking the globalization strategy, the HWL could

coordinate the relationship between the present business items and the new
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investing target, ensuring its development pace under the control without
too much decrease.

3.3 Capital management and Financial Operation

Cheung Kong Holdings
g g 4 Cheung Kong Holdings
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Chart 18 Map of the HWL s Reorganization

3.3.1 Holding Company

Li Ka-shing control 40.2% of Cheung Kong Holding company
(Hereinafter called CKH) through the mutual funds registered under his
name and CKH hold 49.9 of the HWL 's stakes , also HWL hold ten other
public-listed corporations. Thus, Li Ka-shing could mobilize hundred
billion assets by only control the stakes of the holding company on the

top of the pyramid. In addition, he makes sure his conservative
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accounting method could implement through the group under this
centralization. Like the early stage of merging the Husky Company, he
required that every expense on mine extraction must cross account not
matter it has started or not. This kind of approach will make the financial
statement presents profits loss or decrease in a short period of time, but it
makes the management put more attention on the fragile parts. The logic
behind is that without threats of the cash flow, the company has free will
and independence on its business and could decide if the loaning is
required or not.

3.3.2 The capital mobilization and financial operation

- Sell the Assets and IPO

As we mentioned in the last section, the HWL integrates the group’s
capitals and cash flow management. Thus, if the regular profit is lower and
appears the tension of the cash flow, usually the HWL will solve problems
by selling parts of its assets and investment projects. For example, when
the Asia Economic crisis affected its retail business, the HWL sold 10% of
its owned P&G shares back to P&G to gain the 1.43 billion and 3.32
billion HKD in the year 1997 and 1998. At the same period, it sold out all
its 54% shares of the Asia Satellite Communication, the gross profits was
almost 2.4billion HKD which increase the special profits 1.5 billion HKD
and 600 million HKD in 1997 and 1998. Besides, it also sold 10% of the
West Port shares and gained 400 million HKD profits.

According to the financial statement, the prior deals did smooth its
business performance, the growth rate of the gross profit between the year
1996 and 1997 was 2.05% and the gross profits of year 1998 decreased

29.02% comparing with the year 1997. Nevertheless, if there were no
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those three transactions, the gross profits in year 1997 would decrease
22.45% and would drop 65.02% between the year 1998 and 1997.More
importantly, the HWL sold out its Orange's ( Orange plc ) mobile

telecommunication business in Europe and gain the gross profits 118

billion HKD and turned around the falling back situation.
Chart 19 The History of the Merger and Acquisition
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The reason why HWL sold the orange, not just for smoothing the profits,
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also because encounters many difficulties in 2G development. As a late
market entrant, it's hard to become the market leader and with the rising
of 3G technology, it created an opportunity to HWL to be a pioneer and
possible to dominate the market. After selling the Orange, its cash
comprising cash and current assets, which amounts to 203billion could be
used to support the expansion in 3G technology.

However, it takes a while to have profits return when investing in a
completely new area. When selling the assets could not satisfy the need of
the capitals, the HWL turned to divide its business and initiated the IPO
that made each project exercise independently and afforded its own cash
flow. Thus, it can short the profits return period of its investment and

avoided the underestimation of the inter value of each different items.

Its agile and flexible capital mobilization allocates the HWL capitals
effectively and remains the sufficiency of cash flow, which ensures that
the investment scale will not overpass the net operational cash flow.
Hence, the ousting loaning not just simply for making up the shortage of
the capitals, it’s mainly for the capital mobilization and value increased.
Meanwhile, it lowers the overall financial risk and become the major pillar

of supporting its loss on 3G until the profits return.
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Chapter 4 Conclusions

4.1 Reserved the Cash before Crisis coming

Before the Sub-Prime crisis 2007 happened in 2007, the HWL had
stopped its entire expansion plan and waited for the next development. Its
overall investment had decreased obviously since year 2007 and early half
year of 2008. Unlike a series of acquisitions prevailing form year 2000 to
2005, such as, acquiring Savers of British in 2001, Krudivat of Europe in
2002, Drogas of Latvia and Lithuania in 2004, Dirk Rossmann of German
in 2004 , Cosmo Shop of Turkey and Marionnaud which is the prestigious
perfume and cosmetic retailers of French. There were no any acquisition
activities after 2007, no matter its Retails or Ports business. Same as the
HWL assets business, comparing with the year between 2004 with 2007,
its activities on purchasing lands had decreased clearly; the others were
mostly focusing on certain important areas like Pudong Shanghai, Wuhan
and Chong Qing. Instead of blind expansion, HWL choose to raise the
profits-making capability of its current assets, meanwhile, its cash reserve
was increased with its slow down operation, but also incur the market
doubts by its conservative capital mobilization. However, with the
economic crisis that happened in year 2008, the HWL has become one of
few successful corporate that could survive and recover in a very short

time. All these can be attributed to its abundant cash reserved.

4.2 Expansion on new business model through financial-operation
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Since 2007, the Husky Energy, acquired by HWL and Li Ka-shing for 3.2
billion HKD in 1986 has become the biggest profits income and source of
cash flow within the HWL group. In addition to the joint development of
the oil mine extraction, and Indonesia project with China National
Offshore Corp, the HWL also took two items of oil fields extraction in ice
land. More importantly, on March 2008, it signed the agreement with
British Petroleum (BP) to set up a joint venture entity aiming at the oil
fields extraction and the downstream oil refinement. Only the second
quarter of 2008, it had issued the dividends 0.5 Canada dollars. According
to the estimation, the HWL that hold 34.6% shares had 1.136 billion HKD
cash flow incomes and 1.182 billion incomes for Li Ka-shing who owned
36% shares. The Energy business played a key role when the 3 G business
was still losing money, the HWL could compensate the loss with the aid

of its grand profits.

Although the falling oil pieces lead to the poor performance of the Husky
in 2009 and cannot meet the expectation of the market, however, the loss
of the 3G business has improved. More importantly, it has started
generating the positive cash flow, which the EBIT was 176 million HKD
and LBIT had substantially narrowed down to 8,922 million HKD.
Without counting the Deprecation and Amortization of the License, the
3G business finally made profits for the group. Again, it proves the
success of the business allocation strategy of the HWL, which was using
the profits of one business to make up the loss of the other immature
business. To wrap it up, as if our topic, that is the typical case of
incorporating the cash flow in the Corporate Strategy that HWL tends to
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create more cash flow through the financial operation , like acquiring the
matured corporation but could bring in stable and consecutive cash flow in.
Likewise, it gradually turns its expanding target on new business model,
such as distribution, channel operation or self-own branding and so on so
forth. The present HWL has not only put emphasis on business
complementary, but gradually step into a new business model, which

could collect the cash more directly.

4.3 Reference for Taiwan Industries

According to the financial statement, its free cash flow in 2009 has
reached 83,502 million HKD. Bases on the experience, the HWL would
not tolerate that there is too much cash on the account but without any
expansion or said lacking of activates to achieve another growth in the
future. Hence, in future, it could be expected that there might be a new
movement of the HWL, especially after attach by the Economic Crisis,
many of its assets are underestimated, that makes them so attractive and

HWL was the one which survived by having abundant cash reserved.

The business diversification strategy of the HWL directly reflect the
philosophy that,  Crisis is the opportunity of another Expansion’’ made
by Li Ka-shing. In brief, its business model is ensuring the stable cash
flow through a series of business and reinvests on those new rising quasi-

monopolized business with longer return periods and capital-intensive.

Besides, it casually uses irregular profits to smooth the fluctuations of

business by selling the assets like the Orange case after Asia Economic
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crisis. On the other hand these profits again being used for supporting
those quasi-monopolized business such as harbor and Mobile
Telecommunication at the low tide after economic crisis. When these new
investing items need more money, but selling of assets no longer satisfy
the needs, the HWL spin off the business of each project and go to IPO. In
that way, not only the each project should afford its own cash flow, the
HWL could acquire more benefits and avoid the under-estimated of its
stock price by market. This cycle shows its capability on controlling the
risks before dong any investments or expansion, which could be a good
reference not only for the single business but also for the whole Taiwan
industry with the inspiration of its cash flow management and global
expansion. Especially, the HWL successful change its old business model
to new profile, which dominate the distribution, channel and self-owned
brand business through a series of planned merger and acquisition, it not
only allows HWL has more capitals supporting for developing another
new business but also lowering its capital cost , and avoiding the cash
flow risk. Recently, we can find the prestigious Fubon Corporation in
Taiwan is duplicating the similar business by acquiring the business like
TV-purchasing channel, telecommunication business and so on so forth.
All them share a very same character that have frequent and abundant cash
flow in, by having the cheap capital supporting, Fubon could remain its
another expansion in a very short , and moving further to dominate the
market. Therefore, we can predict that how to incorporate the cash flow
management in expansion will be a critical issue to Taiwan companies in

the near future, and the wisdom of HWL will be an excellent reference.
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