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BUY 0$4.ooo)
Price-Earnings Ratio = 3.97X
Dividend Yield= 4.97

Cheung Kong (CK) is a premier developer in Hong Kong. CK has

been renowned for its superior performance under the leadership of
biilionaire Li Ka-shing. The regional crisis has had only a minor
impact on the group due to its diversified earnings base. Through
its subsidiaries, CK is involved in investrnent and development of
property, infrastructure projects, and securities investrnent.

Group Strucfure

Hutchison Whampoa Limited (HWL)
CK holds 49.9% of this blue-chip conglomerate whose diversified
invesbnents have provided CK with a stable earnings base. Through
its subsidiaries, FIWL is involved in property development, ports and
terminal services, retailing, telecommunications, energy,

infrastructure, finance aad others. Total sales turnover of HWL in
FY97 increas ed 21.63%o to U$5,754 million (FIKS44,5 90 million)
andnet income roseZYoto USi,583 million (FIK$12,266 million).

Cheung Ko ng Infr astructure (CIil)
CKI is the investrnent arm of the group's infrastructure projects

which include power plants, toll roads and bridges in the PRC.

CKI atso engages in building materials businesses such as

manufacturing and selling cement, concrete, asphalq and

aggregates. Tumover of CKI in FY97 increased l0.\3oAto U$432
million. Net Income in the same period surged l7L.llo/ofrom
U$114 million (HK$885 million) to U$31 I million (HK$2,411

million).

Hongkong Electric Holdings Limited (IIEIIL)
A publicly-listed utility which geneftItes and supplies electricity for
the Hong Kong Island; it also provides engtneering services and

proJect managernent. Turnover of this utilrty increased 5.ll%oto
U$1,041 million (I{I$8,065 million) in FY97. Net income climbed
13.36%to U$607 million (HK$4,709 million).

In the group reorganizafion in FY97, Cheung Kong transferred its
70.66%interest in Cheung Kong Intastructure to Hutchison
Whampao which in turn transferred a35.0lYo interest in Hongkong
Electric to Cheung Kong Infrastmcrure.
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Interim Profit - US$89.7 million
On August 27, CKarurounced its 6 month interim result ending

June 31 this year. Interim net profit decreased 78 percent to
HK$3.02 billion (US$389.7 million). The drop in profit was

primarily due to the large write-offof HK$3.435 billion (US$443.2

million) on assets in light of the current economic environment, of
whicb HKS2.45 billion (US$316 million) was a loss provision for
property projects. The remaining HK$985 million (US$127.1

million) provision was charged as a loss for diminution in the value
of listed investrnents.

Cheung Kong Holdings Interim Results, 1997-8
(US$ million) 1997 1998

Net Profit
Turnover
Exceptional Items
Dividend (Cents)

r778.r 389.68
220.6 1362.6
gg6.t' 442.6b
5.0323 3.6129

Earnines Per Share (Cents) 77.4191 17.0323

" &;e to group reorganization
b 

write-offs ofproperty value & listed securities

BIIY Recommendation
The stock market in Houg Kong is oversold. The F{ang Seng Index

has fallen from 16,820 points last August to the present level of
around 7,300 points. We believe CK is a bargain which emerged

from the recent colrection for the following tgasons:

I Low Gearing
The capital structure of CK has only about1}Yo long-term debt' It
leaves CK enough room for debt financing of any acquisition aJ a

bargain price. In June, a wholly-owned subsidiary of CK completed

a syndicated loan with 13 banks for U$278 million (HK$I.5 billion).

It gives CK a competitive advantage over its peers, particularly under

the present market conditions. At the end of June, CK had

approximatd HK$4 billion (US$516 million) cash onhand.

fl Diversified Earnings
Through its associated companies and subsidiaries, CK's earnings

are derived from diversified sources and countries- Hence, its

earnings are relatively more insulated from the domestic factors-

3 Undervalued - Long-Term Growth
CK's shares are trading at one-third of their all time high of U$12.65
(HK$98.00) last August. CK's PE Ratio is now 3.97X with a

dividend yteld of 4.97%o.We believe this decrease has resulted

primarily from the recent correction in the Hong Kong stock market,

and we believe that when this market recovers, the blue chips will be

valued at higher PE Ratios which should translate into increased

share prices.
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Cheung Kong Holdings Ltd will remain profitable due to its
prudential land acquisition policy during the booming period when
property prices were escalating. The interim write-offs of properly
value were believed to be adequate. At the present level of properry
prices, the projects after provisions can still be profitable.

Ea

*Source :Esttmate Directory - June 98

10 Years Financial Summary

Profit & Loss Account ([J$ million)
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rnlug.rorecas
FYE December 1997 r997 yoy 1998F 1998F yoy

HKD USD ok chs HKD USD % chs

Net Profit
Earnings Per Share

Dividend Per Share

Price-Earning Ratio
Dividend Yield(7o)

17,602m
7.66
1.52

2,27Lm
0.988
0.209
3.97
4.97

28%
27%
t7%

16,043m*
6.98*
t.47

2,070m
0.901
0.190
4.35
4.84

-9%
-9%
-9%

1918 1989 1990 1991 7992 1993 1994 1995

1.588t 551Turnovgr

Profit Before XO

XO Items

Prof,rt ataibutable to

Shareholders

DividEnds
Profit Retained

270 358

73 160

343

82

261

518

108

410

569

419

45

465

r36

328

1,289

630
(,

682

193

490

1,326

809

6

802
aa1

575

1,380

t,262

1,9 15

r,305 t,435

t,262 1,305 1,435

284 312 352

978 993 1,084

1,776 2,271

409 480

t,367 t,791

Source: Adaptedfrom fl97 Annual Report

Balance Sheet Items (U$ million)
19S 19E9 199{) 1991 1993 1994 1995

FixedAssets 182 229 226

Inves&netrB 1,473 1,838 1,966

Netcurre{tAssets 209 346 675

25r 261 353

2,207 3,075 4,382

825 554 897

486 590

6,086 6,194

1,525 1,355

627 425

7,743 9,721

2,654 2,573

Deduct:

l,ongTerm Loans

Deferred Itsrns

Mindqv lnterests

1,854 2,413 2,86',7 328 3,891

210 160

t2t 115

t7 88

5,632 8,095 8,149

931 2,171 1,103

326
r28 342 330

tt,024 12,719

1,550 1,760

22
625 275

150

25

2t

258 388

20 t6

28 23

Total Net Ass€ts

Representing:

Share Capital

Share Preoium

Reserves & Retained

r,668 2,107 2,439

t42 142 142

355 355 355

I,t7t 1,510 1,942

2,935 3,527 4,570

142 142 142

355 355 355

2,438 3,030 4,073

5,581 6,710

142 142

355 355

5,084 6,213

I48 148

1,014 1,014

7,685 9,519

8,847 10,681

Total Shehl&funds 1,568 2,107 2,439 2,935 3,527 4,570 5,581 6,710 8.847 10,681

Source : Adapted fron fl97 Anrrual Report

Per Share Data (U$ dollar
Eamings Per Share

Dividend Per Share

NAV Per Share

o.r23 0.163

0.037 0.049

0.'759 0.959

0.19 1

o.062

1.1 10

0.286

0.088

1.33 5

0.358

0.103

1.605

0.574

0.r29

2.080

0.594

0.t42

2.539

0.15 5

3.053

0.777

0.178

3.850

Source: Adapted fron FY97 Annual Report
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Group Structure
As of 3l March, 1998
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Cheung Kong ADR (Ticker: CHEIIY)
Daily Price-volume(shares) Graph: June l, 1997 to September 2,lggg
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Hang Seng Index
Daily Price-Volume(shares) Graph: June 1, 1997 to September 3, 1998
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ADRShares,prospectiveinvestorsshouldconsidercarefully
all the information contained in this report, including the considerations set below.

RISK RELATING HONG KONG

Political Factors
Hong Kong, which was a territory of the United KingdonL became a Special Administration Region

(SAR) r"Up"t to the sovereignty of the People's Republic of China@RC) on I July, 1997' Current

agreements and laws provide that the social and economic systems in Hong Kong will remain

unchange.d for 50 years and that Hong Kong will enjoy a high degree of autonomy except in foreign

affairs and defense. Future political developments in Hong Kong or the PRC could have a material

adverse effect upon the social or economic conditions in Hong Kong.

Economic Factors
Hong Kong is one of the leading economies in Asia-Pacific. Gross domestic product was about

H$-1,334-billion (u$172.1s blllion) n lgg7. since the end of 1997, the Hong Kong economy, along

with other parts of Asia has been affected by the regional financial crisis. ln the first quarter in 1998,

Hong Kong recorded a 2 percent y€r-on-year decrease in gross domestic product' Also the

unemployment rate was rp to +.Zp.rcent in May 1998- Regarding the economic dorvnturn in Hong

Kong the capital market ixperienced unprecedented levels of volatility and asset prices corrected

signi;cantly. Th" ,...nt.u"ntr affectingthe economy may affect the businesses operating in H.ong

fing Hong Kong is in a recessior! having two consecutive quarters of negative gross domestic

product.

Property Market
ftong foog is experiencing a slowdown in the property market, resulting in a decrease in property

values and the number of transactions. For rmid"oti"l properties, the property prices have tumbled by

approximately 50 percent from its peak in October 1997. Coupled with oversupply of office space'

thi prices of iommercial property also fall substantially. From past experience, we learned prope4y

prices are connected to the government's willingness to allow development of land' If the current

govenrment policy comes gider political or economic pressure, the price of land and related

developments may drop sigpificantly. Thus, there may be an adverse effect on the profitability of

property developers ana pioperty invesfine,nt companies' In addition, the volatile interest rate

environment may furttrer the risk of new project development'

Currency Risks
The Hong Kong dollar is freely conveftible into other currencies (including the U.S' dollar), and, since

lg83,theHongKongdollarhasbeenofficiallylinkedtotheU,! dollarattherateofu'S'$I'00to

Hong Kong SZ.aO. fro*.u.r, the market exchange rate of the Hong Kong dollar against the U'S'

dollar continues to be subjecito the forces of supply and dernand in the foreign exchange market'

Since the third quarte r of 1997,exchange rates 6r ,rtioot Asian currencies, including the Hong Kong

dollar andthe Renminbi Gtvtg'), *re officiat currency of the PRC, have come under market olchange

pressure which has led tothe devaluation of certain Asian currencies and which could lead to the

hrto.. devaluation of other Asian currencies. No assurance can be given that the Hong Kong dollar or

the RMB will not be devalued in the future or ttrat the Hong Kong government will maintain the

official link of the Hong Kong dollar to the U.S. dollar at tl1e current rate or at arry rate' A

devaluation of the RMB and 7 or &e Hong Kong dollar may adversely effect the price of the ADR'
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The government of Hong Kong has recurtly interviewed in the foreign exchange and equrty markets.
The government has used its foreign reserves to support the Hong Kong dollar and to purchase stocks

of companies on the Hang Seng Index as well as tlang Seng futures. If the Hong Kong government

ceases this intervention there may be an adverse impact on the price of the ADR.

Listed below are the closing exchange rates of HKD against one United States dollars for the last day

of the following quarter:

Ouarter end Soot Rate
June 98 7.7487

March 98 7.7497

Dec97 7.7485

Sept 97 7.7380
June 97 7.7468

March 97 7.7488

Accounting Principles Considerations
Certain financial information of HKT which is reproduced herein has been prepared and presented in

accordance with Hong Kong Generally Accepted Accounting Principles (GAAP) which differs in

certain significant respects from U.S.GAAP. Therefore, there can be no assurance that the financiai

position or results of operations determined under U.S. GAAP would not be materially different than

that determined under Hong Kong GAAP.

RISK RELATING TO THE ADRS

The primary trading medium for HKT shares is the Hong Kong Stock Exchange. ln additiorq

American Depository Receipts (ADR's) evidencing American Depository Shares issued by the U.S.

Depository representing HKT shares on deposit with the Depository, are quoted in the National

Quotation Bureau's pink sheets. This is a quotation medium on1y, not an issuer listing service, and

should not be confused with the NASDAQ Stock Market. Unlike the NASDAQ Stock Market, there

are no quantitative or qualitative standards for the issuers to be quoted in &is market. Because these

issuers are not required to file financial reports with the SEC, an investor may be unable to gain

access to any financial or operational information regarding the issuer. There is no assurance that this

tpding market for HKT shares will be sustained. Discontinuation of any of these markets could have

an adverse effect upon liquidity, i.e. the ability to sell HKT shares.

i'
I
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EONG KONG OT'FICE
l0/T, Lippo Protective Tower,

23 l -233 Gloucester Road,
Wanchai, Hong Kong
ht] (852) 2523-6s73
Fax (852) 2U5-2635

Fronteer Securities (H.K.) Limited, the preparer of this Report, is under common control with American

Fronteer Financial Corporation, a U.S. securities brokerage firm which is registered with the U-S. Securities

and Exchange Commission, a member of the U.S. National Association of Securities Dealers, Inc', a member

of the Boston Stock Exchange, an associate member of the American Stock Exchange, and licensed as a

securities broker and dealer in all 50 of the Uaited States. American Fronteer Financial Corporation has

offices at the following location in the United States:

Albany Branch
125 Wolf Roa4 Suite 314

Albany, NY 12205

Local (518) 446-1190

Fax (518) ,146-1198

Atlanta Branch
3399 Peachtree Road N.E.,#1450

Atlanta, GA 30326
Local (404) 814{288
Fax (4U)81+2121

Chicago Branch
3l I South Wacker Drive, #3950

Chicago, IL 60606
Local (312) 554{605
Fa:< (312) 5544085

Colorado Springs Branch
2165 N. Academy Blvd.
Colorado Springs, CO 80909

Local (719) 591-9436
Fax (719) 591-9676

CORPORATE OFrICE/
DENVEROFFICE
One Norwest Center
1700 Lincoln Street, Suite 3200

Denver, CO 80203
Locd (303) 860-1700

Dallas Branch
14875 Lardmark Blvd., Suite 110

Dallas, TX7524A
Lw,al (972) 661-9060
Fax (972)6614189

Kansas City Branch
106 West I lth Street, Suite 110

Kansas city, Mo 64105

Local (816) U2-5780
Fax (816) 842-0410

Las Vegas Branch
3900 Paradise Roa{ Suite 233

las Vegas, NV 89109
Local (702) 734-8721
Fax (702)'134-7868

New Orleans Branch
3850 N. Causeway Blvd., Suite 1330

Metairie, LA 70002
Local (504) 834-5566
Fax (504) 828-5366

New York Branch
30 Wa]l Street, l lth Floor,
New York, NY 10005,
I"ocal (212) 269-1 980

Fax (2rZ)269-7578

Reston tsranch
I 191 1 Freedom Drive, Suite 450

Reston, VA 20190
Looal (703) 478-3200
Fax (703)435-3215

San Francisco Branch
601 Montgomery Street, Suite 650,

San Francisco, CA 941 I 1

Local (415) 395-2950
Fax (415) 395-5890

\ilest Palm Beach Branch
625 N. Flagler Drive, Suite 502

West Palm Beach, FL 33401

Local (561) 6594277
Fa:< (561) 659-6330

This report was prepared by Fronteer Securities (H.K) Limited which is solely responsible for ils content American Fronteer Financial

Corporation has'Oli".a p."roloion to distribute this report to its clients. Thi information herein is based on sources which we believe reliable,

its completeness and accuracy is however not guaranteei. No part ofthis publication is to be curstrued as an offer to sell or buy the securities

mentioned. American Fronteer Financial Corforation may in-the future make a nurket in the ADRs of Cheung Kong Holdings ltcl' American

fi"."* fi"-"ial Corporation and its affrliated organizations and/or its or their partsrers, officerg afiiliates, or mernbers of their families may

have a position in the securities mentioned which in certain circunstances may bi substantial and may make purchases and/or sales ofthese

securities from time to time in the open market or otherwis€. Reproduction or redistribulion ofthis Report in any form is prohibited except

wirh wrinen permission from Fronteer Securities (H.K.) Limited


