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Many classic business cases
in China capital market show that
the company capital operation
plays important role in promoting
industrial development. Now, with
the improvement of the financial
instruments and the capital market,
the capital operation has become an
important way to realize the strategic
goal of Chinese Companies.
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The core competitiveness
and the financial situation of
a diversified company can be
different in different industry
chain environment and a different
development stage. However, the
capital operation strategy often
determines the rise and fall of
the company and even success
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or failure for the next five years,
which is so-called “wrong step,
lose opportunities” . Especially for
a fairly large group company, the
capital operation scheme is far more
influential.
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Capital operation creates
value for the diversified industrial
group
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Capital operation makes the
group corporation deal with the
development needs with open
organizational structure and more
flexible assets and liability structure.
The group can seize the key points
of the industry chain without the loss
of control of the legal entity, lever
the social resources to supplement
its own resources and capabilities.
We consider the capital operation
provides the strategic significance to
the group corporation development
as below:
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m Invigorate the group
supplemental assets to support
the main business strategic
development
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m Switch the scrambling
resource between the main business
and the secondary business to
support resource
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Achieve non-cash assets
transforming to cash assets quickly
and also be controllable
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m Maximize the intangible
resources, asset value and the
profit of the main business’ s
credit platform and incorporate
the secondary business assets
to support the main business
development channels
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——Leveraging among
different industry sectors
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The opportunity co-exists with
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the risk at the current market environment. Rely on the
accumulated resource, many group enterprises can utilize
the advanced situation to develop new industry strategy
and form diversified strategic structure.
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However, the instable and unpredictable external
environment, such as far more complex organizational
structure, rapid globalization, promulgated regulations
and the difficulties of the innovation, requires the
group enterprises to develop the new industry and also
avoid the strain capacity decline and even loss of the
advantage.
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By bond, trust, mezzanine finance and other financial
tools, the capital operation can help the company to
break the limitation of the industrial chain, get resources
outside the industrial chain and achieve the maximization
of capital gain and profit.

o] S5 s 445 112 w0 5 AR 38 SR 7

How to draft the capital operation strategy for the
group enterprise?
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Facing the great opportunity, how to achieve the
strategic objectives via the resource allocation? We
believe that the original competitive advantage can
be enlarged only through the capital operation lever.
For example, through the trust fund to invigorate the
original liquid asset then realize the development of new
industries.
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——The channel to access the resources out of
industry chain
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Business boundary narrows down the company
resources to be limited within the upstream and
downstream industry chain, including the factors of
production, as well as relatively limited upstream and
downstream resource support. For example, through the
company’ s credit to delay the suppliers’ payment, to
obtain some time of cash outflow.
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The capital operation strategy is a constantly
improving practice along with the internal & external
environment changing. Every item adjustment would
affect the industry development, so the execution and the
adjustment would rely on the professional and effective
decision making. Every financial tool has its own value.
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Based on the group corporation circumstance, how
to select, design and execute the comprehensive capital
operation plan is a systematic program, which relates to
the financing cost, repayment ability, capital liquidity and
M&A manipulability. For example:
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——Master plan, gradually move
forward
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Initially we should focus on integrating
the group existing industrial resources
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and financial resources. If establishing
an industry fund to load non-core assets, main business
assets and new industrial assets released by new
strategy, it must base on the master plan, gradually move
into the group capital operation framework.
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In addition, the time arrangement and the key factors
setting should match with the group industry development
strategy as well as the needs of invested project.
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Secondly, in structuring the capital framework we
should especially consider attracting more external
resources, the sequence and how to utilize the new
capital effectively.
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——From easy to difficult, steadily implementing
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Capital operation scheme often involves the asset
selecting, stripping and the financing plan implementation;
which should be practiced from easy to difficult. For
example, the industry fund should firstly select the non-
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core business asset with certain credibility and without
restructuring need, in order to quickly realize the financing
target.
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We propose to implement the capital operation
steadily as the principle, such as to consolidate the group
internal assets, to load into the fund when it matures, to
steadily develop the industry fund growth.
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The fund investment should start from high-quality
projects and extend to the projects with great potential.
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——The management of the capital operation
should be initialized beforehand
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Past experience shows that, the capital operation
management should be initialized before the investment
business carried out, and should be considered as the
precondition before running of the industrial fund. For
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example, to enter into the assets
and business sectors of capital
operation scheme, such as
the industrial fund, they must
be restructured, the corporate
governance structure should
be improved, the organizational
structure should be optimized
and the strategic performance
management mechanism should be
implemented.
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As to the external projects
invested, the strategic synergy
management should be prepared
according to the actual situation in
order to ensure the post investment
management in place and maximize
the investment outcome.

A WA Al 5 A 32 11 O S 4 D 0

Critical control points of the
capital operation
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Systematically construct the
group capital operation framework
covers human resource, capital
management, risk control, financial
settlement and information
management functions, which lead

to operate and control the business
sectors at overall group level
effectively.
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To establish a comprehensive
financing process and system to
continuously find new investment
opportunities, new markets, new
business opportunities to develop
the business synergies, and build
up internal talent team and external
strategic cooperation institutions.
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Through the financial
management system, each business
sector shares the information
resources, the customer resources,
the risk management seamlessly
and actively plays the role of
resources and functions integration
for whole group. Meanwhile, a
firewall between each business
sector should be built to establish
disciplines for the related party
transactions and control the
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endogenous and joint risks.
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The group enterprise’s capital
operation plan is concerning to
the future development, which
is related to the frame design,
scheme and milestone making,
project implementation, control
and adjustment. Once it initializes,
a qualitative leap of the Return of
Asset will be expected. The critical
control points are listed as following:
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——Prepare the operational
plan
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m Fully approval and support
from top management team
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m  Successful communication
with the creditors
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m Co-operation with the
strategic partners to communicate
with the regulators (China Banking
Regulatory Commission, The
National Development and Reform
Commission)
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m Selection of the suitable
assets to initialize
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m Confirmation of fund

management mode and formation of
fund management team
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——Prepare investment
projects
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m Complete the strategic plan of new industries,
including the next three years investment plans of group’s
main industries
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m Investment projects should also include the
group’s next strategic investment and M&A reserve
projects, such as IPO companies and the listed
companies M&A projects
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m Utilize the PE and the VC team to capture the
short term and high return projects, strengthen the fund’s
ROI and the repayment ability
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——Management and Governance
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m Build the complete capital operation and
management system
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m Form the replication capacity of each industry
group
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m Pay close attention to ensure the performance

management mechanism be installed in each industry
sector
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m Coordinate and promote the corporate
governance program and fund projects
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m Informatization will become an important factor of

the development of the fund industry
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Conclusion
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Sustainable development of a group company
needs to pursue each business strategic synergy effect,
known as the long, in-between and short industry chain
strategic synergy. Utilize the short-term business cash
flow and profits to support the in-between term business
development; utilize the in-between term business cash
flow and profits to support long-term business.
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In the past eight years, CPL has helped the global
enterprises and the group companies to realize the
diversification of industrial development, through the
investment and M&A, financial management and capital
operation. We have accumulated rich experience in the
implementation. How to develop the financial and capital
operation scheme according to the customer’ s long-
term strategy, how to help customers to establish good
communication with external resources and how to
promote the project implementation, we all have our own
unique ideas!
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No matter how careful the solution is, executive risk
always exists. The capital operation lever enlarges the
industrial advantages. At the same time, it will increase
the business risk coefficient. Decision makers should
have a clear awareness of that.
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This paper is complied by CPL Consulting Co., Ltd.
for our customers and employees; the content is only
worth for general reference. We recommend readers to
consult financial, tax and law consultants for professional
suggestions before making decisions based on related
papers. If you have the willing to consult us for data and
document mentioned in this paper, or else, other analysis
and suggestions, please contact us:

Jkxi Beijing

Ivy Xu 147
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Hii%: +8610 65916000
HLR: ivy.xu@cplchina.cn




