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Useful Tips: Merger Filings

« Ensure that you budget sufficient time for merger filing and waiting
periods.

* Never too early to start preparing a report

— Market information has to be collated from diverse sources

(marketing, finance departments, etc., as well as clients and
targets)

— Obtaining China data can be difficult
* Very demanding in term of amount of information/level of analysis

« Typical report ~ 100+ pages (including attachments)

* “Clock” (30-day waiting period) does not commence until
MOFCOM deems report is complete
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Domestic Views of Foreign M&A

“Foreign investment threatens a
sound Chinese economy by
controlling market and nibbling
native brands.”

HAGEIEAE ST Th T g, AhBEIEAE A
B A RO, AR L™
R E S B R T
Xinhuanet, Sept. 5, 2008

“Those supporting the CocaCola-
Huiyuan deal are economic
traitors.”

SCHRAT RO BN 2 A2 R DUT
People’s Daily, Sept. 15, 2008

“M&A is an opportunity for
economic restructuring and
favors the nation’s economic
development.”

5 R I 20 5 A FE AN KL R R ) g
SRR
Nanfang Daily, Sept. 10, 2008

“It is not suitable to abuse the
national economic security issue
iIn M&A deal.”

EE N B o TR =R
Guangzhou Daily, Sept. 13, 2008



XinhuaNet

West China City Daily Xin Kuai News
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Examples of Blocked M&A

> Size of stake not approved by

*  Carlyle - Chonggqing City | China Banking Regulatory

Commercial Bank, April 2007

Commission
« ZF Group — Hangzhou | > Reportedly cancelled due to
Advance Gearbox Group “‘government pressure”
« Carlyle - Xugong Group, > Size of stake not approved by
March 2007 Ministry of Commerce, National
Development and Reform
Commission
« Singapore Airlines - China
Eastern Airlines, January | >

Shareholders reject bid after
2008 China National Aviation Holding
Company offers 32 percent
larger bid
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Conclusions

M&A continues to increase and remains a viable strategy for
expansion or market entry.

China acquisitions will NOT be cheap, quick, or easy — but they
may be worth the effort.

Truly reliable data will often simply not be available, which makes
due diligence both more difficult and more critical.

Carefully evaluate policy, media, and the external environment
before getting too far along in a deal.

Seek professional help.
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Overview

e Strategic Point of View

e Due Diligence

e Key Issues of Valuation

e Negotiation & Structuring

e Key Conclusions
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Strategic Context - Key Challenges

InterChina

Despite its substantial transactional opportunities, M&A in China presents challenges

High Failure Rates

Longer Time to Close

4

Failure to ldentify

Right Targets

Insufficient Suppo
on the Ground

rt

AVARVA

Do not have the right expectations
Lack of pre-screening, due diligence issues, lack of fit, deal
execution issues

Takes 12 to 18 months vs. 3 to 6 months in North America
Difficulties in navigating through the system; Diligence
issues, negotiation styles, approvals

Lack of good intelligence; acquisition criteria not suited to
the local environment, insufficient on-the-ground
capabilities, not connected

Failure to leverage expertise of good local advisors or lack of
in-house China specific deal expertise

CONFIDENTIAL © InterChina Consulting 3



Strategic Point of View

Business Case

Does M&A make sense?

e \What are the market forces
in place? (Market

Opportunity)

e What is our competition Val
doing right now? a u_e
(Benchmarking) Creation

e What are our strategic goals
in China? (Strategic Planning)

e |Is M&A the best approach to
reach them? (Investment
Model Analysis)

Implementation Strategy

InterChina

Can the deal be done?

e What kind of targets should
we be looking for? (Target
Profile)

e Does a desired target exist?
Is it acquirable? (Target
Search)

e |Is the selected target
attractive? (Due Diligence,
Valuation)

e How should the deal be
structured? (Negotiation)

CONFIDENTIAL © InterChina Consulting
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Due Diligence in Chinese Context

e

InterChina

Although corporate governance and accounting standards are improving, many
private Chinese companies still operate in “grey” areas

Process

Diligence Issues

Approach

Not just one formal step in the process. It never really ends
Target needs considerable hand holding

Data reconstruction

It goes beyond data verification and basic fact finding

Transparency of financial statements
Business practices

Earnings and asset quality
Sustainability

Set right expectations and pre-planning

Phased approach

Cross verification

Identify deal breakers early

Leverage diligence as unique opportunity for deal success

CONFIDENTIAL © InterChina Consulting 5
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Valuation in China: Overcoming Pricing Challenges

a How should the target be valued?

= Understanding how domestic companies approach valuation
« Adapting western valuation techniques to China business environment

e Are we ready to pay a premium for the target?

« Being prepared for a dynamic and fast changing situation
e Knowing when it makes sense to pay a high premium

e Can we negotiate the price down?

e ldentifying stakeholders and their motivations and intentions
e Using that understanding in order to successfully manage expectations

° How can we optimize the deal structure?

< Using investment structures to ensure efficiency
« Establishing mechanisms to balance risk and reward

IMAPD CONFIDENTIAL © InterChina Consulting 6



Valuation Perspective
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Chinese Seller

Lack of Sophistication: Little
understanding of western management
practices and valuation methods
Short-term Orientation: Recent industry
and company trends; immediate gain

“Gut Feeling”: mostly in 40s or 50s, high
school degrees; base decisions on instincts
rather than rigorous business analysis

Preferred Valuation Methods

NAV + Intangibles
Multiples - “Newspaper Value”
“Subjective” Premium

Western Acquirer

Intrinsic value and cash flow driven:
requires reliable set of projections
Longer term growth prospects and
sustainable earnings

Adjusted for proper accounting
convention

Preferred Valuation Methods

DCF
Trading or precedent transaction multiples

CONFIDENTIAL © InterChina Consulting 7
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Valuation Example
Conflicting price scenario

In $ Millions
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Effective Negotiations
Critical Steps in Resolving Diligence and Valuation Issues

e

Structure of negotiation team

e Use of intermediary and strong local support (either in-house or outside advisors)
e Use of third party as go-between (“relief valve”)

Understand that seeming “price gap” can be bridged sometimes

e Through transaction structure
e Know what other intangibles foreign parties can bring to the table

Timing and pace

e Effectively manage transaction timeline
e Anticipate complexity in early vs. late stage of negotiations

Relationship mapping and understand motivations

e This will create valuable leverage beyond “money”

IMAP : CONFIDENTIAL © InterChina Consulting 9
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Successful Acquisitions in China: Key Conclusions

e Every M&A deal should have a business case and a clear implementation
strategy. Foreign companies should adapt their M&A approach to Chinese reality
and set right expectations at both local and HQ level.

e Effective due diligence requires a phased approach and keen local understanding
of the target companies.

e Correctly pricing a target company and understanding sustainability of earnings
will ensure transaction success. Effective negotiation strategy could help bridge
the valuation gap.

e Implementing M&A deals in China requires on-the-ground capabilities either
through a competent in-house team or seasoned outside advisors.

IMAP : CONFIDENTIAL © InterChina Consulting 10
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