AUDIT = TAX = ADVISORY

© 2004 KPMG, the Hong Kong member firm of KPMG International, a Swiss cooperative. All rights reserved. Printed in Hong Kong. The KPMG logo and name are trademarks of KPMG International.



CONTACTS

Thomas Stanley
Director
Shanghai

Tel: +86 21 6288 3051
Fax: +86 21 6288 1889
Email: thomas.stanley@
kpmg.com.cn

Richard Ahmad Bates
Senior Manager
Hong Kong

Tel: +852 31219816
Fax: +852 29736616

Email: richard.ahmadbates@

kpmg.com.hk

Mei Dong
Manager
Beijing

Tel: +86 10 8158 5000
Fax: +86 1081585111
Email: mei.dong@
kpmg.com.cn

China is emerging as an economic powerhouse. For foreign
direct investment China continues to be the top destination;
economic growth is robust; many multinationals in China are
gearing up to expand their presence; an emerging consumer
class is demanding world-class products and services.

Despite these changes, China remains a challenging
environment in which to operate. The scale of China, the
pace and fundamental nature of change in many sectors, and
the still-developing infrastructures and systems: all provide a
myriad of potential pitfalls for new entrants and established
market participants alike.

Companies considering a China investment — whether an
acquisition, a joint venture, expansion or ‘greenfield’
investment — need to do so only after a thorough assessment
of the opportunities and the best way to position.

The Strategic and Commercial Intelligence (SCI) practice in
China and Hong Kong is a key element of our Transaction
Services offering, and was established to help clients make
better-informed investment decisions -- decisions based on
independent, fact-based analysis of the underlying
commercial landscape.

Our local knowledge and experience in the Hong Kong and
Mainland China markets also complements our SCI practices
in other parts of the world, providing critical inputs on cross-
border transactions.

Now present in Beijing, Shanghai and Hong Kong, the
Strategic and Commercial Intelligence team provides

Market assessment and market entry strategy
Location strategy

Commercial due diligence assistance

Business plan due diligence

Our services and credentials are summarised in this
document. | welcome you to contact me or any of my SCI
team mates in Hong Kong, China or elsewhere in the world
for further details.

o

Thomas Stanley
Head of Strategic and Commercial Intelligence
China and Hong Kong
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Strategic and Commercial Intelligence (SCI) is KPMG's investment
strategy advisory group
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= Market strategy
= Commercial due
diligence
= Synergy evaluation
_ 1 Post deal alignment

= Pre bid support

= Acquisition commercial
due diligence

= Post deal management

= Progress reviews

» IPOs

= Syndications
m Securitisation
= Bid defence

Ideas and decision Opportunity development Risk reduction and
enablement and faster returns process support
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SCIl has dedicated teams ‘on the ground’ in key countries

Global practice, local presence

Established in UK in 1999; now
numbering 200+ staff in 19 offices,

Birmingham ----, including London, New York, and
Manchester --------- | Amsterdam
Reading---------iéé R Frankfurt Dedicated practice
% SCl is a dedicated practice of full-
London -, T Amsterdam time locally based professionals that
B ctoonen Pari know the region well
Chicago """""""" Madrid --------- . ar es . .
_________ , L Milan "7 Beijing SCI works closely with clients
; providing independent insights and
San Francisco oo e R Shanghai information quickly
New York-= T Hong Kong

Integrated due diligence team

Our SCI capability provides clients
with a single integrated due
diligence team that can address
commercial issues critical to the
future business performance of the
target

An integrated team shares
knowledge and issues between the
Sydney -------- commercial and financial due
diligence work streams and can
provide clients with a single report

SCI utilises KPMG's existing global presence for local knowledge and contacts
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SCIl has a strong track record of assisting multinationals in China

o

Beijing

Shanghai R

Gu Shenzhen

angzhou

Macau ' Hong Kong

SCI China

m SCl in Hong Kong was established in May 2001
and expanded to Mainland China the following
year

m SCl now has dedicated, Mandarin-speaking staff
in Hong Kong, Shanghai, and Beijing

Industry experience

m SCI has conducted over 100 projects for
corporate, institutional and private equity clients
in such sectors as

automotive

retail

financial services
food ingredients

energy and infrastructure

m In this market the most commonly required SCI
assistance is in the areas of

market assessment and market entry strategy
location strategy
commercial due diligence

business plan due diligence
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An integrated KPMG investment strategy group brings several

benefits to our clients

INTEGRATED TEAMS

® [ntegration with other KPMG
teams

m Share knowledge and issues
between the workstreams

m Single team to manage and single
report addressing issues

-1

P=NP. "% PROFESSIONALISM INVESTMENT SERVICES

%{«%&M m Focused team charged with [ | Pre,. during aqd post deal investment
s developing clear opinions advisory services

m Tailored scope to meet client needs

em m  Organisation providing credible SUCCESS

}i B T reporting ] I\/Iarke_t_, _technology and operations
m Deliverables focused on client capabilities
needs

SCALE

B |arge dedicated investment strategy
team

B Sector expertise
m Global coverage




SCI brings together all the elements needed to provide high

quality investment support services to our clients

During stlfj?:::re Operational Advanced Customer
the deal analysis analysis modelling referencing

Local, full time Work exclusively Industry focused Functional Close linkages to all
professionals on deal strategy approach specialists KPMG services
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Information 2 . 2

b ocal team Local Consumer -y Infrastructure A - Wider Other due
kngvl.\llllr:i & in 3 major language & Comm::(l’catuon and I;':fvr;:':sl transactions cg;ﬁ:;:;e diligence
g hinese citi skills Industrial Enfertainmon Government services services
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China is one of the world’s largest recipients of foreign investment b

com—

business environment presents significant challenges

. . . . Increasing level of Foreign Direct Investment("(2
Foreign direct investment by province
2003 ® China has been one of the largest recipients of foreign investment for the past

10 years and in 2003 overtook the US as the top investment destination

— more than 400 of the world’s top 500 companies have established
operations in China

— over 200 foreign investment companies and around 400 foreign research
and development centres have been established

® By January 2003, the number of new registered foreign invested enterprises
Beijing reached around 430,000 with a contract value of around USD 840 billion and
actual investment value of around USD 450 billion

-~» Shanghai ® Recent surveys indicate that a majority of foreign invested companies are
already profitable

Successful investing in China

® However, a large number of foreign firms have failed in their entry into China

- "» Hong Kong or are struggling

[ | - in many cases this was due to not undertaking sufficient analysis of the
market and opportunities

— China’s business environment, though improving rapidly, presents unique
challenges even to well-established companies

Note: Taiwan not included in the analysis ® Patience, and a good understanding of the market place, competitors and
Sourcer China Markets Yearbook 2004 customer demands forms the basis of establishing a sound entry strategy and
successful presence in China

Source: (1) China Daily “FDI Surges in January Despite Weak Global Economy” February 2003
(2) Xinhua News Agency “Overall Evaluation of WTO Entry's Influence on China” June 2003
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Our SCl team in China and Hong Kong can assist with a range of

integrated investment support services -

TRANSACTION Initial assessment and Deal structure and
PROCESS market evaluation Due diligence

Completion and
integration

CRITICAL Regulatory knowledge Cross border tax experience Patience
?k'g_?g:g Diligent market assessment Valuation knowledge Negotiate from knowledge
IN CHINA Early identification of deal breakers Practical deal experience in China Thorough execution
Local connections Post transaction monitoring
KPMG ) . - . : -
SUPPORT Understanding Assessing market Due diligence Pointing out issues Advising on Cross border tax
regulatory sectors services: e.g. to be addressed in financial contract planning
environment ) commercial, the contract terms ) ,
Developing market ieereial [T &ne Audit compliance —
Identifying potential entry strategies forensic’ Identifying local and Liaison with local statutory and group
deal breakers . ) industry specific partner reporting
o Critical sounding Identifying regulatory hurdles _ _ _ _
Suggesting issues board on market valuation issues Completion audit Integration services
for follow-up in due projections Highlighting
diligence . ) ) Advising on local integration
Exit considerations and cross-border concerns
deal structure
SCi Market due diligence Commercial due diligence Integration assistance
SERVICE . -
Market entry strategy Business plan due diligence

Location assistance

Further details on SCI services are covered on the following pages

o
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An independent analysis of the size and nature of the opportunity is a must

in China; SCI assists with market assessments and market entry strategies

COMPETITIVE ANALYSIS INTERVIEW PROGRAMMES

Attractiveness of the market and strategic positioning In depth understanding of customer needs

Market Competition Channels

Specialists Qualitative Quantitive
50 .
s s DO
=3
0
2 4 6 8 10
Growth %
APPROACH
Emphasis on facts and evidence
Robust underlying logic
Credit committee level detail
Opinions on revenue and
margin projections
GDP annual % change Household Savings ratio Cost structure Projections

At risk
disposable income

9% change in GDP year
on year
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Effects of macroeconomic climate Achievability of financial projection
MACROECONOMICS ANALYSIS FINANCIAL APPRAISAL
M © 2004 KPMG, the Hong Kong member firm of KPMG International, a Swiss cooperative. All rights reserved. Printed in Hong Kong. The KPMG logo and name are trademarks of KPMG International
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“Business Plan Due Diligence” provides fact-based intelligence on

—

a company’s projected business activities

Over the past year, it appears that Island has found it difficult to accurately forecast its
performante - even within a particular quarter

(1) We have management “defend” their financial

Foresst v Aetusl FT| Perfarmanze
2002

P projections - by requiring them to articulate the
e e supporting rationale and major assumptions underlying
i s the financial model

- 102, 03 and 04 the forscast figurs was sbtaied fom
Isbnds qerscl maragement liter whih & pcalk
preparsd am onth bafors e quartsr.

= The mest signifkant difercress betwesn ecnal and

for reforscast) performares are for the full yaar

T . .
20 prgeten (2) Next, we break each major assumption

= s lshrc)ocgialy rpted P fr 2001 et $20

it At i S down into its key drivers (or variables) - that can
:*;j:;;;‘f:;;;:";;: ;1‘;;;;;::;::;;w be measured and tested in order to evaluate the
. k:"‘:;n “’““";:&;i‘:‘;.:?ﬁ:”&f::‘::‘:ﬂ?:?ﬁ reasonableness of the overall forecasts

ar s ety 1 8chisve perfomark:a tErget

B Howewsr, the recent patem of raceusts forscasts may abo
be rdisatis of the compary's farsastrgmattacloy

5 ;::f‘ Project Rose —
Assumption 1: CNI's ability to capture Tier 1 custormers Yy o .
Tramrertion (3) Our due diligence activities help clients
Bl chim it U kil ot i e i understand how each key driver is expected

B to change in the future — and how these

L—l———u-mm { 1 changes are likely to impact the business

Wihatis tha size of the po Howe likely it for M to cophura thas
Tie T evsvemen b o b 3 T avallabla Tier | custamas?

‘ 1
; S Management's ability to achicve its revenue and profitability projections may be challenged, Il
et SR after considering all necessary pricing adjustments {primarily due to discount requirements)
] Traniaation —
o Pevarnts and O srating Frof, voars 15 Sl J —
" Dlstrans ke Abocrt e erts, B et s ol
n ] :::unpmrnp[wbﬁanad'm'n ﬁ?;wmo =
£ - The avemgs cortrect Bats 3 yeary
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€
= 9 g” " D‘\,Elmpﬂ's jow rumber of essumed customens captned i years 12
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g °
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. , w— REUEN 18 (2T UZNB0¢Me T8 Mook) - :r;ﬁ:s:;mspr:ﬁ;nzrr::rh::;‘prggjnmw:icmﬁ ::
B Transactions where the target's O e —— o rsplcicy
oW > e eyt #
growth projections are aggressive or unsupported e P et awag o sk
B Situations in which there is little historical information on which to rely — or
when clients require due diligence on management'’s projections |
B \When a target company is dependent on a small group of customers and/or N
new business strategies W =
m Clients with very “company-specific” questions that need to be answered [ i =
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Location strategy is a key concern for companies entering or expanding

China: our local knowledge helps clients make informed-decisions

Well-structured approach

We identify the cost and non-cost issues that will drive the location
COST FACTORS decision, and agree an appropriate weighting with clients
To objectively score each potential location on these criteria, we
NON-COST research using a variety of sources
FACTORS L
A total score for each city is then calculated for cost and non-cost
issues
Cost and non-cost factors
RESEARCH COST / NON-COST FACTORS FOR EACH These vary by industry and each company’s situation
LOCATION .
Common cost factors include
official statistics published studies salary costs
database search vendors
journals KPMG tax taxation impact
overhead costs
Common non-cost factors include
country risk
NON- Y
COST COST ease of doing business
CITYA  75/100 60/100 quality of life
CITYB 82/100 95/100 regulatory environment (e.g. ease of listing)
Benefits
CITY C 65/100 80/100

Location assessments provide clients with an independent
assessment of the pros and cons of different cities and industrial
zones in relation to their location needs
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In this market deals often hinge on the assessment of the future commercial

prospects of the Target: SCI provides commercial due diligence services to

address these issues

MOVE FASTER
Build a deeper understanding
of the business more quickly

MANAGE RISK
Identify structural
weaknesses to manage
against the risk of post
deal failure

COMMERCIAL
DUE DILIGENCE

CUT A BETTER DEAL
Strengthen negotiating
position by identifying

weaknesses

RN ENHANCE CREDIBILITY
OV Improve prospects of

3 passing internal and
external approvals
through rigorous
preparation

IMPROVE RETURNS
Develop ideas and
creative suggestions for
improving post deal
performance

Commercial due diligence

Investors need to understand the commercial
context in which a target company operates: is the
company positioned to succeed?

Commercial Due Diligence ("CDD") is the process
of appraising a target by reference to its
competitors and its market

CDD, combined with the financial, HR, IT and legal
due diligence, helps the purchaser determine
whether to proceed with the transaction

The CDD approach uses multiple information
sources and highly structured strategic analysis
techniques to provide insightful, useful
assessments on:

— market sizing
— competitive landscaping
— market entry strategy

KPMG is well positioned to provide these services:

— global SCI network
— unigue KPMG library of purchased research
— ability to draw on past global projects

— network of industry, functional and country
experts

M © 2004 KPMG, the Hong Kong member firm of KPMG International, a Swiss cooperative. All rights reserved. Printed in Hong Kong. The KPMG logo and name are trademarks of KPMG International
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Reports are concise and well structured; we focus on providing

insights not just information
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Recent project experience

Non-bank consumer finance / Market strategy

m KPMG was engaged to assist a multinational retail bank with developing its market strategy into the non-bank
consumer finance sectors; the bank identified two North Asian countries and sought information on the "sub-
prime" consumer finance opportunities

m  KPMG undertook primary and secondary research on the markets analysing the regulatory barriers to entry,
the potential market size of the sub-prime market for non-bank consumer finance and other financial products,
the competitive environment with a view to identifying potential targets, and customer purchasing behaviour

m The client used the results of the study to determine which markets it should enter and its preferred mode of
entry

Fund management / Commercial Due Diligence

m KPMG's North American client was looking to form a fund management joint venture in China with domestic
securities companies and engaged KPMG to provide commercial due diligence assistance

m As part of the assistance, we undertook three streams of work: a market assessment on the size and growth
of the sector, the competitive landscape, customer base and regulatory environment; a partner due diligence,
assessing capabilities, reputation and management depth; and an assessment of the financial model,
including testing assumptions underpinning the model, projections and realisation

m  The result of our work was used by the client to further their understanding of the China fund management
market, provide confidence over the reputation of the target partner and provide information to further
negotiations with the partner

Multifunctional sports stadium / Financial model assistance

m  As part of the process for securing external investors to the projects, the Sports Bureau of a leading city in
Guangdong Province requested KPMG to provide financial model assistance to evaluate the operating deficit
of 2 new sports stadia over their 30 years operating period

m KPMG developed a financial model and provided assistance with key assumptions assistance in the project;
this work included fieldwork to confirm assumptions with local government officials, operators of existing
municipal sports halls and venues in nearby cities, and utilities providers

= We have also supported the client in its negotiations with potential bidders to operate the facility

2004 KPMG, the Hong Kong member firm of KPMG International, a Swiss cooperative. All rights reserved. Printed in Hong Kong. The KPMG logo and name are trademarks of KPMG International
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Recent project experience

Quality hospitals / Market entry

KPMG carried out a market entry study for a private European investor who was looking for an investment
opportunity in China's quality hospital market. The project used primary and secondary sources to assess the
current hospital market in China including the market size, health expenditure and trends, and the demand for
quality hospitals

Our work also included a detailed analysis of key drivers for hospital demand, identified issues regarding
foreign investment restrictions and profiled six sub-sectors that were likely to be attractive investment targets

The client used our findings to further pursue his investment plan on one of the six sub-sectors

Location analysis

Assisted a multinational company in its identification of suitable locations for a IC design and manufacturing
facility; client was under pressure to identify a location but lacked reliable analysis on which they could base
their decision

KPMG's role was to research and analyse the factors considered relevant to the location decision, including
economic, social, infrastructure, cost of doing business, cost of living and the likelihood of attracting and
retaining IC design engineers. Our role also included, at the outset of the assignment, facilitating
management's identification of relevant factors

In total we evaluated six cities and provided in a board-level presentation format the relative performance of
each location against the client's key factors

Sporting products / Plant location study
China location study for a US-based sporting goods manufacturing company establishing its first plant in China

The project used primary and secondary sources to identify a number of locations with reference to the
client’s operational requirements e.g. proximity to suppliers and customers, cost factors, and logistics. From
the long list of locations, a shortlist of 3 possible sites was identified.

The client used our findings to facilitate the selection of the first manufacturing location in China
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