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Regulatory Update

Dear Readers,

REeM/NEEEAME  SEHFHENAFNE  IFRS Financial Asset

The worldwide financial crisis seems to deepen on a daily

basis with governments worldwide having to step in and
bail out well-established and respected companies. The
fallout is unprecedented and affects us all. It is generally
accepted that this crisis is the worst to affect the world
since the great depression of the late 1920s and 1930s.

We at American Appraisal have undertaken a detailed
review of all our service sectors and identified areas
where we can assist clients, add value, and help steer
them through these troubled waters. In this issue we
feature an article identifying those areas of business on
which we shall be concentrating to serve our clients.
We also feature an article from our recently established
Australian office regarding superannuation funds,
commonly used in Australia for investment of retirement
savings.

Many stakeholders are demanding funds to provide
updated, transparent and independent valuations of
assets and portfolios.

Our Australian colleagues together with those from India,
Japan, Thailand, Russia and the PRC will be joining us
in December for our Strategic Business Development
Workshop. Many regional colleagues also joined our
Financial Valuation Training Workshop held at the Venetian
in Macau in October. This was a highly successful event
presented by some of our most experienced experts
in the business against the backdrop of the impressive
Venetian complex.

Looking ahead, it seems while we await the return of
credit and business confidence, the present distressed
environment will necessarily result in a far-reaching
amount of corporate asset impairment, sometimes
resulting in challenges to the mark-to-market principle of
fair value accounting as a result of market inactivity. As
we face these uncertain times, let us hope the world will
not beset itself with over-regulation and anti-free market
protectionism.

| hope you will find this issue of relevance and interest.
Your views and comments on these articles or American
Appraisal are always welcome.

May | take this opportunity to wish all our readers a happy
and peaceful festive season.

Patrick Wu
Managing Director & President

SACESERSTHENDUHEERE - XENSHIH
BHHAFZMEREA - TBINAS KNS REI 24
1920 F R AR HIZE1930FE REF AR K BN 2R & ™
EL0R

ZITELFARN T RINWIRS TR A WE T RIEEX
FEFHMHE - NEPREEXBERS - HEISUEITE
xR - ESHNITMERT  BOHET —BX
- BRI TEHEREXNRSTEREANN
FEPRANME - RMNENTET S -/ - BRII:K
VHRAFLABLEEMRE » X T ZEEERER
KEERBNRARES 2 XE

WEESHPHABBERES N AT RESASRHER
HMES  ERERERIMT AT o

BIWBRRFTLES - KEXRBDE - BF - RE - &
FHRHPENRBESS T+ AEFBIITHRRKL
SHRE2W - FZ L AXRNBLANREEFHFISMNT =
W+ AERIEEHAEE2ETHM S A EBF T
B8 o HAEFERKITEMAIZL LN EZITERELWHN
BREBERRM > TR TXRIEERIHSI o

Bk ARNEEFEEEEARBLEVHER - I
NEmMT 5T HH TERNIMESHRTIZHE
FRE XBF2SUTETENLANES ITTEX %
i o EHAMARHAIEEAR - FESBT 21T
ENERRBEBATZRP EUNRRTHERES R
# o
HABARHNITEE RS N EHRE AN R REBK
P o FARBEN X ERBRHLFIHEHEMZL -
URBRNSREMREETIRE ©

KBA
EEREAE

Reclassification

The Hong Kong Institute of Certified
Public Accountants announced it has
adopted amendments to two important
IFRSs (International Financial Reporting
Standards) that allow reclassification
of some financial instruments. The
affected standards are HKAS 39,
Financial Instruments: Recognition and
Measurement, and HKFRS 7, Financial
Instruments: disclosures. According to
the HKICPA, the amendments permit
reclassification of certain non-derivative
securities out of the trading category (i.e.
out of the fair value through profit or loss
category) in rare circumstances.
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PRC government passes

rules to strengthen SOEs

The Law of State-owned Asset of
Enterprises was passed by the National
People's Congress on Oct 28, 2008 and
will go in to effect in May 2009. The law
aims to better protect and manage state-
owned assets, will reduce the level of
administrative interference for SOEs.
Transactions and important matters of
SOEs or related enterprises need to be
approved by the government of the same
level in accordance with Article 34.
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American Appraisal China —

Corporate Services To A Trouble Financial World
B VHE — 78 3h v 8 Ml T 3 0 A lb iR 55

The world is experiencing a fast deteriorating business environment where exalted
financial institutes have failed and many respected business leaders disgraced. Some
have called the present market downturn a "crisis", and others descriptively called
it a "tsunami”. As a professional valuation and advisory firm, we have fine-tuned our
corporate services to adapt for the changing market.

As business prospects get tougher, timely disclosure of mark-to-market asset value is
becoming a major concern. Periodic impairment tests on a range of market-sensitive
assets, including tangible properties, fixed assets, and different classes of intangibles
especially goodwill, is of increasing importance and focus for the financial world.
American Appraisal has over 112 years of valuation experience and an acknowledged
understanding of the relevant financial reporting implications, which positions us as
well suited to undertake the necessary impairment test assignments.

In addition to making sure asset values are properly reported, many companies may
undergo restructuring and rationalization to stay afloat in the more intensive competitive
landscape. Our UK colleagues have recently worked on a number of high-profile
restructuring advisory projects, partnered with the business recovery practice of a
Big Four accounting firm. The scope involves the restructuring of the existing capital
structure to achieve optimal tax position for a UK company as it negotiated with an
acquiring German logistics company, the reduction on the number of share classes of a
financial information provider for tax purposes and valuation of different operating units
of an asset management company as it diversified its services.

As business sentiment changes, deals previously made on rosy assumptions could
potentially run into dispute, and even possible dissolution. In such situations, the
service of our fairness opinion professionals would come in handy. A case in point in
the US is the much publicized Hustman v. Hexion lawsuit in which our fairness opinion
team, led by our Opinion Services Practice leader, William Epstein, successfully
helped our client Hustman winning the case. Hexion Specialty Chemicals, along
with its renowned private equity backer, Apollo Management, had sued to end its
merger with Hustman as Hexion claimed that the combined entity would be insolvent
under the current economic situation. American Appraisal argued that the combined
Hexion-Huntsman company would satisfy all of the solvency tests commonly used in
transactions of this nature and thus supported Hustman's claim that all parties should
stay put in the merger. The court ruled that Hexion had knowingly and intentionally
breached the merger agreement and ordered Hexion to comply with its obligations
under the merger agreement to complete the merger. As reflected by this case,
the concern for insolvent businesses is an inevitable consequence of an economic
downturn, and American Appraisal is well placed as an independent valuer in
liquidation or insolvency proceedings.

Apart from the corporate world, we also service the asset management industry,
especially in the area of private equity and hedge funds.

In a depressed economy, investors in private assets such as limited partners of private
equity funds would understandably be keen to know the value of relevant portfolio
investments on a regular basis. To this end, a monitoring program of portfolios
undertaken by an independent valuer on "fair value" basis could give shareholders and
other interested parties a clearer view of value. The notion of valuing portfolio assets
based on the amount for which they could be sold among willing and knowledgeable
parties in an arm's length transaction, instead of applying a certain discount to a
publicly traded comparable company as the old "rule of thumb" practice, is well
supported by the industry practitioners. The recent promulgation on valuation of private
equity investments by the European Private Equity and Venture Capital Association
(EVCA) and the French and British national associations laid the adoption of "fair
value" as a cornerstone for financial reporting across the continent. On the regulatory
side, the International Accounting Standards Board Statement No. 39 (IAS 39) and the
Financial Accounting Standards Board Statement No. 157 (SFAS 157) also set forth the
accounting of financial assets and liabilities in fair value. Given the difficulty in valuing
private equity investments and the potential for conflicts of interest, a third-party
valuation or a review of internal valuations by an independent valuer will help ensure
compliance under IAS 39 and SFAS 157. This practice enhances the credibility and
transparency of investor reporting and is helpful in assessing management fees, clearly
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a plus for investors. This also works for fund managers as fair value reporting also
provides benchmarks and support for fund-raising activities. On top of better reporting,
independent valuation of portfolio assets can also shed light on areas for possible
restructuring of portfolios. Our input could serve as an avenue for both the general and
limited partners in improving the identification of risks and returns of the fund.

In the hedge fund world, some of the funds employ the "mark-to-model" strategy in
valuing their underlying investments. That means in reporting Net Asset Value (NAV)
to the fund's administrator, fund managers would solely rely on their own models in
deriving value of their portfolios without taking reference from the market. This practice
is rather common in special situation hedge funds, such as those invested in distressed
debts. The assets involved are tailored with terms and conditions according to what is
agreed upon between both buyer and seller in each transaction and hence unlikely to
find comparable assets for benchmark purposes. The rationale goes that only the fund
manager has the knowledge and tools to carry out the valuation. Admittedly, investors
in hedge funds are mostly knowledgeable institutions or high net worth individuals, but
they are getting more concerned on the somehow opaque execution by hedge fund
managers in this risk-adverse atmosphere. An independent third party tasked with
the responsibility to understand the embedded assumptions and check the relevant
reasonableness could play the role of assuring the fairness of the reported values.
Other than investors, managers of "fund of funds" would also need help in monitoring
their portfolio of funds with a diverse range of financial products.

In the present downturn, the extent of redemption by investors of hedge funds is
phenomenal in the industry's sixty plus years of history with some US$43 billion
pulled out in September 2008 alone. One of the world's largest hedge funds, Citadel
Investment Group of US has seen its asset base shrink by 35% in the four weeks
since the collapse of Lehman Brothers. The situation has not been this bad since
the industry went through prior tough times with the collapse of Long Term Capital
Management in 1998 and continued with the sensational meltdown of the Tiger Funds
in March of 2000, followed by the reorganization of the once high-flying Quantum Fund
in April of 2000. Some of the smaller funds have to liquidate their positions in hard
to value assets, such as certain OTC derivatives, after exhausting their marketable
holdings to cope with the surging redemption. Likewise, an independent valuation of
such assets to reflect fair NAV of the funds can assist investors in making decisions
on the soundness of redemption and the proper timing of doing so.

Article written by Neville Lam, Business Development Manager and Paul Varty,
Strategic Advisor of American Appraisal China Limited.
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Superannuation Funds in Australia —

Unlisted Infrastructure and Alternative Asset Investments
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It is every investor's worst nightmare. You have just invested a large amount of your
hard earned retirement savings into your superannuation fund and the following week
the value plummets. How did this happen? How did the underlying value change so
suddenly? The answer is - it probably didn't.

With the increasing prevalence of superannuation funds investing in unlisted
infrastructure or alternative asset investments, the value may be changing over time
but the impact of that change will not be realised until an independent valuation is
done. For some assets this could be as infrequently as once a year.

Australians now have great flexibility in superannuation fund choice and portability,
resulting in members transferring large balances of their savings to other funds for
various reasons. In Australia, superannuation funds are regulated by the Australian
Prudential Regulation Authority (APRA). Under APRA regulations, superannuation
funds are required to transfer an investor's superannuation savings to another fund
within one month of any request. Conversely, under Australian Accounting Standards
(AAS 25) those superannuation funds are only required to report a change in the net
market values of their investments at their reporting date. This situation presents an
obvious mismatch.

For example, a superannuation fund revalues its assets and reports them every year
on 30 June. An investor decides to transfer his superannuation savings into that
superannuation fund on 15 June, prior to the unlisted investments being revalued.
Come the 30th of June there has been a significant revaluation of the unlisted
investments and the superannuation fund unit pricing falls. In this situation it is
inherently obvious that if the unlisted investments had been revalued more frequently,
an element of the unit price fall would already have been reflected at 15 June.

This problem is highlighted by the recent fall in listed infrastructure investment
companies. Both Babcock & Brown Infrastructure and Transfield Services
Infrastructure have dropped around 50% in value since last July, along with many
other listed infrastructure funds. Unless they are getting regular independent
valuations done, any superannuation fund that has a high proportion of unlisted
infrastructure investments may currently be overpriced when comparing those
investments to market comparable traded companies — a key valuation benchmark.

Whilst some superannuation funds may have only limited exposure to unlisted
investments, the risk of the mismatch between the current values and the historical
carrying values of the unlisted investments is magnified in line with the proportion of
unlisted investments held within any specific fund. For some superannuation funds,
this can be a significant portion of their portfolio.

Investment managers are attracted to unlisted investments as they provide lower
volatility for their funds. However the lower volatility is correlated with the lower
frequency of valuations performed and in some cases can temporarily mask the
performance of underperforming investments. That is not to say that investing in
unlisted investments is inherently risky. For superannuation funds it represents a
stable long term investment that, in many cases, has an income stream protected
by government regulation (for example, regulated gas, electricity and water utilities).
Therefore the risk for the typical superannuation investor does not lie in the investment
itself, but in the frequency with which those assets get revalued. Good governance
would suggest that once a year is not enough.

Many superannuation funds have already identified this as an issue in their unit pricing
and are moving towards procuring independent valuations for unlisted investments
on a quarterly basis. It is likely that as the corporate governance issues surrounding
unlisted investments gain greater exposure, that more superannuation funds and
unlisted investment vehicles will follow suit.

Until that time, let the buyer beware.
Article written by John Farrant, Associate Director of American Appraisal (Australia)

Pty Limited.
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Upcoming

Christmas Cocktail Reception 2008
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AA China will be hosting a Christmas Cocktail Reception at the Hong Kong Club

in Central, Hong Kong for its clients, intermediaries and friends. Many of our
international colleagues from AA offices will be joining us.
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Review

Asia-Pacific Business Development
Workshop 2008
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AA colleagues from Hong Kong, China, Japan, India, Thailand, Australia,
Russia, Kazakhstan and New York will be joining the workshop in Hong Kong for
discussion on further regional cooperation and new opportunities in the coming
year.
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Speeches in Guangzhou and Shenzhen ~ November, 2008
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Joe Zhou, Chief Representative of AAC's Guangzhou office, spoke on asset
valuation in capital market at the China International Financial Services

Conference in Guangzhou and 2008 China (Shenzhen) International Finance
Exposition in Shenzhen respectively in November, 2008.
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Financial Valuation Group
Internal Training Macau October 23-24, 2008
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AA China hosted the training in Macau. Jerry Mehm, Senior Vice President
of AA San Francisco and Ingo Schneemann, Senior Vice President of AA
Germany were the guest speakers. Financial Valuation teams from Hong Kong,

Beijing, Shanghai, India, Thailand and Japan participated.
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Spoke at BDO Annual Staff Conference
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Ricky Lee, Vice President & Head of Financial Valuation Group was invited to

speak at the BDO McCabe Lo Limited's Annual Staff Conference on financial
instrument valuation.
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Added Valuation Capacity
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We welcome the following new staff who recently joined our Financial and

Industrial Valuation Groups to provide added capacity for serving our clients'
cross-border needs:

Hong Kong Beijing Shanghai
Industrial Valuation Industrial Valuation Financial Valuation
Hoddle Poon, Fred Jiang, Manager Jovian Zhou, Analyst

Assistant Vice President Angela Liu, Analyst
Financial Valuation

Financial Valuation Huey Huang, Analyst
Tiffany Yip, Senior Analyst

Kopo Tsang, Analyst

Ryan Hui, Analyst

Cindy Li, Analyst
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American Appraisal's Global Developments EPFEAER ) 7]

Global Expansion to South America
E Y R E N

Owing to the demand from clients worldwide, American Appraisal has established new offices in Argentina and Chile to
handle financial advisory and fixed assets valuation and consulting services in line with AA's worldwide coverage.

The Argentinean component of the AA network has opened in Buenos Aires.

Maximiliano Postigo possesses over 11 years experience in Financial Advisory Services. He previously worked in Shanghai
and is experienced in the Chinese market. (+(54)91151411974)

Leonardo Lazbal brings over 20 years experience in the field of Fixed Assets Valuation and Property Records.
(+(54)91167067041)

The Chilean component of AA has opened in Santiago.

Mariela Catalan has over 23 years experience in Financial Advisory Services, six of which were with one of the big 4 ¥
accountants in a management role. (+(56)99239359)

Juan Contreras of Fixed Assets Services brings extensive experience in the utilities sector where he worked in different
engineering and management positions. (+(56)992221093)
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Huntsman Wins Apollo Ruling
HuntsmanEApollofﬁA%%é R AR

Huntsman retained American Appraisal's Solvency Opinion Services team because of our demonstrated ability to assist at
times of adversity.
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R3-Association of Business Recovery Professionals February 18-20, 2009
R3- Business Recovery Professionals 723 20094-2)118-20H

American Appraisal UK Office sponsors the leading conference for business recovery and insolvency professionals.
Conference to be held in Geneva, Switzerland. Given the crisis facing the banking sector, a technical session will focus on the
future of bank regulation and its likely impact on business. For more information, visit: http://www.r3.org.uk
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Greater China Offices K H4EJp AL

Hong Kong Office & & 70384k Shanghai Office _£i#F B4k Shenzhen Office SR&III7rE4L

Tel: +852 2511 5200 Tel: +86 (21) 6335 0130 - 0132 Tel: +86 (755) 2655 1630
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