Words from our Managing Director
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Dear Readers,

Thank you to those who attended our 30" Anniversary Cocktail at the Hong Kong Club. We
are extremely proud of our various achievements gained from our pioneering service
offerings during our long presence in this region, dedication to quality and the training we
have devoted to the raising of local practising standards.

Highlights in the past year include:

one of the biggest H share listings of state-owned Chinese companies (Bank of China)
more gaming license valuations for several Asian companies with operations in Macau
outbound M&A transactions of Chinese SOEs including CNPC's acquisition of
PetroKazakhstan, Inc. in Kazakhstan

share option and financial instrument valuations in relation to several highly
successful listings on the US Nasdag market of Chinese companies especially in
the renewable energy, IT and pharmaceutical sectors (Canadian Solar, Trina
Solar, Simcere Pharmaceutical, Mindray Medical, Tongjitang, Home Inn, New
Oriental, Acorn International, etc.)

This year also marks globally 110 years since the establishment of American
Appraisal. We decided to take the opportunity to rebrand with a new corporate logo.

The main feature in this issue is an article that explains how different types of
intangible assets of a going concern can impact its entire business enterprise value.

Patrick Wu

Managing Director
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OUR NEW FACE— Global Launch of New Logo
What a difference a year makes!

Following its 110%™ anniversary in 2006, Ameri-
can Appraisal is ushering into a new era and
launching its new logo which features a vivid
red triangle above the company name. The new
logo is a crisp, timeless design that symbolizes
history and agility. The new look will take
effect immediately.

Our new tagline “Leading / Thinking / Performing”
matches our role as a forerunner in the industry,

our incomparable expertise as well as dedication
to the profession.
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Highlights of this Issue
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Article on Intangible Asset Valuation
Events at a Glance

Recent Global Projects

Our Global Developments
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INTANGIBLE ASSETS — WHAT MAKES A
BUSINESS A GOING CONCERN

Intangible assets are frequently valued by appraisers when they need to be
separated from other business assets for the purposes of an allocation of purchase
price, property tax appeals or other tax reasons, and sometimes for potential
transfer. Intangibles are a classification of assets that together with tangible assets,
such as real estate, personal property, and working capital, comprise an operating
business.

A business starts with the idea that if a particular group of assets are assembled, a
level of income can be achieved to support a going concern. As an introduction to
the definition of an intangible, it is necessary to discuss the development of a
business as a going concern.

The following discussion shows how the value of a business (the business
enterprise value or “BEV”) and its assets changes as the earnings of the business
increase.

At initial stage, the earnings (income) of the business are very low or zero. The
income does not even support a reasonable return on the tangible assets; the value
of the business can be quantified only by liquidation or auction value of the tangible
assets. Intangible assets have minimal or zero value.

At developing stage, it shows a level of income that supports values for the tangible
and intangible assets, but the return is not high compared with other competing
investments. The business is experiencing some economic obsolescence because
of the low earnings and, hence, a low return on investment.

At growth / maturity stage, the business is performing very well and the future looks
good. The value of the tangible assets increases to the level of replacement cost
less physical deterioration and functional obsolescence, as appropriate. In addition,
the value of the intangible assets also increases to the level of replacement cost
less physical deterioration and functional obsolescence, as appropriate. However,
these values cannot increase beyond their replacement cost less physical deterioration
and functional obsolescence. As earnings continue to increase beyond this point,
the tangible and intangible asset values remain constant. Another intangible asset,
goodwill, is the only asset to continue to increase as earnings increase. Goodwill
can include other unidentified intangible assets.

The stages of development discussed above illustrate how the value of assets
change with increased earnings as a business matures. A business can be at any
stage of development at any point in its history. It is important to note that
intangibles exit in a business even when earnings are low. Intangibles make a
business a going concern.

Common intangible assets is an operating business include an assembled and
trained workforce and management team, operating manuals and procedures,
software, operating licenses and permits, contracts and agreements, emission
credits, and environmental permits. Other intangible assets often associated with
an operating business or manufacturing facility, sometimes considered corporate-
related, are trade name and trademarks, copyrights, engineering drawings,
patents, in-process research and development, and many others, including
goodwill.

The value of intangible assets can be determined through the use of traditional
valuation tools, primarily the three indicators of value: cost, sales comparison, and

income. All three indicators reflect the market.

Commonly found intangible assets are discussed in the following sections.

Valuation / Transaction Consulting / Real Estate Advisory / Fixed Asset Management

American
Appraisal

oo -goooobbood

ooo0oooooooooO0o0ooooOoO0oOooobooOoOoO0oOooao
goooooboobooboobooooooooobooooooo
gooooooboooboobooooooooobooooooo
oooooooooobooogoooooobooooogooo
ooooocooooooo

oo0oooooob0ooooO0oO0ooooOoO0OO0oOoooOoOoOogooao
goooooboobooboobooooooooobooooooo
oobooooboooobooobobbooooboo

oooooocoo0ooooOoOoOooooOoOO0oOoobooOOoOoOooaon
coooocooooo

gooooobooobooboooooooooboobooogoog
gooooooboooboobooooooooobooooooo
oooooooooobooogoooooobooooogooo
ooooo

oo0oooooob0ooooO0oO0ooooOoO0OO0oOoooOoOoOogooao
goooooboobooboobooooooooobooooooo
goboooooboboooobobooo

oooooooo0ooooOoOoOoOoooOoOOoOoooOOOoOooao
goooooooooooOoOoOoooOoOOoOoobooOOoOoooao
oo0oooooob0ooooO0oO0ooooOoO0OO0oOoooOoOoOogooao
oooO0oooooOoOoooOoO0oOoooOoOoooooogooao
oo0oO0ooooo0ooooO0o0ooooOoOO0ooooOoOoOogoo
ooooooooooooOoO0ooooOoOoOooooOOoOogooaon
oooooooo0ooooOoOoOoOoooOoOOoOoooOOOoOooao
goooooooooooOoOooooOoOoOoOoobooOoOooooao

ooooooo

gooooooobooboooooooooboobooooog
oooooooooobooogoooooobooooogooo
oooooocoo0ooooOoOoOooooOoOO0oOoobooOOoOoOooaon
ooooooo

goooooboobooboobooooooooobooooooo
gooooooboooboobooooooooobooooooo
oooooooooobooogoooooobooooogooo
oooooocoo0ooooOoOoOooooOoOO0oOoobooOOoOoOooaon
goooooooooooOoOoOoooOoOOoOoobooOOoOoooao

ooo
gooooooobooboooooooooboobooooog
goooooooooboooooooooboooooooag
ooooo

oooooooooooo



Assembled and Trained Workforce and Management Team

The assembled and trained workforce and management team are the people that
run a business. Without the workforce, the business would be idle, the business
enterprise value would be zero, and the value of the tangible assets would be at
initial stage of its development, at liquidation or auction value.

It takes time and money to assemble a workforce. Advertisements may be placed
in newspapers and professional publications for a major portion of the workforce,
but professional headhunters must be hired to locate experienced engineers and
management staff.

After the workforce is assembled, they must be trained. While in training,
employees are functioning at less than 100% efficiency. This period is a cost to
the business. When the entire workforce is assembled and fully trained, it then
represents a valuable asset.

The annual cost of paying the workforce is not the value of the workforce and
does not represent an intangible asset. Annual labor costs, including overheads
(such as benefits, vacations, and insurance), represent a workforce maintenance
expense. Without wages, the workforce would leave, and the workforce would
quickly have zero value. Without a workforce, the plant would not be an operating
business. The value of the workforce is the cost to assemble and train it, not the
cost to keep it.

Operating Manuals and Procedures

Operating manuals and procedures (“OMP”) are often specific to a particular site
or plant and thus are usually developed by on-site personnel to safely and
efficiently operate the facility. At times, the OMP are required by a regulatory
agency. The OMP can be formal or informal depending on the magnitude of risk
inherent in the operation. Calculating the cost of the OMP is directly related to the
time and labor cost required to develop and test procedures, put them into writing,
edit the documents, and publish them as final operating manuals and procedures.

Software

Software is used to operate on-site personal computers, servers, mainframes,
controllers, and computerized machinery and equipment. It can either be bought
from a vendor or developed in-house. Software comes in off-the-shelf packages,
such as Microsoft Windows, Word Lotus 1-2-3, or it can be developed on-site by
programers and engineers for plant-specific purposes and equipment. General-
use software tends to be relatively inexpensive and plant-specific software tends
to be very expensive. The cost of the off-the-shelf software is the cost of
acquisition as of the date of the valuation. The cost of the site-specific software is
the cost incurred to write the code, test, document, edit, and implement the
software. Software can lose value as it ages and becomes obsolete.

Operating Licenses and Permits

Operating licenses and permits are issued by government agencies to regulate
certain types of business operations. The cost to obtain operating licenses and
permits for a business is generally considered the value of the asset. The cost to
obtain can be available through published sources or it must be calculated. The
primary costs associated with operating licenses and permits are the costs of
developing the necessary research and studies plus the costs of generating the
paperwork. These costs are incurred by in-house employees, generally attorneys,
and outside consultants. If conducted in-house, the costs is estimated as the time
to complete the task multiplied by the loaded salary (wages plus benefits) of the
employees doing the work. If conducted by outside consultants, their cost is the
estimated fee to perform a service. Some licenses and permits, such as those for
nuclear generating plants or hydroelectric plants, have a specific life, but they can
be renewed.
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Contracts and Agreements

Contracts and agreements are major asset to an operating business. Without
them, a business would operate in a very inefficient manner. When the owner first
opened for business, there may be no contracts in place, and the cost of business
was higher. Then the owner secured a contract to buy goods at a discount, and
profits increased. The contract has value because it allows the owner to buy goods
at below-market rates, and it has value because it is available only to select
businesses. To value the contract, the present value of the projected savings can
be calculated.

Several other values of contracts and agreements can be estimated. One
additional value is the cost to obtain a contract. In some cases, this cost may not
be significant, but the dollars would add up if the business has numerous
contracts. The cost is generally the legal and administrative fees associated with
obtaining the contract. Another value of contracts is that once one is secured, you
have it; hence, the risk of obtaining a similar contract in the future is reduced and
the risk of maintaining earnings is reduced. This can also have value.

Trade Names and Trademarks

The name of a business, the trade name, and the symbol associated with it, the
trademark, have significant value for well-known and heavily marketed businesses.
Their value is directly related to the customer base’s familiarity with the name or
logo of the company. Well-known trade names/trademarks are generally well
advertised, and thus require the owner to spend large amounts of money to keep
the trade name/trademark “in the public eye”. More advertising equals more sales.
Hence, the value of the trade name/trademark can be determined by reviewing
annual historical advertising budgets. These intangible assets are generally
valued by taking the present value of the last five or ten years of advertising costs
and restating them as of the date of the valuation.

Trade names/trademarks can also be valued using a valuation method often
referred to as the relief-from-royalty method. This is a form of the income
approach, one of the three generally accepted indicators of value. The basis of
the relief-from-royalty method is that, by virtue of owning a trade name/trademark,
as opposed to simply owning a license to use it, the business is relieved from
having to pay a royalty for the use of the trade name/trademark on its products.
The present value of the after-tax cost savings (i.e. royalty relief) at an
appropriate discount rate indicates the value.

Other Intangible Assets

Other intangible assets that could be investigated include customer and distributor
relationships, emission credits, patents, copyrights, drawings, designs, maps,
records, formulas, trade secrets, know-how, research and development,
favourable leases, going concern and any other assets that provide an economic
advantage to the owner, including goodwill, and other unidentified intangible
assets.

Conclusion

As seen in the stage of development of an enterprise previously discussed, if the
business has earnings and is operating, the business enterprise value includes a
value for the tangible assets, the intangible assets, and goodwill. The values may
be low, but if the business has positive earnings and is operating, the three
individual values exist, and make the business a going concern.

Article written by Michael J. Remsha, Vice President, American Appraisal
Associates. Chinese translation edited by Kevin Leung, Principal, Financial
Valuation Group, American Appraisal China.
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Events at a Glance
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HKEXx’s “IPO in Hong Kong” Conference held in Kazakhstan
gbooobooboboboobboboooo

American Appraisal was invited by HKEx to join a delegation to Almaty,
Kazakhstan’s financial capital in May to promote Hong Kong as a listing
venue.

Patrick Wu spoke on “Independent Valuation Requirements for IPO” at the
conference.
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Group photo of the HKEx Delegation to Almaty.
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2007 China International Private Equity Forum & 2007 China M&A Annual Conference, Tianjin, China
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Patrick Wu spoke on “Asset & Business Valuations for China M&As” at the above event in June. The
event was co-organized by the Municipality of Tianjin, Association for Corporate Growth (USA), All-

China Industry and Commerce Federation and China Mergers & Acquisitions Association. More than
50 private equity firms from the US attended the event.
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Many of our clients requested pictures of our 30" Anniversary Cocktail Reception at the Hong Kong Club as record of memories -
0oo00o0o0oUoooo0o0o0ooooooo30oooooooooog -
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30 Years in Hong Kong
&,

From left to right: Mr. Joseph Zvesper (Chairman & CEO of American 30™ Anniversary Cocktail Reception of American Appraisal China.
Appraisal Associates), Mr. Mark Michelson (Associate Director- go3o0oooooo

General of Investment Promotion, Invest Hong Kong) & Mr. Patrick

Wu (President & Managing Director, American Appraisal China),

gave opening remarks for the ceremony.
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