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Dear Readers,

This summer is probably best remembered for its, at times, devastating
weather condition and the continuing resurgence of the stock and property
markets after last year's severe decline. While some are still debating whether
the worst is over, sentiment has improved greatly of late. Nevertheless, we
should be mindful that such resurgence is still largely liquidity driven rather
than supported by sustained improvement in fundamentals.

For ourselves, we have seen a significant increase in the IPO activity levels
with many new enquiries in this area. Whilst M&A activity remains sluggish,
we believe this too will pick up very soon. We have also seen an increase in
the insurance valuation sector with many clients wishing to re-assess value.

In June, we sponsored the highly successful Mines and Money conference
in Hong Kong and are currently working on a number of interesting projects
in the mining and extractive industry sector. Our colleague from AA Russia,
Alexander Lopatnikov, has contributed an interesting article based on his
observations as a participant at the conference which was also attended by
our Sydney based colleague Ross Henderson.

Elsewhere in this edition, | am pleased to introduce Mr. Eric Poon as our new
head of our real estate group based here in Hong Kong. Eric will be working
on the development of our real estate practice not only in the valuation sector
but more widely in consulting work throughout the Asian Region.

We look forward to continued growth in the coming months and should you
wish to discuss any projects or find out more about our services here or
elsewhere please do not hesitate to contact us.

| hope you have all enjoyed a pleasant summer either home or away.

Patrick Wu
Managing Director and President
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News Flash a7 1

Special Congratulations to the Following American Appraisal Clients

tor their Recent Public Listings in Hong Kong, USA and Korea
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Chigo Holding Limited (449) and - L
Sundart International Holdings “‘E‘“‘ amEz=E Sundarr
Limited (2288)'s Hong Kong public listings in June and August 2009
We conducted valuation of financial instruments for Chigo and going concern
business and intellectual properties for Sundart.

CDC Software's USA listing in August 2009 C

We teamed up with our experts in US and China offices to C€DC Soitware
perform purchase price allocation of the acquisition of CDC Software's major
entities for prospectus disclosure purpose. CDC Software is a subsidiary of
CDC Corporation.

China Ocean Resources' Korea public listing in May 2009
We valued convertible bonds of China Ocean Resources for its initial public
offering on Korea Exchange (KRX).
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Valuation of the Mining Sector

AY »
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Value Metrics in Current Economic Environment

Any discussion of the current developments of the mining industry would
inevitably revert to market valuations and how these could be made today.
Many agreed that among major obstacles to M&A transactions, one of the
most critical is the inability of buyers and sellers to reliably measure value.

Valuing mining companies was long believed to have attributes of both art
and science. The risks and uncertainties that are the very nature of mining
projects reportedly made Mark Twain to describe a mining property owner as
a liar standing by the hole in the ground.

Being traditionally prone to market risks, political risks, and geological risks
the industry recently found itself affected by unprecedented volatility.

In describing the possible loss of value due to the downturn, some market
analysts would use a wide variety of colors from black to grey:

- Demand was unsustainable, driven by speculators, and now it crashed

- Margin calls, shrinking debt financing, and IPO markets temporarily
unavailable

- CAPEX cuts, and closure of operations

- Death of Laissez-faire capitalism

There are however people who are still managing companies and preparing
financial reporting for their shareholders. Their picture would typically be
painted with brighter colours:

- The fundamentals are still there, it costs the same to build a new mine

- Cost of capital doesn't change overnight

- What kind of markets is this when companies are valued at less than their
cash balance?

- We produce in countries where local currencies depreciated sharply
against the US dollar

- Deferred consumption will result in a new surge in commodity prices

You may wonder if they are talking about the same markets! However, this is
not the usual debate of optimists and pessimists - buyers and sellers, their
advisers, financiers and governments really don't know!

This is where recent deliberations of Financial Accounting Standards
Board (FASB) and International Accounting Standards Board (IASB) on the
measurement of fair value may come in handy.

IASB Guidance for Mining

Despite all the criticism at the beginning of the financial crisis, International
Financial Reporting Standards (IFRS) and FASB were among the few who
attempted to guide the investment community in the rapidly changing
environment.

Two sources are particularly helpful. Extractive Activities Research
Project of IASB http://www.iasb.org/Current+Projects/IASB+Projects/
Extractive+Activities/Summary.htm, and educational guidance on the
application of fair value measurement when markets become inactive http.//
wwwi.iasb.org/News/Press+Releases/IASB+publishes+educational+guidance
+on+the+application+of+fair+value+measurement+when+markets+become.
htm.

The extractive activities project is a comprehensive research project that
forms the first step towards the development of an acceptable approach to
resolving accounting issues that are unique to upstream extractive activities.
The primary focus is to consider financial reporting issues associated with
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reserves and resources (including exploration) — in particular whether and
how to define, recognize, measure and disclose reserves and resources.

The ultimate objective is to develop an IFRS on accounting for extractive
activities. This IFRS will supersede IFRS 6 Exploration for and Evaluation of
Mineral Resources, which the Board released in December 2004.

Measuring Fair Value and Testing Impairment in the Markets that
are No Longer Active

“In inactive markets, entities measure the fair value of financial instruments
by considering all relevant market information that is available. A thorough
understanding of the instrument subject to valuation is necessary in order to
identify relevant available information. Information to be considered includes
prices from recent transactions in the same or similar instruments, quotes
from brokers and pricing services, indices and other inputs to model-based
valuation techniques. Entities use this information to measure fair value by
assessing the available information and applying it as appropriate.”

The issue is important for mining companies where the recent stock market
plunge has led to significant asset write-downs and a great deal of questions
addressed to US Securities and Exchange Commission (SEC), FASB and
IASB, if a share price dictated balance sheet impairment.

According to SFAS 157 a quoted price in an active market provides the most
reliable evidence of fair value. Regarding market share price relevance, SFAS
142 states: ...the fair value of a reporting unit refers to the amount at which
the unit as a whole could be bought or sold in a current transaction between
willing parties. Quoted market prices in active markets are the best evidence
of fair value and shall be used as the basis for the measurement, if available
However, the market price of an individual equity security (and thus the
market capitalization of a reporting unit with publicly traded equity securities)
may not be representative of the fair value of the reporting unit as a whole.
The quoted market price therefore, needs not be the sole measurement
basis of the fair value of a reporting unit.

These statements clearly indicate that, when available, quoted market
prices must be considered in any thorough impairment analysis. However,
the information contained in these market prices must be considered
and applied only after careful consideration of other relevant information
including:

- The relative level of activity in the market from which the quote is obtained;

- Comparability of the reporting unit(s) in question to the entity in which the
public shares convey an ownership interest;

- The applicable premium for control that an acquirer of the business as a
whole would pay in excess of the quoted share price.

Other direct valuation methods could be used to provide additional bases
for fair value measurement. In accordance with IAS 39 these valuation
techniques include:

- Discounted cash flow analysis;
- Option pricing models.

There may be a significant difference between the value implied by quoted
market prices and a supportable conclusion of the fair value for testing
purposes. However, companies should be prepared to address the difference
in terms of the specific measurements used to make a final determination.

The conclusions reached by IASB include the following:

a. A fair value measurement represents the price at which a transaction
would occur between market participants at the measurement date.

b. In situations in which there is little, if any, market activity for an asset at
the measurement date, the fair value measurement objective remains the
same: the price that would be received in an orderly transaction that is
not a forced or distressed sale at the measurement date.
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c. Even in times of market dislocation, it is not appropriate to conclude that
all market activity represents forced liquidations or distressed sales.

d. However, it is also not appropriate to automatically conclude that any
transaction price is determinative of fair value.

e.When a market is not active, an entity measures fair value using a
valuation technique. The technique chosen should reflect current
market conditions. Therefore, a transaction price in the same or a similar
instrument should be considered in the assessment of fair value as a
current transaction price is likely to reflect current market conditions.

f. Determining fair value in a dislocated market depends on the facts and
circumstances and may require the use of significant judgment about
whether individual transactions are forced liquidations or distressed sales.

g. The use of a reporting entity's own assumptions about future cash flows
and risk-adjusted discount rates is acceptable when relevant observable
inputs are not available.

The publication further guides how observed market evidence may be
used to calibrate valuation models. Specifically it says, that “if a model is
used to measure fair value, it is periodically calibrated to observable market
information to ensure that the model reflects current market conditions and
to identify any potential deficiencies in the model. As market conditions
change, it might be necessary either to change the models used or to make
additional adjustments to model valuations. ”

In addressing uncertainty of markets and inputs, IASB comments that “an
entity might arrive at a range of possible values for an instrument because
of the different sources of information available and the different reasonable
alternative assumptions that an entity could use. An entity determines its
best estimate of fair value within that range by making judgments about the
available information.”

It is noteworthy that in distressed markets the difference between the fair
value of a company in its entirety and its market cap may be due to more
than simply the historical levels of acquisition premiums. There may be a
variety of elements at play here, including the additional downward pressure
on the shares of public companies by the activities of hedge funds. An article
in the Wall Street Journal attributed such activities to a 10% drop in the Dow
Jones Industrial Average over a two-day period.

Consequently fair value measurement in distressed markets becomes an
important issue requiring consideration of financial standards guidelines,
principles and rules of fair value measurement, diligent analysis and
appropriate disclosure of the results in accordance with IFRS and SEC
requirements.

Conclusion

The economic situation evolves rapidly and after the shock at the yearend
2008, we saw commodity prices rebounded from 50% to 100% since last
March. The green shoots of recovery do not preclude mining companies from
downsizing operations, economising where possible, and cutting investment
budgets. The Asian buyers are travelling the world looking for opportunities,
while executives of the mining majors report depressed margins and
impairment losses on recent acquisitions, cautioning that “the upturn will be
slow and protracted.”

Despite the confusing market signals, the most important news is that
“the rumors of the mining industry death have been greatly exaggerated”.
American Appraisal's commitment to the industry remains in helping our
clients measuring fair value in times of crisis and beyond.

Article written by Alexander Lopatnikov, President & Managing Director of
American Appraisal Russia.
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Regulatory Update

Changes in Accounting for Business Combination
Al 5 B2 THE PR

The application of IFRS 3 (Revised) Business Combinations may affect
the accounting for business combination for which the acquisition date
is on or after the beginning of the first annual reporting period beginning
on or after 1st July 2009. IAS 27 (Revised) Consolidated and Separate
Financial Statements will affect the accounting treatment for changes in
a parent's ownership interest in a subsidiary.

Key Changes:

e Acquisition costs — Expensed in profit or loss

e Contingent consideration — Measured at fair value at acquisition date.
Post-combination changes in fair value of liability nature contingent
consideration recognized in profit and loss

e Partial acquisition — Option to measure non-controlling interest at fair
value or their proportionate interest in the net identifiable assets of
the acquiree

e Step acquisition — Previous / residual holdings re-measured at fair
value

e Transactions with non controlling interests — recognized as equity
transaction

These changes are similar to SFAS 141r effective in the financial year
beginning on or after Nov 31, 2008 as a result of convergence effort
of IASB and FASB. Implication to IPO candidates who has business
combinations prior to IPO is the scope of valuation work for purchase
price allocation would be the same under IFRS and US GAAR
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Senior American Appraisal Personnel Selected by

International Valuation Standards Council to join Expert Group
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On 22 June 2009, the International Valuation Standards Council (IVSC)
announced the launch of a new expert group, which will advise the IVSC
Boards on the valuation of financial assets and liabilities, and assist in
developing relevant standards and guidance. Manish Saxena, Associate
Vice President of American Appraisal India Pvt. Ltd., has been selected
as a member of the new Expert Group.

Manish is Associate Vice President, American Appraisal India Pvt.
Ltd. based in Mumbai. He is responsible for managing and executing
projects involving financial instruments valuation, business valuation and
intangible assets valuation.

He works closely with our financial valuation team in China which

possesses extensive experience in valuing complex financial assets and
liabilities.
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News & Events BT N Bh
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Alexander
Lopatnikov

New Real Estate Valuation Group Head in the Region
BT e A (BB

We are pleased to introduce our new Real Estate Valuation Group head in
Greater China, Mr. Eric Poon, MRICS, MHKIS, Assistant Vice President. Eric has
over 10 years real estate experience in the region. He is highly experienced in
property valuation, real estate investment and non-performing asset projects
in Hong Kong and the PRC.
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American Appraisal China is Awarded at China M&A Annual Conference in June
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American Appraisal was recognised and received the “Best M&A Valuer”
Award from the China Merger and Acquisition Association (CMAA) for its
accounting valuation work in connection with the acquisition of China Unicom
CDMA business unit by China Telecom. It is the first time that a foreign
valuation firm has received such an honour.

With offices in Beijing, Shanghai, Shenzhen and Hong Kong, CMAA is a
non-profit business association formed under the auspices of the All China
Federation of Commerce and Industry. Its aim is to facilitate the development
and standardization of M&A activities in China.

Mines and Money Asia 2009, June
M 232009
American Appraisal is a sponsor of the event and is pleased to see a large
number of delegates and the upbeat atmosphere at the Conference. Our
Alexander Lopatnikov and Ross Henderson presented and discussed
the anticipated consolidation of the industry during the Metals & Mining
conference in Hong Kong. Topics discussed at the 2-day conference covered:

® mining related valuation issues

» mining companies’ listing in Hong Kong

e latest policy developments and trends of the mining industry in Mainland

China
e financing trends and corporate strategies of mining companies
* mining M&A transactions, etc.

Patrick Wu's Interview Report on CFO World Magazine
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Patrick Wu, Managing Director & President of American Appraisal China,
was interviewed by CFO World Magazine and the related report has been
published in the June 2009 issue. Patrick talked about the importance of

valuation especially during the financial turmoil. For full story, visit
http://www.american-appraisal.com.hk/en/publications.htm
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Greater China Offices K H4E/pgkb

Hong Kong Office & & /54

Tel: +852 2511 5200

Fax: +852 2511 9626

William Poon: wpoon@american-appraisal.com

Beijing Office dt ;R #1584k

Tel: +86 (10) 6530 9088 / 6539 1334

Fax: +86 (10) 6539 1336

Kevin Leung: kleung@american-appraisal.com

Shanghai Office 387124k

Tel: +86 (21) 6335 0130 - 0132

Fax: +86 (21) 6335 0125

Neville Lam: nlam@american-appraisal.com

Guangzhou Office /™M 7r 4k

Tel: +86 (20) 3891 2300 / 2223 0274

Fax: +86 (20) 3891 2878

Joe Zhou: jzhou@american-appraisal.com

www.american-appraisal.com.hk
www.american-appraisal.com.cn
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Shenzhen Office SRYII7rZ= 4k

Tel: +86 (755) 2655 1630

Fax: +86 (755) 2655 1712

Tommy Wang: asianmailbox@american-appraisal.com

Taiwan Office &E B4

Tel: +886 9 1300 6300
Tina Lee: tlee@american-appraisal.com
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