American
Appraisal

X H & E

Valuation Notes

FF (& %8 iR

2010 Spring Issue | 2010 HEZ=T)

Words from Managing Director

01

EFEREZE

Dear Readers,

As we enter a new financial year, one can only be
impressed at the resilience of the Hong Kong economy
and the strength of our value as a business services center,
not only for the PRC but for the region as a whole. We are
experiencing high workload across all sectors in all our
offices with Hong Kong IPOs, many with a Russian flavour,
and technology and telecommunications particularly
active. Both of these areas are reported on elsewhere in
this edition.

| have just returned from a week in our Mumbai and
New Delhi offices and was impressed by the depth of
knowledge of our Indian colleagues and the inroads they
have made as a young office including the recent closing
of an assignment for a major state-owned oil refinery
enterprise.

Within American Appraisal we acknowledge the constant
change in the work we do and this requires a constant
commitment to staff training. In May we are hosting in
Hong Kong a regional training conference for our regional
offices involved in industrial plant and machinery valuation.
This will include representatives from our Australian, Indian,
Japanese, Thai and PRC offices.

Alexander Lopatnikov, our Managing Director in AA Russia
with whom we have worked on many projects recently, has
spoken at the Mines and Money Conference in late March
which we sponsored and also at the FinanceAsia’s Russia
Capital Raising and Investment Summit in mid April. We
have very strong Russian and Kazakhstan offices and see
an increasing amount of work between them and Asia.

| look forward to meeting many of you at these conferences

and many other events which we will be involved in during
the year.

Patrick Wu
Managing Director & President

© 2010 American Appraisal

RRHEE

BEEMVRFENXGE  RINCBRIINEBE
FEGFNNE » BUREAMERN L ARS PO
WESXD  XBFKEARRTHE BEEN
RpEXHI - RNPABEFELRHAETL
BEERBLMHNENBEENTAESEXE
mHE  ARFZREBFHNERATRE
B URERABERBRTLIE © &)
TR LR BEXAHNERE

BENMEEMHEREE - EHEK - HISED
ERENFEHR - URMINXNFIELE
AN TEETRANNSR - AhEEFETEHS
B BX-FXEBRHFEEERLHIE -

XIPRPBRINNTERE ST BERFLET
Wi # AT R TIFU - RAVAADESBREITT
—PMRTIU ERASBGEENEXEFES
W o HATHGEM ~ ENE ~ BA - ZEMHPED
BANEEHLRIGSS -

BRNBIESRPEHBELEERRT ZNIM
B ZEHHBLANESE L XK IE Alexander
Lopatnikov F = AR FKNVEBIS D0 [ FB5
W5&mE ] 21 - LR M A & B FinanceAsia
EDHREPHERSEREES | EER o FA
ERFEHMEFERNDBLATTF  BibS
WMt XIEETE I8 S A 8L o

BNEFER LS55 20 ERIDBEER
REWMEMRZIHESENLLHE °

KEH
EELEE

Valuation

Transaction
Consulting

Real Estate
Advisory

Fixed Asset
Management



02

What Constitutes Technology
and How On Earth Can You Value It?
B HRELERMN  BliZnmEEEM{E ?

The valuation of technology may encompass many
of related assets. Although these may be examined
separately as “core” technology components, they
are often viewed collectively as the outgrowth of a
product development undertaking. When measured
within a deal setting, the asset bundle is recorded
under a single umbrella heading such as “Developed”
technology.

Before diving into the technology valuation specifics, one must have a basic
understanding of the following market and competitive drivers:

e What technology is/does and how it fits in with a company’s strategic plans.

¢ What advantages the technology provides.

¢ How difficult it would be for a competitor to create a similar technology.

¢ To what degree the technology is legally protected.

There also needs to be an understanding of the following supply and demand

concepts:

e Unique technologies such as microprocessors built for communications
applications may be highly exclusive and incorporate attributes reflective of
significant discovery.

e Exclusivity does not always translate into value - future economic benefits must
be expected.

* An exclusive product or process technology must be economically feasible for
value to exist. If the cost to implement is high, technology value will diminish.

e Common technology may have value if it has “mass” appeal and is legally
protected.

Another consideration is the relationship between “Developed”, “In Process
Research and Development” (IPR&D) and “Future” technology. It is important to
understand how current technology will be replaced by IPR&D and subsequently
by Future technology.

Valuation Approaches

There are three general approaches to valuing technology assets:
the cost, income and market approaches. The income approach is
favored by Generally Accepted Accounting Principles and backed
by U.S. Securities and Exchange Commission.

The Income Approach

The income approach explicitly recognizes that the current value of an asset is
based on the expected future economic benefits that the asset will generate
over its remaining life. These benefits can take the form of earnings, cost savings,
cash flow or other measures of profitability. Value indicators are developed
by discounting anticipated benefits of a particular asset to its present value.
Technological risk can vary by material amounts depending upon where in the
development life cycle a technology falls. Technologies in very early stages of
development may require very high valuation discount rates of 50% or more,
whereas fully deployed technologies embedded in commercialized products
require returns near the cost of capital for the industry.

fY
REXLETRERKBMAN %
OB RARES D - WA RS
AR THFEHTWe SN
g%@%w’ﬁ%%ﬂ&‘
=

NG
E‘E
|
u
=
i
=
o
S

ERARNBRMEEATE - BONSFT AT TIZMRE

FREMAINR

o B REA/ RIFREMEAL  URBERZNTRA DR
REEHLXIp o

o ZRHECBRMHELMRS -

¢ RENFHEUERLNBMRENEEETS K ?

o ZRRRARFR WEEMNM -

BIRTEE T AT AR

o M—EZRIRHE - INE B TR ARV HRAL IR RS I REAR 30
B RETERBRKRBNEE -

cMBMHAF-—ELRANNE — LATVRRRBLT
Flz o

o MEFM T RRTBENRBERE - MMEHLF LATHN
B - MRXERAS - BENMEBRED

BARHRMRZ "BAEBEHZEERY - JRetiaEN
B

BN EERRZR'CHEAN  "ESBHARSF A+
(IPR&D) F“FR"BIHEZAIMNKE - ELE T ELRHREY
5 an{AT 4% IPR&D I BE J5 B9 R SRR BB ©

HESE
—BASHARRFEREES - 5% - WEnm
ik o Wik AR R AEA S ENARER0THES
& FARUXEESTHBRSMHSE -

LY

W ERABRIARR R BNNELZET N RS E
ER R 8 fr 827 £ VTR SRETF R o LRIk 7] B
Bllzs ~ ANTE - S RFEMIRFIGEN BRI
KA - MHEER D RHBER NS TA NN
EMSH o BHIXRAZER AT A S K - PR KRIL
THREGRBBAW— IR - L EFERHFLMEERN
BEMAEFNERTESRE - EE50% H L MEBRAEZ
ARt mNE2EXENRERNER - WESZ& LG
BEMRAKFHEE



03

Measuring Income Approach Cash Flows

When valuing technology assets, multiple Developed, IPR&D and Future
technologies may be required to achieve the overall revenue. Within the context of
purchase accounting, no value is assigned to Future technology. In essence, Future
technology revenues are a residual of total technology-generated revenues of the
enterprise, less those revenues derived from Developed and IPR&D technologies.

Developed Technology

Product/Technology Time Line Thought Process for
Valuation Purposes
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Cash Flow Materiality
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Top percentage figure is the percent of product content during designated time frame that is represented by technology in existence at the valuation date.
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IPR&D

In bringing new technologies to market, corporations think in terms of
development stages.
By way of example, the following development stages may apply:

1. ldea Generation

2. Business Case (Market Feasibility)
3. Resource Funding Commitment
4. Technology Design

5. Lab Testing

6. Customer Testing

7. Initial Production

8. Full Production/Product Release

Once qualified as IPR&D, a time line thought process similar to that
outlined for Developed technology also applies.

IPR&D
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Cash Flow Materiality
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Generally speaking, IPR&D assets may relate to efforts to create brand

new technologies. However, they may also flow out of significant and risky

enhancements to Developed technologies. In order to properly assess the costs

associated with development efforts, valuation analysts typically attempt to

identify and quantify the following:

e Current development stage

e Development costs incurred to date

¢ Additional development steps to bring IPR&D to a commercially completed
state

® Time frame to complete development efforts

* Risks associated with development completion

Common Technology Valuation Mistakes

The following are some mistakes that can creep into a technology valuation:

e Failure to reconcile Developed, IPR&D and Future technology revenues and
cash flows to total enterprise revenues and cash flows

e Failure to adequately understand drivers of technology life cycles

e Failure to follow US GAAP guidelines for acceptable methodologies attributable
to multiple classes of technology

e Failure to appropriately reflect technological and market risks

e Failure to appropriately identify contributory assets and associated economic
rents under the Multi-period Excess Earnings method
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Conclusion

Technology valuations involve a complex set of economic, analytical,
engineering, legal and accounting skill sets. A team approach that pairs
valuation consultants with a client’s finance, marketing, product development,
legal, operations and engineering personnel generally results in the most
supportable valuation outcomes.

This is an extract from an article authored by Daniel J. Korczyk, CPA, ABV, ASA
National Managing Director -Telecommunications and Technology, American
Appraisal Associates, Inc.

For a copy of the full article or more information on this subject, please email:
Jjwong@american-appraisal.com
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News & Events
R RED)

American Appraisal at Mines and Money Hong Kong
29-31 March 2010, Four Seasons Hotel, Hong Kong

American Appraisal is again proud to sponsor Mines and Money in Hong Kong.
Alexander Lopatnikov, Managing Director of American Appraisal Russia, spoke
at this Conference at the same session as HKEx, on the topic “New HK Listing
Rules for Extractive Companies - Valuer Perspective. The challenges mining
companies face under existing listing rules” which covered:

e Where valuation fits in the process of application for listing on the Hong Kong
Stock Exchange

e How new proposed listing rules will make it different for international mining
companies

e About Valuers and Competent Persons

¢ [FRS and IVSC rules and definitions that should be considered by applicants
and valuers

¢ Valuation requirements for listed companies in subsequent periods
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FinanceAsia’s Russia Capital Raising and
Investment Summit
12-14 April 2010, Four Seasons Hotel, Hong Kong

American Appraisal is also involved in this focused conference highlighting the
development of the relationship between Hong Kong, PRC and Russia. Alexander
Lopatnikov will again be involved and on the panel discussion session on Russian
IPOs in Asia.
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Regional Industrial Valuation Gathering in May

The regional offices of American Appraisal from Australia to India will gather
in Hong Kong in late May for training and corporate strategic review. The team
composes of 15 members and undertakes multi-site regional projects on behalf of
international group clients.
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American Appraisal Participated in the Hong Kong
and US IPOs in the First Quarter

We have conducted the required valuation for the below listings:

e RUSAL (HKEx: 486) - the world's largest aluminum maker and is the first
Russian company listed in Hong Kong.

e SouthGobi (HKEx: 1878) - a Canada-listed coal miner.

¢ Ruinian International (HKEx: 2010) - the leading brand in the amino acid-
based nutritional supplement market in China.

¢ Huiyin Household Appliances (HKEx: 1280) - a retail chain operator and
distributor of quality home appliances and consumer electronic products.

e China Hydroelectric Corporation (NYSE: CHC) - a consolidator, operator and
developer of hydropower projects in China.

¢ IFM Century 21 China (NYSE: CTC) - a leading real estate services provider
with the largest network of real estate sales offices.

* Redgate Media (NYSE: RGM) - provides advertisers with a cross-media
platform that reaches 160 cities in China.

e Concord Medical Services (NYSE: CCM) - leases radiotherapy and diagnostic
imaging equipment to cancer centers in China.
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American Appraisal Spoke at BDO’s training session

Ricky Lee, Head of American Appraisal China’s Financial Valuation Group, spoke
on “Intangible Asset Valuation” at BDO’s training session in January this year.
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American Appraisal Spoke at the Branding Seminar
in Shenzhen

Joe Zhou, Chief Representative of South China, spoke on brand valuation at the
seminar co-organised by Hong Kong Economic and Trade Office in Guangdong
and China Enterprises Economic Research Study Centre in January this year.
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Regulatory Update
HMERR

On 31 December, 2009, China’s Ministry of Finance printed and distributed the
“Guidance on Propelling Appraisal Firms to Become Bigger, Stronger and More
Excellent” (Caigi (2009) No.453).

Some suggestions were provided in the document, in order to carry out the spirit
of “developing industry associations and market intermediary organizations in a
normal way” of the party’s seventeenth conference and the requirements of the
Opinions on Speeding Up Service Industry by the State Council (Guofa (2007)
No.7), to speed up the cultivation of a larger, stronger and higher level of appraisal
firms that are appropriate to the economic development of China.

The Guidance note envisages the establishment of 3-5 major appraisal firms, some
30 intermediate firms, all involved in listed client projects, together with some 50
smaller firms handling the domestic market.

For more information, click on: www.cas.org.cn

Global Development
SRR R

Sanjay Ray joins American Appraisal India

Sanjay Ray has joined American Appraisal India in February. He is based in
Mumbai and will spearhead the firm’s tangible assets valuation efforts in India.
Prior to joining American Appraisal, Sanjay served as Assistant Manager in
Deloitte Financial Advisory Services and oversaw machinery & equipment
valuation as well as audit reviews, fixed asset management and construction
litigation projects. He also served as Area Manager in a leading general insurance
company and a Senior Engineer in a leading engineering and construction
company in India.

American Appraisal India Pvt Ltd

Level 1, Trade Centre, Bandra Kurla Complex, Mumbai - 400051
Tel: +91 22 4070 0200

Email: sray@american-appraisal.com

REAG at MIPIM - Cannes,
16-19 March 2010

American Appraisal’s Real Estate Advisory Group (“REAG”) has joined the real
estate MIPIM event in Cannes.

Greater China Offices XH4EHpERD

Hong Kong Office & & 7154k Shanghai Office 7154k
Tel: +852 2511 5200 Tel: +86 (21) 6335 0130 - 0132
Fax: +852 2511 9626 Fax: +86 (21) 6335 0125
William Poon: wpoon@american-appraisal.com

Beijing Office It X4k

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

Fax: +86 (10) 6539 1336

Kevin Leung: kleung@american-appraisal.com

Guangzhou Office J~ 74k

Fax: +86 (20) 3891 2878

www.american-appraisal.com.hk
www.american-appraisal.com.cn

Neville Lam: nlam@american-appraisal.com

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

Joe Zhou: jzhou@american-appraisal.com
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Level 1, Trade Centre, Bandra Kurla Complex, Mumbai -
400051

B3  +91 22 4070 0200

EBMB : sray@american-appraisal.com
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Shenzhen Office SRl 74k

Tel: +86 (755) 2655 1630

Fax: +86 (755) 2655 1712

Tommy Wang: asianmailbox@american-appraisal.com

Taiwan Office A& FEAL
Tel: +886 9 1300 6300
Tina Lee: tlee@american-appraisal.com




