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Words from Managing Director

ERESHZE

Dear Readers,

Let me begin my message by expressing my gratitude and
pleasure to see so many of you at our Christmas Cocktail
Party at the Hong Kong Club on December 8th. We very
much appreciate your attendance and trust you had an
enjoyable evening.

While the business environment this fall has been
challenging with the global markets buffeted by credit and
economic concerns, we have continued to strive in working
closely with our clients to meet their valuation needs and
further expand our service offerings. In particular, we have
seen a growth in our fairness opinion services for Chinese
clients listed in the U.S. (detailed in this issue) offset the
decline in IPO offerings and have expanded our transfer
pricing services for multinational clients globally and in the
China market (also detailed in this issue).

This fall we sponsored and participated in a number of
conferences in such locales as Beijing, Shanghai, Hong
Kong and Ulaanbaatar, presenting on such subjects as new
developments in valuations, the role of valuation in transfer
pricing, fair market valuations for IPOs and privatizations,
and mining valuations training sessions. In addition, our
colleagues from around the world have been active in
presenting at Mines & Money conferences in London and
Sydney.

We remain positive on the business prospects for China
going forward into the new calendar year, with a continued
growth in the number of outbound M&A valuation
assignments for Chinese SOEs and private companies
to match the steady inbound FDI transactions from our
multinational client base. In addition, the firm continues to
pursue a number of new initiatives to provide our clients
with new value-added services by leveraging our valuation
expertise and global platform.

In closing, | wish you all happy and safe holiday, as well as
a most prosperous New Year.

Patrick Wu
Managing Director & President
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Privatization and Fairness Opinion

LBLHLaAER

A substantial number of Chinese firms have listed
equity shares in the United State public markets in the
past decade, either through initial public offerings on
one of the major exchanges or through reverse mergers
by acquiring publicly traded shell companies. Many of
the Chinese companies utilizing the reverse takeover
transactions have faced accusations of fraudulent
accounting practice, such as the claims by Muddy
Waters against Sino-Forest, and multiple investigations
by the U.S. regulatory authorities. The blanket concern
over fraud allegations is affecting all Chinese based
companies, with legitimate companies caught up in the
overall stock decline.

The low valuations of all companies in this sector have led some to seek
privatization transactions by delisting from the U.S. equity markets. In such
cases, either the company’s founding shareholder or financial sponsors pursue a
tender offer to acquire all outstanding publicly traded shares.

There were a total of 12 publicly announced privatization transactions as of
August, including seven in 2011. This number is projected to increase as the
public markets for Chinese entities remain under pressure. For such take-
private deals, financial advisors play an active role in providing fairness opinions
for parties involved in the transactions ranging from shareholders, board
subcommittees or acquirers. In fact, it is not unusual to have up two or more
separate fairness opinions provided by investment banks, accounting or valuation
firms for the same transaction.

The fairness opinion plays a unique role in the U.S. marketplace. It has a narrow
scope as an opinion as to whether or not the consideration in a transaction is
“fair from a financial point of view”. The term “fair” refers to a rational investor
acting on an informed basis; an assessment whether the financial terms of the
given transaction are fair and reasonable; but does not include an evaluation of
the maximum possible price for the transaction. The phrase “from a financial
point of view” reflects only the consideration from the standpoint of addressee
(client), without any contemplation of interest other parties and stakeholders nor a
comprehensive strategic assessment.

It is useful in understanding a fairness opinion to clarify what it is not. A fairness
opinion is not an estimate of the proper consideration to be paid in a deal; not a
recommendation on whether to pursue a deal; not an assessment of the relative
merits of the transaction as compared to any alternative business strategies that
might exist for the Company; neither legal, regulatory, accounting, insurance, tax
or other similar professional advice; nor an evaluation of the underlying business
decision of the Management/Board of Directors to pursue the transaction. In
fact, it is important to note that in the U.S. the standard of “fairness” has yet to
be defined by any court, the U.S. Securities and Exchange Commission (SEC) or
Financial Institution Regulatory Agency (FINRA), the investment banking industry,
nor the American Society of Appraisers (ASA) nor any other valuation industry
group. These standards continue to evolve as courts review and critique fairness
opinions in litigation cases.

Armed with respective local knowledge, the combined team from our U.S. and
China offices is actively providing “one-stop” services to our clients in this
connection.
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Transfer Pricing and Valuation

SREENHTGIE

Transfer pricing practices are becoming a leading
issue for many multinational CEOs with the creation
of transfer pricing guidelines by such multilateral
institutions as the OECD and United Nations. These
policy developments have served to highlight the
necessity of incorporating tax planning objectives as
an integral part of managing operations across multiple
markets and tax jurisdictions.

With many governments focusing more attention on maximizing tax based
revenues, transfer pricing is impacting both large and medium size companies
with international operations. So what exactly is transfer pricing? Transfer
pricing refers to the setting, analysis, documentation, and adjustment of charges
made between related parties for goods, services, or use of property (including
intangible property). Many governments have adopted transfer pricing rules that
apply in determining or adjusting income taxes of domestic and multinational
taxpayers.

The rules of nearly all countries permit related parties to set prices in any
manner, but permit the tax authorities to adjust those prices where the prices
charged are outside an arm's length range. Nearly all systems require that prices
be tested using an "arm's length" standard. Under this approach, a price is
considered appropriate if it is within a range of prices that would be charged by
independent parties dealing at arm's length. This is generally defined as a price
that an independent buyer would pay an independent seller for an identical item
under identical terms and conditions, where neither is under any compulsion
to act. There are clear practical difficulties in implementing the arm's length
standard. For items other than goods, there are rarely identical items. Terms of
sale may vary from transaction to transaction. Market and other conditions may
vary geographically or over time. Some systems give a preference to certain
transactional methods over other methods for testing prices.

In recent years, multinational corporations have found that revenue agents
in many areas of the world, including China, are scrutinizing intercompany
transactions. Activities to support and defend specific methods for determining
the arm’s length price include: Advance Pricing Agreements, which are
agreements between a taxpayer and a taxing authority on an appropriate transfer
pricing methodology for some set of transactions at issue over a fixed period
of time; bilateral tax treaties between countries around the world which include
provisions through which the competent authorities of the two treaty partners
consult together to mutually resolve differences in interpretation or application
relevant treaties to prevent double taxation of the residents or nationals that
are covered by the treaty; preparing and maintaining written documentation to
confirm that the amounts charged in related-party transactions are consistent
with the arm’s length standard; and corporations developing and implementing
transfer pricing strategies to effectively align tax planning objectives with
business operations.

Specific to China, the State Administration of Taxation’s (SAT) implementation
of Notice 698 “Strengthening the Administration of Enterprise Income Tax on
Income from Transfers of Equity Interests by Non-resident Enterprises” has
brought multinational corporations under increasing scrutiny for implications of
capital gain tax from corporate restructuring or M&As in China.

Notice 698 indicates an increasing activism by the tax authorities in conducting
their own valuation, in the absence of an independent arm’s length valuation
provided by the taxpayer, to assess capital gain tax that may be applicable on
such transactions. Accordingly, many such multinationals are becoming proactive
in obtaining independent fair market valuations as part of in their tax valuation
policies for conducting due diligence upon acquisition or as they engage in
restructuring in order to ensure they avoid any potential capital gains exposure.
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Erosion of local tax bases through transfer pricing strategies is a key concern for
tax authorities throughout the world. Most authorities expect to see extensive
documentation in support of transfer prices, including:

- Descriptions of the company and transaction

- Details of the transfer pricing method applied

- Assumptions on which the method is based
Transfer pricing documentation needs to be prepared, or to be in existence,
contemporaneously with the related-party transaction.

American Appraisal provides valuation services to assist clients with documenting
and supporting their transfer pricing decisions, where the most contentious
area within transfer pricing concerns royalty rates paid by related companies in
return for the use of intellectual property including patents, trademarks, brands,
copyrights, customer lists and software.
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International Regulatory Update
EfFMEIR L

New Australian Minerals Resource Rent Tax (MRRT)

The Minerals Resource Rent Tax (MRRT) is a tax on profits generated from the
exploitation of non-renewable resources in Australia. This profits-based tax
will be charged at a rate of 30% and will apply to two commodities — iron ore
and coal, taxpayers with assessable profits of less than $50 million per year are
exempted from the MRRT. The MRRT was designed to levy an additional tax on
profits from resources projects and will be introduced from July 1, 2012. Despite
this effective date, some companies are already examining its implication for
advance planning purpose and our Australian office is already actively providing
tax support valuations in this connection.

China Introduces Nationwide Resource Tax on Oil & Gas

The State Council announced to tax all resource products starting on November 1,
2011. This will extend the resource tax on domestic sales of crude oil and natural
gas from some regions to the whole country. The taxable items are extended
from crude oil and natural gas, to coal, rare earth, salt and metal. Under the new
tax, sales of crude oil and natural gas nationwide will be taxed at 5-10% of sales
value. The original resource tax on oil and natural gas was introduced at 5% in
Xinjiang in June 2010, and extended to 11 other provinces in December 2010.

International Valuation Standards Council (IVSC) Publishes
New International Valuation Standards (IVS)

The new IVS covers valuation of a wide range of assets - financial instruments,
real property, intangible assets, and business interests. The original standards
mainly focused on real estate while the new standards will also cover other assets
as mentioned above. The objective of the new IVS is to set global standards
to increase the confidence of users of valuation services. The new IVS will be
effective from January 2012. For details, visit www.ivsc.org

(Source: IVSC)
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Recent Significant Jobs Completed
IEHEEmE

PCCW

We conducted business enterprise valuations for PCCW (HKEx: 008)

[l %
n F m for its restructuring purpose, in connection with the FIRST BUSINESS
TRUST listed in Hong Kong.
— .. NWS Holdings
FrEBUE#E  We conducted valuation of Hangzhou Right Road for NWS Holdings (HKEx:
NWS

04

659) which is a Billion Worth Valuation project for public disclosure purpose.

BONA

Bona (NASDAQ: BONA) engaged American Appraisal for purposes
of providing a fairness opinion in connection with the acquisition of
Bona Starlight Cineplex Mangement Co. Ltd.

SOHU

Sohu (NASDAQ: SOHU) engaged American Appraisal China for
purposes of providing a fairness opinion to Sohu’s Audit Committee in
connection with the transfer of online game portal to Changyou.com.
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Event Review
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American Appraisal China

Christmas Cocktail Reception

December 8, 2011

American Appraisal China hosted a Christmas Cocktail Reception on December
8 evening at the Hong Kong Club in Central. Over 200 clients, intermediaries and
friends had joined the gathering.

& All American Appraisal
China’s Hong Kong
staff attended the
Christmas Cocktail.
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Over 200 guests joined
the Christmas Cocktail.
#id 200U XA S
S5XIREES -

American Appraisal Spoke at the 9th Mergers &
Acquisitions in China Summit 2011, Shanghai

December 7-8, 2011

American Appraisal China sponsored this summit. Neville Lam, Director, China
Business Development, spoke at this event on “Dissecting Value: Differences in
Valuation Practices in Cross-border M&As” on December 7.
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International Conference on New Development of
Valuation, Beijing

October 28-29, 2011

Joe Zhou, Vice President, China Strategy of American Appraisal China, spoke on
“Different Value Perspectives for Cross-boarder Transaction”, at this conference
which was organized by the Capital University of Economics and Business (CUEB),
American Society of Appraisers (ASA) and the Royal Institution of Chartered
Surveyors (RICS).
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Mongolia Investment Summit 2011, Hong Kong
October 25-27, 2011
Thomas Eastling, Director of Transaction Advisory Services of American Appraisal
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China, spoke on “Meeting Valuation and Reporting Requirements for a Successful HFER | NBEXESRFER ©
Listing” at the summit.
China Private Equity Summit, Shanghai FELEESES - L8

October 13-14, 2011
American Appraisal China was a sponsor of this event. Neville Lam, Director of
China Business Development, spoke on Day One of the Summit.
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Transfer Pricing Forum, Shanghai

September 15, 2011

Ricky Lee, Vice President & Director, Financial Valuation Group of American
Appraisal China, spoke at the forum on “Equity Valuation Models and Other
Cross-National Transfer Pricing Issues” . This Transfer Pricing Forum was
organized by Baker McKenzie and China Finance Executive Council.
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Global Developments
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7th International Conference on the Valuation of
Plant Machinery and Equipment, Beijing

September 18-21, 2011

The Conference was hosted by the China Appraisal Society (CAS) and was
sponsored by the American Society of Appraisers (ASA), Royal Institution of
Chartered Surveyors (RICS), and the Australian Property Institute (API). Kevin
Reilly, Senior Manager of American Appraisal Associates, Inc. from Milwaukee;
and Alexander Lopatnikov, Managing Director of American Appraisal Russia,
spoke at two different sessions in the conference.
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American Appraisal Spoke at

Thomson Reuters Webcast

26 October 2011

Gerald Mehm, Senior Vice President and Managing Principal, Financial Valuation
of American Appraisal Associates, Inc., spoke at the Thomson Reuters webcast
titled "Coordinating Acquisitions, Transfer Pricing, and Global Effective Tax Rate
Planning” on October 26, 2011. Gerald is a valuation expert with more than
30 years in valuation, he is also an advisor to the FASB (Financial Accounting
Standards Board) as well as chair of valuation experts technical panel with
regard to financial accounting practice and reporting with regard to business
combinations.
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Training to Mongolian Client

September 2011

American Appraisal China has been working on numerous valuation and
consulting projects in Mongolia. Recently, our senior management from Hong
Kong and the United States visited a state-owned enterprise client in Mongolia
and provided with them a private training session in regard to public listing in
Hong Kong and related valuation requirements.
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Our senior management, took this photo in Ulaanbaatar, when they gave a training
session to our Mongolian client. From right to left: Raymond Moran (Senior Vice
President & National Managing Director, American Appraisal Associates, Inc.),
Thomas Eastling (Director, Advisory Services, American Appraisal China), Patrick Wu
(President & Managing Director, American Appraisal China) and Ricky Lee (Senior
Vice President & Director, Financial Valuation Group, American Appraisal China).
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Shenzhen Office S®IINE4:

Tel: +86 (755) 2655 1630

Fax: +86 (755) 2655 1712

Tommy Wang: asianmailbox@american-appraisal.com

Taiwan Office &EHE4AL

Tel: +886 (2) 2753 7000

Fax: +886 (2) 2753 7077

Tina Lee: tlee@american-appraisal.com




