. Private Equity
~ Investment in China




PE vs. VC

Private Equity Funds

Include funds devoted to venture capital, Ieveraged buyouts (LBO), consolidations, mezzanine,
and distressed debt investments, and a variety of hybrids such as venture leasing and venture
factoring (receivables financing ).

Venture Capital

Venture capital is independently managed, dedicated pools of capital that focus on equity or
equity-linked investments in privately held, high growth companies. (Un-adventurous Brokers)
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Government Support

Ministry of Science & Technology (MOST)

DENG, Nan , Vice-Chairwoman of China Association For Science &
Technology
. 1945 10 1970
: ! " #$%&'&( " H)E+ -
e 1991 11/ "#0 . 1998 41 23'3(
e 2004 104 256*789: <3= > '0?
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CHENG, Siwei

Vice-Chairman of the Standing Committee of the National People’s
Congress, and the Dean of the School of Management of the Graduate
School of the Chinese Academy of Sciences.J K=2 HL M
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The Major Problems Faced by Private Equity Investor s

No Exist Mechanism

Difficulttodo M & A

Chinese Stock Market is
technical closed for IPO.

Go public in overseas is the
only way out.

Lack of Management
Talents
No knowledge about capital
market

No Vision

9/27/2006

Political Risks

SAFE Circulars 11 and 29
have severely curtailed VC
Investment in China since

their promulgation

I"#$ “11%&'
( “29%&| N
e 2005 10 21 75
2005 11 1
11 29

China Securities Regulatory
Commission (CSRC) “No
Comment letter”
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Political Risks

Private Ownership
Private Ownership is the foundation of venture capital system.

| " # % !
“Property is a sacred and inviolable right”
& 'O+, - ——/ 012#345 67 178
The Constitution of the People's Republic of China 09:13;2/<. 6

» Article 12. Socialist public property is inviolable.
xyz{ |d13} ~e€e.f ... T% -
» Article 13. The state protects the right of citizens to own lawfully earned income, savings,
houses and other lawful property.
xy{ | %0S~" <(E ¢Z Mee  M“*"ec(E€e — -
Karl Marx and Frederick Engels “The Communist Manifesto”: the theory of the
Communists may be summed up in the single sentence: Abolition of private

property.
=> ?@AB 1848 0; C45 69 D “ C1* EFG HIJKLM
NOPQ RST "—UO=@VW 6 4X 480YZ

Laggard and Inconsistent Legal Environment
123456(12 78
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The Corporate Law
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Partnership Law of the People 's Republic of China
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The Revised “Company Law of the People 's

Republic o f China " "#$

OLD LAW

Article 24 Shareholders may contribute their capital
in the form of cash, as well as in the forms of
tangible goods, industrial property, non-patented
technology and land use rights at certain value.
Where industrial property or non-patented
technology is contributed as capital at certain value,
its valuation shall not exceed 20% of the total
registered capital.

EF-GHIJKLMNOPQR4PJK ST
UVWXY25Z[\P][HRJK™_"aF-N

OPbR 20%Sc de_ "a25fghRi\

PjkimSno

Equity mtere_st may not be acceptable as the
capital contribution.

Move more to the types of corporate entities seen in
the west.

Came into force on Jan 1, 2006
2006 1 1plq

Contribution of any non-cash asset which can be
monetarily valued and legally transferred and
stipulates that cash contribution shall not less then
30% of a company’s registered capital. Equity
interest can be one kind of contribution asset. Under
the new Company Law investors can contribute as
much as 70% of the registered capital in a non-cash
property such as tangible and nontangible asses.
rstuvRGw NOPb x 30%yzS{QZ

[\] d|}~e€e 70%RNOPDb,Sf,U

VZ[\| :
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The Revised Law for the first time grants
shareholders the right to check and copy the
company’s account books and minutes of
board and shareholders’ meetings.

(@ S~ |-® °"+23

L -3A  MJAC°+-ABS,—*

I»

The Revised Law introduces the principle of
piercing the corporate veil as a means to
enabling the courts to look behind the
principle of limited liability in cases where the
shareholders of a company are abusing the
privileges of incorporation. In broad terms,
where shareholders uses the independent
corporate legal personality to evade liabilities
and thus seriously damage the interests of
the creditors of the company, he shall
assume unlimited liability of this wrongful
acts.

Vi0Yo¥ue KAYAAA~-—ABL

A/E CEIEEE S | N (CR174
(siIDNOFGO ,000"0=
FGXAOQGU’hU ~= ( -
Recognize Stock Option Plan

oye'y” DB,,a°¥A—©”é“

-1l ~=D...: 4,88e¢ ¥

Y e"é—E€éi ¥i°T(‘|‘6 -



Still Some Uncertainties of the New
Company Law

The Revised Company Law does not change the
current legal system for foreign investment
enterprises. Therefore, limited liability companies
and/or companies limited by shares which are
Invested by foreign investors are obliged to
comply both with the Revised Company Law and
with specific foreign investment related laws and
regulations.

The Revised Law requires there is a Chinese
Communist Party organization in a company.

!
# o $%&() *
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Different Concepts of VC Investment
between US and China

Valuation:
Discounted Cash Flow or Net Present Value
+ -+ /0+1
0123451 6 Book Value7

Why Is the same company valuated lower in
China than its US counterpart?

* The hesitated risks: political risks, market risks
* No easy exit for investment:
Control of the venture:

Why you have to control the venture?
e “Don’t let them try anything funny!”

9/27/2006
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Who are Private Equity Investors in China

)*

o

1. Venture Capital Firms

GHI*

International VC

Bulge Bracket's PE Investment
Arms

Major International VC or PE
Firms

Asia-Focused Foreign VC Firms

gnclude Hong Kong, Taiwan,
ingapore Firms)

D06 6£%'~~

Home Grown VC

9/27/2006

Government-backed VC

100+ %&'(

Brokerage or Stock Market
Investment Firms

ga¥e' (K

Private Investment Firms

A (~-

Joint Venture Investment Firms
<(«8'(ud

Public Companies and State
Owned Enterprises (SOE)
%" JH

Government Agencies,
Universities and Academies,
Military, and so on.

KLMN OP QRMN S
TU

Angel Investors and Private-
owned companies:
VWI*5 X?Y ZJH

Private pension funds and Public
pension funds

\'a

Insurance companies and banks

11



Bulge Bracket 's Private Equity Investment Arms

1 01

Most of them are more on LBO or stock market side.
Citigroup
Sycamore Ventures Uy'p~- --New Jersey venture capital firm spun off from Citibank
Venture Capital
Citigroup Venture Capital International
Citigroup Venture Capital Equity Partners, L.P. CVC
* CVC Asia Pacific Ltd
Morgan Stanley Dean Witter Private Equity Asia Ltd.
Morgan Stanley Private Equity Asia L.P. Fund

e .TE 7?70%0 1993 BSEE Columbus
2002 12019 ~= (e "(~= " CCP && “ "f
( 2600™ VvV KA 2.16 T¥Y 32%-
e 132 ¥ 0 ¥Y -Z¥% 30.48%-

CCMP Capital Asia (“CCMPA”, formerly known as JP Morgan Partners

Asia)
In preparation for this spin-off, a new management c_ompar_lY called CCMP Capital Asia will be
formed in November 2005. Management and operations will remain unchanged.

JPMP Asia has about $2.7bn under management. The team consists of 20 investment
professionals based in Hong Kong, Melbourne, Seoul, Shanghai, and Tokyo.

HSBC Private Equity (Asia) ( )
( Y —A-
International Finance Corporation (IFC)
Of~— IFC I A #$ 9HOM -7 %& o (
> '(C rs +,-. /0 K~Ni -
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Major Foreign Private Equity Investment Firms

&'
The Carlyle Group 12 '( #$
Ctrip.com International, Ltd. 11/ 2000 ;S¢

Eez >
Pacific China Holdings 5/2001 ;e ’
H>

Focus Media “’s— acquired Target Media
—"—  for $325 Million 1/6, 2006.

E.M. Warburg, Pincus & Co., LLC (Warburg,

Pincus) < 3 %&'(—A~-
Asialnfo;™ > “Sa» e’ Y
Zi CEo¥ '8 -"© a«
_g®

Baring Private Equity Partners Asia (BPEP
AS|a)45 '( 06 ~=
B (Vanda System) Ze °
(Netstar) xeZ; _ (Comtech)2¥
(New Plam). p\PZq - 170

Actis Capital LLP '( (www.act.is) is a
private equity investor in emerging markets.
Actis was created from CDC Capital Partners
6 ' #$ in 2004.
Actis China Investment Company Limited

China National Offshore Oil Company, China
Wolfberry, Mengniu Dairy, Powercom,
NorthPole, Yuhua, Suntech Power

Ve ¥ _ (AA AA AA

™ /ECEE E-A™ Eleil
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Newbridge Capital Inc. 7
1994 1IDNee'g® ; Texas Pacific

Group TPG>WOO\PF- _ : Blum Capital
Partners>OO+10>< 0guUUUUYQ

P\P  LdR"F-a"a aRaa .
1999 ddaeceééésv S 4.16iit

10RO Geée
KFB> 516RHV
2002 . 9 86\P+@ iUU\Pja

: Korea First Bank

UE]JAA+,Ee Shenzhen Development
Bank.
2004 6S 12.53ifAud UAAUS$Y
b 10AA+,ER 17.89%R'HHV
2002 11 86 ZA €"a
O Q8aR” ®S $89.8millionili
0 a R « § "a
« ; Asia Global Crossing, AGC>
191iiR "aZiPU .
Temasek89:

buy 5% of Bank of China
\P A (linktone.com)

Government of Slngapore Investment Corp.

(GIC) (U ; i6'(~~ ) is a global
investment management company
established in 1981 to manage Singapore’s
foreign reserves.

13



Major Foreign VC Firms
23 &

Robertson Stephens & Company, RSC
i¢ -£0&E
renren_
1994 "abc MXb
Benchmark Capital
Shanda dO
Sequoia Capital ¥! ) §~
I* Googlee Yahooe Applee Ciscoe Oracle
fg6  CFOhij DJF6kI

Draper Fisher Jurvetson "©2
Hotmail, Cyras, Interwoven, Tradex, GoTo.com, Parametric

Technology

Baidu mn 25.8%

« 2004 Google 499!"# , $% 2.6%&'

oc_ eNpqr ee stuvU AwJHXy %"

I* eTangyY 1999 6 z{|I*Y 500;}x  ez~|Y

<
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Strategic Investors
45 +

Intel Capital

Intel Capital China Technology Fund

e «+--®° (Duane Kuang)

IBM
(Claudia Fan Munce )

Matthew Growney
Qualcomm Ventures
Siemens Mobile Acceleration
GE Capital

9/27/2006
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Asia -Focused Foreign VC Firms
6789 :3 &'

H & Q Asia
ofe |* 2

Ta-Lin Hsu ()* +,-
Softbank f,

Softbank China Venture Capital. SBCVC
/01 23

Softbank China Holdings PTE Ltd.
/01 4&

* Ajoint venture between Softbank and UTStarcom Inc.

Softbank Asia Infrastructure Fund. SAIF
/0 56785

Softbank195 :*
IDG Technology Venture Investment

IDG...TGHI*]* IDGVC
Xiong Xiaoge ;<=

CHINAVESTc GHI* 2 Theleen 1" %o
Asialnfo

Walden InternationalS< El*eZ o' Lip-Bu Tan
1997 . 9> ?@AB VCCD EF 650!"#

WI Harper Group }cy3+Z Peter Liu “e
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Home -Grown Chinese VC Firms
)< &
Government-backed VC

Brokerage or Stock Market Investment
Firms

Private Investment Firms

Joint Venture Investment Firms

9/27/2006
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Government -backed VC

China New Technology Venture Investment Co. Ltd.
1 EGH23 (12 )
1986 90 ? »C <= ) ¥ 40% M € )
¥ 23% «3"(9% ~- XmI¥ * M:re%
&E" & 9% >0 ? —@mA V 9%$0 B
E C«<*‘DE - F”"° G-
%0 _ HI  JK" & Modu "4 ML ™MN G O~- P
9$ N& CHINA ASSET HOLDING LTDO 1991: "
aa "Qlh HI o+ U jcexml R 6£0° %
‘aa o -

2002 bankrupted
Shanghai Alliance Investment Co

|JKL
“0 ahoole- QS T E006-( US D&
(~=
VWX 4 Y elL
Z[#$ YeL \|* “0  "«(9%00 Z ‘ab —A
~- Ph ¢ Au d # 6efgh 3e 8 ° 3e 12i ]!
( k $6.4 Billion-

MNOZ2EPG

Shenzhen Capital Group Co. Ltd

Tianjin Venture Capital Co. Ltd.
QR23

Canton Venture Capital Co., Ltd.
STPGUV

China-Singapore Suzhou Industrial Park Ventures Co. Ltd.
9/27/2006
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Public Companies and State Owned Enterprises (SOE)
?2@&'A*

CDH Investmentsz2|

Yo EXN 2 CICC 6™3&|*M 2001 ¢ >
cee 78Y > CEO¥I*H'6./ B c §/'©
™MEI*Mal*H!« N- e @®—6E THN+

Legend Holdings Ltd 3"uY a-,
Legend Capital Limited 23[* 2
Hony Capital Limited “pl*
o John H. Zhao WXY . former VP of U.S. Robotics Inc

» Established in 2003, Hony Capital is among the first buyout firms focused on
privatization and restructuring opportunities of State Owned Enterprises
(SOE) in traditional industries and other investment opportunities in private
comlfanies, distressed conglomerates and non-performing assets in China
market.

Tsinghua Venture Capital Management Co. Ltd.
China Merchants Holdings (Hong Kong) Co Ltd°$»Va (Yo% ) a

Shanghai Media Group &¢AAAA»Y,
Invested in Shanda

9/27/2006 19



Private Investment Firms
BC &

Not many but are getting more.

" #S
Wuhan Optics-Valley Venture Capital Co. Ltd.

2001%&'( ( RS

! " New Era VC#
#$./0 123 45678 9::.
<)=>? 9:@ ABCDEFGH!"I: &
JKBCLMF!"DNOPQ &RS T 1.2UV

oW & XYZ 2.2UVO0!'W [
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D EF

Joint Venture Investment Firms

China Torch Fund

“Y ARg§~ "ESY2¥1OC
YEEi -, EEIi "
# EIAA)ID
uN 8§~ K~0OO0O %
OCY w
T 1 »YaY2YaH
2 $24.6M, 35%
cO0AA 1 SAAAY,
H 2 $46.7M, 38%

‘"ALE 1 CE?2
$21.2M, 30%

‘“EE K 2

$35.4M, 30%

hE ¢ [18]}5)

2 $33.0M, 40%

oN ¢ 0<Q... 2
$39.0M, 30%
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China Science and Technology
Development Fund

INSsS~ "AE19969

\Q OO0\ (")AA)I
XADQU\|»Y4 O Singapore
TechnologleSOUU uYi

a-, O Vertex
ManagementOE«NP »

‘I xghi e

§~ waaa KAAA)

18aUu KUY- &~

a&eci = 7eéé K«ix
élis 6000110 K&a6
| fi»)aoo ‘(RO

00 w
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D EF
Joint Venture Investment Firms

NewMargin Ventures

3| "#'a-,
1999 7 21 2GOD-e ) 0010~  xweQ..]" U
wUU e wyUU ec QPYQ...P«yR]"Uas23-e
64 Y#'KLaa6%#? I* alrx 5000;5=> a
50%'ae  dceeéb éfi
2004 2 i-ziidno (c )I*2 e Asiagrowth
Investments Ltd Kingland Overseas Inc.66*0!00+z!guud _
aa  yp %#2GPA{O 6GHI*JH {Oc$3*6
GHI*JH
Mr. Feng Tao
e Z[EF\&' $]  5000!"#@"
Stockstar, Asiainfo, CNC, Redfalg Linux
> eev e u e t Linux
* a Rongshuxia” 40;}<
2005 3 |* )* 210;}< o5
Calneva)* 260;}< Yottle\/2 7
2G E]/\
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 Mr. Feng Bo ‘a
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The Successful Companies backed by VC

G)* HIJ. &
UTStarcom Inc. UT (NASDA: UTSI),
$%8&'()*+,-./0123456 7
89 7:32;<=>7@ABO0*+ C
D EFG>H C
|IJKL

9/27/2006

MN 7 Hongliang Lu OPQ — Schoolmate of
Masayoshi Son RS  at UC Berkeley7
Chauncey Shey TUV "KLW>

DX #7 TYZ " Charles XueC UT[\]

N Cab  cdef ghijkl=mn #
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(NASDAQ: SINA)

(NASDAQ: SINA)

AR +gU) UUliNyp 6 a Aell O+
o K iSR WA ) EDee Km+gO
YuSDx (N | KA) E 3 W
20049 12J 31WKA 9 2 10 w

©9 E § E! P" O Walden International OE Daniel Mao
#$% O Walden International O

19979Ki & i  $3ME RSCi  $1.5ME IvanhoeO ‘() *
»Y/4l O $2MKI $6.5M

20009 4J 13WSINA.com IPO)Y 4 milliontRYy] Kf + , 1
1710 w

o 1 (Morgan Stanley & Co. Inc.)c EN 2
(China International Capital Corporation Limited)- 23X
b|! | - L 1#$ 6 %{ & 5 Ou
> (Chase Securities Inc.) i ()  -*+, (FleetBoston

Robertson Stephens Inc.)Ow -
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Sina Model — Baidu 's Company Structure

9/27/2006
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NHN Group and SeaRainbow Holding Corp'’s
Deal Structure

—————————————————————————————————————————————————————————————————————————————————————————————————————————————————

SeaRainbow Holdings

00—

A

SeaRainbow
Overseas

Founders

[~ Founder: Mr. Bo
Founder: Mr. Wang

1 - | Founder: Mr. Jian

1

1

1

1

1

% 1
. 1
% 1
‘e 1
" 1

% 1

5 !

-‘ 1

2 1

1

1

1

1

o 1

. 1

‘s i 1

Y v Operation :
Agreement i

1

1

1

: OurGame 4 EEE )
. \ OurGame.com
““““““ > | Assets Ltd. 100% NFOE )

Overseas Inside China

79%
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The Successful Companies backed by VC

G)*

Asialnfo E0\] ) )a-
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HIJ. &

5

@/ ¢ 0 1P2 1990 3c 4 Ge6 ®6Y? 56 ¢ 6{0

7 O" 8 of 9Y: %<=> cCv ?1 @2. AB 6
vC..T DST EFG

 Edward Tian James Ding (1994 50

5%)

. ! '
nH *+ * (Robertson Stephens & Company, RSC)l*ev

1997 12 27 S | (E. M. Warburg Pincus)ec GHI*|*
(China Invest) JK (Fidelity)L wi*'§/I*ev |*7"+ 1800
1<
My NOO. yZ Xy%o  <? seC @ PQ & RS 6H
IU TU ic6a0Cv ?ez VWXY WO Z |\ ]

N " 8%"ax _a
2000 3 M b*Kc_ (NASDAQ)de %" f F $138 million}<

6* g h  evx | - cCv_ ki 32f  DS8T EG6X
? FG '’ MmA n c6Cv @ 2 C o] pl? qZT r
6 s ? tFuv _wD 8T E xS f
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Ownership of Starbucks and 7 -Eleven in China

Borderless
— Investment 1
70% Group subsidinary

\ L !

Starlqucks

Joffee Int'l Ing.

Beijing Meida
Beijing Capital * Coffee Co. (98/9)
a joint venture

United Stores

Shanghai

President Coffie

President Coffie
Corp. (00/5)

Corp. (97/9)

7-Eleven, Inc.

Beijing

Mei-Xin
» (International)
Ltd

So*hern China

a joint venture Sino Giant




Questions and
Answers
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Thank you!

Walter Huang

Tel: 1391-800-2882 China
847-323-72260 USO
Walter.Huang@yahoo.com

http://www. Heracles Investment .com/



