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MSM overview of the Chinese economy

m GDP (purchasing power parity) - 6,992 Bin USD (2007 est.) -
GIANT EMERGING Rank No. 2
ECONOMY m GDP 2007 (official exchange rate) 3,251 Bln USD

m GDP per Cap.: 2,454 USD With the largest population 1.3BIn
- 4

FAST GROWING m GDP real growth: 11.4% Compared to world: 5.2% in 2007 est.
OUTPUT = Real domestic demand growth 9.5% in 2007

m Regime: Managed Exchange-Rate System
STRONGER

CURRENCY m RMB has appreciated 15% against U.S. Dollar since July 2005
m Spot Rate: 7.05 RMB/USD 10.99 RMB/Euro (20 Mar. 2008)
. - -~ 4
Trade Surplus: 262 Bin USD
MAJOR PLAYER IN Export: 1,218 Bin USD -----Share in world 2006: 8.02%, Rank: No.3
GLOBAL TRADE Import: 956 Bln USD ----- Share in world 2006: 6.38%, Rank: No.3

FDI: 82.7 BIn USD, Total Reserve: 1,530 Bin USD
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China’s strong economic growth will continue

Strong GDP growth and rising household wealth in 1992—2007
Unit: RMB Blin.
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China’s growth will continue to outpace other large economies in the next two years
Unit: US $ BIn.
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... with increasing influence on the world economy

China Contributes More to the World Economy

]
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O 2 China's GDP! 2 World GDP
Source: World Bank, CICC Research

More FDI is Attracted into China
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China’s Trade is Taking Bigger Proportion
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Source: IMF, CICC Research

China’s Reserve is now the Largestin the World
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Market-oriented reform has been progressing steadily

GDP per capita increased to $2,450 in 2007

US $ per capita
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... achieving higher level of industrialization and urbanization

The Contributions of Sectorial Value-Added to China's GDP

1574 1978 1582 1936 1990
Primary Industry Secondary Industry Tertiary Industry

source: Mational Bureau of Statistics of China

China's urbanization level : Rises up to 45%

As a Percentage of Total
Population

r—"_H"—-I—"_ M
1958 1961 1964 1970 1973 1876 1979 1882 1985 1988 1981 1954 1887 2000 2003 2006
—— % of Urban Population —=—% of Rural Population

10%

source: CEIC
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. and profound progress in ownership diversification and SOE reform

Distribution of Gross Value of Industrial Production by Ownership

2006

State-owned

14%
Other Types

51%
Collective
4%

Caollective
22%

Individual
31%

State-owned
T8% Source: National Bureau of Statistics of China
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China’s demographic trend changes and will challenge future growth
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Environmental challenges of China’s economic development

China’s environmental performance 2007-2008

Environmental Performance Index 2008
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Overview of China’s telecom industry

Service Provider

Services

Service Regions

‘07 Subscribers

(Million)

‘07 Hevenue

(RMB Billion)
‘07 EBITDA

(RMB Billion)

‘07 Net Profit
(RME Billion)

Ministry of Industry and Informatisation

o
PEBEHEE  ching “X” ® saen mo'g?s;. S

CHINA TELECOM

CHINAMOBILE - unicommEx LX00ERRSLRLN

GSM GSM, CDMA, Fixed Line, Fixed Line,
fixed line long- Broadband & Broadband &
distance Other Data Svc Other Data Svc

National National Southern 21 Northern 10
Provinces Provinces

369.3 162.5 Fixed Line: 220.3 | Fixed Line: 110.8

Broadband: 35.67 Broadband:
19.77

175.4 82.5

Source: Company Data, MOR, CICC Research

m At present, China’s
telecom industry mainly
consists of four players,
featuring duopolies in
both the mobile and fixed-
line markets

China Mobile leads the
competition with about
half of the total revenue
and EBITDA in 2007
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China’s obligation for industry opening under the WTO agreement

Foreign ownership restrictions for China’s telecommunications

Service 2003

Wireline MNot applicable
- Region (city) Mot allowed
Wireless

- Region (city) 17
Value-added 50%
- Region (city) MNationwide
Paging 50%

- Region (city) MNationwide

17

50%
Nationwide
50%

Nationwide

17

50%
Mationwide
50%

Nationwide

17

49%
Nationwide
50%
Nationwide
50%

MNationwide

2007
49%
Mationwide
49%
Mationwide
50%
Mationwide
50%

Mationwide

Source: World Trade Organization, company data

China Mobile

Strategic
Foreign
Investor

Ownership N.A.

Source: China Statistical Yearbook,CEIC

China
Unicom

SK Telecom
Co. Ltd.

6.6%

China

Telecom

China
Netcom

Telefonica
International

S.A.
5.0%

Under the WTO
agreement, China is
committed to open its
telecom industry
gradually

SK Telecom Co. Ltd and
Telefonica International
S.A. are strategic
investors in Unicom and
Netcom, respectively
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Remarkable growth in mobile subscriber and usage

Mobile/Fixed Subscriber Growth and Penetration Rate

Million Users
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China’s mobile sector has
seen remarkable growth,
reaching 547 million subs
by the end of 2007, with a
penetration rate of 42%;

Mobile voice traffic has also
seen steady growth,
enforcing the mobile
substitution effects
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China Mobile leads the competition

Total Subscriber Market Share

2005 2006 2007
O China Mobile 0 Unicom GSM = Unicom CDMA

Avg MOU

500 r 455
381

400 |

300 |

200 r

100

0

2005 2006 2007
0 China Mobile 0 Unicom GSM m Unicom CDMA

Source: CICC Research

Net Additional Subs Market Share

2005 2006 2007
0 China Mobile O Unicom GSM @ Unicom CDMA

2005 2006 2007
0 China Mobile 0 Unicom GSM m Unicom CDMA
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Value-added services being a significant growth driver

China Mobile’s Revenue Composition

ARPU (RMB)

Voice Value-Added
Services Revenue

SMS Revenue

Non-SMS Data
Business Revenue

Value-Added
Business Revenue

E Monthly Fees 0 Usage Fees
O Value-added Business [0 Others

Source: Company Data
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Value-added mobile services in China

China Mobile’s value-added product portfolio

m China’s mobile service providers are building a strong product pipeline for future growth

Revenue Scale

F 1

Growth Products:
Breakthrough stage

|'IIll
iy, |

Reserve Products:
Murturing stage

- ® @ Mobilz TV

& Mobile Faymﬂn & Mobile Map
@ Mobile Advertising a ® Mobile Search

® Mobile Info Service
& Mobile Mailbox

Mature Products:
. Optimizing & enhancing stage

J SMS
s / -
f i -
’ CDI%RIHQ Caller Number Display

WAP &
- MME

Wireless Music Club

Mabile Paper
Fetion

& Mobile Gaming

Mobile Securities Trading
- Dynamic Content Delivery
- ® Personal Information Management

Subscriber Scale

Source: China Mobile Company Report
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Service region division

China Telecom and Netcom’s Service Regions

| m After China’s telecom
= China Telecom e Netcom restructuring in 2002,
retained the fixed- China’s fixed line market
line networks in 21 was divided into two

hern & w rn . .
;S)(r)(l;\tinec es ar? ds teit S separate service regions,

assets constituting served by China

70% of the Telecom and Netcom,
bandwidth of respectively
nationwide inter-

provincial fiber-optic

network

China Netcom was
established with
the fixed-line
networks in 10
northern provinces,
and its  assets
constituting 30% of
the bandwidth of
nationwide inter-
provincial fiber-optic
network

Sources: Ml
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Broadband growth potential

China’s Internet Access Subscribers

Million
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50 r
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Broadband Penetration Rate of Major Countries (2007)

30%

25%

20% r

15%

10% r

5%

0%

1T

68.4

68.1

50.9

86.1

r 27%

2003

2004

O Other Access

24% 239, 22%  poo

21%

21%

20%

2006
0O Broadband

19%
17%

China’s broadband
subscribers have grown
from 3 million in 2002 to
65.6 million in 2007

With a low penetration
rate of 5%, China’s
broadband market still
has tremendous growth
potential
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Non-voice services’ growth offsets the slowdown in voice services

China Telecom’s Revenue Composition

@ Voice O Internet
O VAS & IS [0 Managed Data & Others

Source: Company Data

2007

Total revenue

(Billion RMB) 2o

Voice revenue

(Billion RMB) LS

Internet Access
Revenue

VAS & Information
services revenue

Managed data &
others revenue

Non-voice

2006

170.12

120.73

services revenue
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MSM - Your strategic partner for China ”II H

Our value proposition is the key to your success

Our value proposition
Is to work as an ...

independent management consultancy that ...

tackles the strategic challenges from a pragmatic and
operational point of view ...

understands the strategic impact of Asia and China ...
brings innovative thinking to work ...

has a high industry expertise, and ...

works "side by side" to make change happen.
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MSM - Your strategic partner for China

MSM has successfully developed several China strategies for leading
European companies

Strategy Development

Market potential and competitor
analysis

Key success factor evaluation and
corporate performance assessment

Business unit strategy and
corporate portfolio valuation along
strategic fit and market attractivity

Development of organizational
design and business unit alignment
and transformation

Development of management 5 gpea
leadership principles

Process mapping

The Smart Card Integrator

WestfaliaSurge

DAIMLER [Eiaag® "

ﬁ:.-g
{ NORDEX
% we've got the power

LANXESS

Energizing Chemistry

OBO

BETTERMANN

Case Example

Develop Q

common
understanding

®m Understand starting
situation — focus on
the Chinese market

m Review drivers of the
business for the
Lanxess business
units

®m Understand the
implications on
Lanxess

Developmentof a
common information
basis for the China
venture

Definition of
vision, ambition
and goals

Development
and evaluation
of strategic
options

m Review ideal
business models for
market expansion

m Develop strategic
options for the
Lanxess business

H |dentify the gaps Elrns
betweenideal -l
business models and
Lanxess B Evaluate and detail

attractive options
m Draft realistic vision P

and ambition for
Lanxess

B Strategy Selection

Definition of Lanxess’s
ambition in expanding
in the Chinese market

Selection of strategy
leading to sustainable
success

Development of
strategic master
plan

m Develop long-term
transformation
concept

m Define plan of
strategic measures

H |mplement
Optional:

Post integration support

Elaboration of
action plans

Results and Benefits

China strategy and positioning
Organizational redesign with improved performance

Cooperation structure and partnership options for joint market
entry / new business/ acquisition / Greenfield approach

MSM MANDARIN STRATEGY MANAGEMENT CONSULTING

24



MSM - Your strategic partner for China ”II H

The strong intercultural differences call for a solid and well organized
integration management system

Intercultural integration Management Case Example

Understanding the key cultural
challenges

Change Management

Internal cultural & communication
issues

|dentification & selection of foreign
service employees

Cultural integration of joint venture
partners

Preparation & training measures
International personnel development
programs

Re-integration procedures

for foreign experts @

AIRBUS
COMMERZBANK

DAIMLER CEdscha

Politics, structures, processes

e.g. incentives mechanism, controlling and
budgeting regulations, planning process, job
description, promotion guidelines

Routines
Wha J “ T e.g. risk attitude, accuracy of planning, cost

j orientation, working mind set
i,
<

-‘ I' d MmModae
What you need e.g. "younger employees need to learn first
! to kn 0W= before promotion; females could not lead unit
" .0 ‘I}‘. Xyz,

Mt "I AAan't fara ahniit hiidnate"

Results and Benefits

Intercultural change

Performance measurement tools

Intercultural & internal communication concept
Train-the-trainer & coaching concepts

MSM MANDARIN STRATEGY MANAGEMENT CONSULTING
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MSM - Your strategic partner for China ”II H

MSM’s unique network and experience in government relations & lobbying
are the key to success for your enterprise in the PR China

Gov. Relations & Communication Case Example

Government Relations Top Level COMMENTS
. . . Volkswagen i
UnderStandlng the maln dflVGI’S Groug et * Top-level communication is

controlled and maintained by

Building up personal networks Valkswagen Group

Set-up Communication strategy and 7 ’ Department | e Giy vl and

aCtlon p|anS Leader gg&aﬁgﬁtlsevel of Government
PR 3 »

Monitoring system &

Government Working

Pro-active Lobbying Relarions Lovel
Build up internal attention to GR

Communication Policy
Control external communication Results and Benefits

Provide aligned internal DyStar“g Clear GR & communications Roadmap & Action-plan

communication NRWNVEST CEO coaching & preparation of key staff

procedures SRR Communication rules and responsibilities
LANXESS China Government Relations and Lobbying strategy
T Ereong heni GR- building & Monitoring system

COMMERZBANK DAIMLER Pro-active lobbying & Joint initiatives
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MSM - Your strategic partner for China ”II H

MSM supports it’s clients during the whole M&A process from preparation,
target identification, negotiations, transitional- & post merger integration (PMI)

MSM’s M&A support Case Example

WhOliStIC Slde'by'Side approach Qfst:;trl‘cst:;gg,ngfﬁdlaesl;creening process guarantees transparency and speed
B Understand the market/sector _ Hstative
B Understand the demographical, political GG oo R e e oy

and logistic requirements and g |
circumstances il Bl :
Screen for potential partners e B L e e
Conduct feasibility study and o] e ™
commercial due diligence
Understand adm|n|strat|ve measureS B MSM is able to make first (confidential) contact with attractive candidates
and processes |n Chlna B MSM does offer also the full range of M&A related services
Identify and negotiate transitional
management and general HR Results and Benefits

implications : :
Set-up appropriate Clear and actual information from key experts of the relevant

government Chinese authorities, institutions & industries

I
relations Allianz @) l:VI ERCK Reliable preparation, support for negotiations

B PMI tII"EISE i Trustworthy feasibility study & due diligence
BC Partners Understand administrative measures and processes

Short list

) -

2)

Technik fiir Automobile

AVIDA GROUP One Equity Partners
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MSM - Your strategic partner for China ”II H

MSM has a deep understanding of its clients interests, the Chinese M&A
environment and broad experiences of the approval process in China

MSM’s China in- and out bound M&A expertise

German clients’ long-term Advantages in obtaining

interests are our priority

We place our clients’ long-term
interests above the outcome of

any single deal, and unifying our

interest with the protection of
clients’ interest

In-depth understanding
of German & Chinese

business culture
MSM has been providing
extensive advisory services to
German and Chinese
enterprises. MSM has in depth
understanding of the culture and
expectations of German and
Chinese clients, particularly
large & medium sized
enterprises.

regulatory approvals in
China

MSM has accumulated extensive
experience in obtaining
domestic regulatory approvals.
’ . MSM maintains strong
MSM’s unique relationship s with
advantages administrative bodies
in assisting at all levels.

German
enterprises in

cross-border
M&A Global best
practices
As an consulting company with
international practice, MSM fully
implemented and strictly follows
global best practices. We are
capable of providing top-quality
services according to
international standard s
for our clients.

MSM MANDARIN STRATEGY MANAGEMENT CONSULTING
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MSM - Your strategic partner for China ”I I H

Development of sustainable M&A strategies need to be based on a broad
understanding

Deal execution

Characteristics & long-term growth et g
g 9 capability of the enterprise

trends of the industry

The enterprise's strategic Custom Post'merger integration

positioning & the M&A & operation management
need to grow Strategy capabilities

The enterpris
financial strength & fin

M&A opport
competitive

MSM MANDARIN STRATEGY MANAGEMENT CONSULTING 29



MSM - Your strategic partner for China

M&A service overview/approach

()
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(/)]
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()
(&)
(S)
=
7p)

execution

Target analysis

Macro analysis: The
country has the
economic growth
potential and political
stability

Industry growth
prospects: The industry
is in early-stage of
development and has
good growth potential.
Acquisition target: The
target is in the leading
or competitive position
in the local market and
offer strategic
value/synergies to the
acquirer

Systematically form a set
of target selection
criteria

Assist client to analyze
and identify potential
targets

Deal structure
design

Conforms to laws and
regulations of PRC and
those in the target’s home
country

In line with the strategic
goal of the deal

Has certain feasibility and
gain support from all
stakeholders

Advantageous to post-deal
management

Design an appropriate deal

structure

- In line with the client’s
strategic objectives
Flexible yet complies with
laws and regulations
Minimize costs
Conducive to execution
and post-merger

Valuation

Value target with international
convention methods based on
in-depth due diligence, prudent

estimate of synergies and

consideration of all risk factors.
Avoid over-optimism and avoid

paying high premium.

To avoid overburden of the

acquirer, an appropriate payment
method should be chosen based

on the acquirer's strength,
financial position and future

growth plans as well as capital

market conditions.

In depth understanding of

target’s operating conditions
and environment; properly value

the target

» Minimize the gaps of valuation

methods, assumptions and

valuation results between two

parties

Negotiation

+ Clear negotiation
strategies and objectives

» Appropriate use of
negotiation strategies
and tactics to achieve the
most favorable terms

Maintain flexibility as
necessary based on
circumstances

 Offer extensive
experience in M&A
negotiation

Understand the priorities
and constraints of the
other party; assist client
to formulate negotiation
strategies

Approval/
Public Relation

» Thorough

understanding of
required approvals and
the communication
necessary to obtain
them.

Obtaining supports
from domestic
regulators

Seek positive response
from the capital market
and media

» Obtain endorsement
from the Chinese
government and
regulators and fully
communicate with
them on the
rationale, structure
and valuation of the
deal
Analyze the approval

Use internationally accepted
valuation methods and prudently
assess the potential synergies
between the acquirer and the
target

Explore different
communication channels
to assist both parties to
communicate and drive
the negotiation progress

integration process required by

the target company
Formulate PR
strategies to deal
with the response
from capital market
and media

Design an appropriate

corporate governance

structure

- Conducive to operation
management and long-
term growth
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MSM - Your strategic partner for China ”II H

MSM’s top consultants have extensive experience helping companies enter
the China market, or conduct China related businesses

& wiemmam  tedrive DAIMLER — EXEEorou

brose  PEGUfORM
LANEXE§S Technik fiir Automobile r
nergizing Chemistry M VOSSIQh o G RO H E
N

e

ThyssenKrupp ' ORGA QPOWER 0101 icrmoroes

The Smart Card Integrator

@ WestfaliaS/u@ L urg" ‘

AIRBUS SIEMENS Ciworpex
AVIDA GROUP we've ot the power

WAL
owcer Me
COMMERZBANK BC Partners  RUCKER ;

Allianz @) One Equity Partners Dy Sta rA:: =EY|ERCK
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MSM - Your strategic partner for China ”II .

MSM contacts

Thomas Wu Christian Roepke

MSM
Mandarin Strategy Management Mandarin Strategy Management
Consulting GmbH Consulting GmbH

Neustrafie 39 Neuer Jungfernstieg 5
40213 Diisseldorf, Germany 20354 Hamburg, Germany

Phone: +49 211569 416 0 Phone: +49 40 4685 6164
Fax: +49 211 569 416 29 Fax: +49 40 4685 6165
Mobil: +49 15119 44 55 99 Mobil: +49 170 3090 999

E-Mail: thomas.wu@msmconsulting.de E-Mail: christian.roepke@msmconsulting.de

MSM MANDARIN STRATEGY MANAGEMENT CONSULTING 32



