MSM

MANDARIN STRATEGY MANAGEMENT
CONSULTING GMBH

MSM - Industry Up-date/I. 2008
YOUR STRATEGIC PARTNER FOR CHINA China’s Chemical Industry



- Overview China’s economic development

2 China’s chemical industry (Outlook)

3 About MSM

MSM MANDARIN STRATEGY MANAGEMENT CONSULTING 1



MSM — Your strategic partner for China | I I I n

MSM overview of the Chinese economy

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

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

GIANT EMERGING
ECONOMY

FAST GROWING m GDP real growth: 11.4% Compared to world: 5.2% in 2007 est.
OUTPUT m 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 Bln USD
MAJOR PLAYER IN Export: 1,218 Bin USD -----Share in world 2006: 8.02%, Rank: No.3
GLOBAL TRADE Import: 956 BIn USD ----- Share in world 2006: 6.38%, Rank: No.3

FDI: 82.7 BIn USD, Total Reserve: 1,530 Bln USD
F 22202020202 = .-
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China’s strong economic growth will continue

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

China Contributes More to the World Economy China’s Trade is Taking Bigger Proportion

9 8%
8.3% l
48% H
1 H 1

1979 2002 2003 2004 2005 1978 2002 2003 004 2005
O China's Trade/ Worlds Trade

O A China's GDP/ A World GDP
Source: World Bank, CICC Research Source: IMF, CICC Research

More FDI is Attracted into China China’s Reserve is now the Largestin the World

BN USD
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Source: CEIC Source: IMF, CICC Research
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Market-oriented reform has been progressing steadily

GDP per capita increased to $2,450 in 2007
2004: Introduction of private
property protection into
@ Constitution
2001: Accessionto WTO

® CfP999: Development of western China

1994: Health care Reform and
Housing Marketlization

US $ per capita
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@

1993: Reform on Taxation
and financial System

1992: Adoption of
Marketlization Reform
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... achieving higher level of industrialization and urbanization

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

1974 1882 1990
Primary Industry Secondary Industry Tertiary Industry

source: National Bureau of Statistics of China

China's urbanization level : Rises up to 45%

As a Percentage of Total
Population

1958 1961 19564 1857 1970 1873 1976 1979 1882 1985 1983 15991 1994 1997 2000 2003 2006
—&— % of Urban Population —=— % of Rural Population

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

145
Other Types

51%
Callective
4%

Collective
22%

Individual
3%

State-owned
T8% Source: Mational Bureau of Statistics of China
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China’s demographic trend changes and will challenge future growth

The percentage of Age 35-54 group in population

Baby boomers
retiring
Baby boomers
entering “golden
age”
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Environmental challenges of China’s economic development

China’s environmental performance 2007-2008

Environmental Performance Index 2008

16 15

ﬂ ‘3‘ 3

Sanitation  Drinking Indoor ~ Ecosystem  Water Marine Cc0o2
Water Pollution Quality Areas Emissions

o China o World

CO2 emission Proportion

Else of the
World
43%
United
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22%

Russia Europe
6% 1%
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China’s chemical industry shows steady and rapid growth

Revenue and profit growth in chemical industry m In the past few years

Bin.Yuan Billion Yuan chemical industry in
3,000 ¢ . 1160 China enjoyed high
2500 1 S el growth, with CAGR

[—=

oo | /um/ = | a0 reached around 25%
1,000 1 15 between 2000 and
R I I e e il — 1 j 2 2007.

2001 2002 2003
[ Sales Income —=— Frofit

Eource: CEIC There are numerous

Revenue and profit % of each chemical subsidiary in overall industry subsidiaries in
Income % Profit% Coating, chemical industry,

Mining&Cre Coating, Mining&Dres Dyei
| : , yeing,ect. . H
élflng'ufl Dyemt:],ed. _ sing of 9% Basic among Wh|Ch baS|C
emica 9% Basic Chemical Chemical
Materials Chemical Materials

0% Materials Y Materials chemical materials and
26%

Folyrer special chemicals

Rubber Fertilizer 10% Fertilizer

Polymes i Special 14% represent approx. 50%

Spec_:ial 24% tControl
Chgqﬂégals Pect C;em?galrsn Of the ’[Ota| revenue

SymiereContro Synthetic 4% and the profit of the

Source: CEIC Materials Che;;écals Materials

17% 10% whole industry.
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Highly competitive chemical industry

Chemical sub-industry overview

Chemical Product

-

s|enajew onayuis |-
s|eojwiayo |e1oadg  |e
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|eslwayo |oJjuoo 3sa 4

S|BLIa]EL [EIWIALD DISeS |4
1azl|INa
o8 ‘1o jul ‘Buneon [«

Major companies in chemical sub-industry (excluding foreign owned )

Basic chemicals Sinopec, PetroChina, ChemChina, SinoChem, Yantai Wanhua, Sanyou Group, YNCC
manufacturer

Mining & Dressing of
chemical materials
Fertilizer manufacturer Yunnan YTH, Sinofert, SinoChem, Sinopec, Qinghai, Salt Lake Potash

Xingfa Group, Yunnan YTH, Manfine

Pest control chemical
manufacturer

Synthetic matenals
manufacturer

Special chemicals
manufacturer

Rubber manufacturer Qingdao Double Star, Double Coin Holdings

Yangnong Chemical Group, Redsun Group, Xin'an Chemical Group
Sinopec, PetroChina

Lonsen Group

Manufacturer of coating and

ink oil
Source: CICC research

Dalian Zebon, Carpoly

There are a
multitude of sub-
industries in
China’s chemical
industry.

Within each sub-
industry,

competitiveness
is relatively high.
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China’s chemical industry still has growth potential

% of major chemicals in the global production ® Currently China’s
chemical production

Calcined Carbi Organo Urethane Bisphe
" PVC MDI  TDI BDO 9%"%  Elastic PEMEG ' oh'h Phenol Glycol represent only about

Soda nol silicone Fib nol A ,
; _ —— 20% of the world’s total
China Production 18,170 8,000 11,000 660 290 146 435 200 120 165 560 1,700 prOdUCtion. AS

Thousand ton

World Production 45000 42930 52000 3,960 2100 1,620 2170 450 a72 4120 8.440 18,000 investment in China’s
chemical industry

continues to improve,
404% 18.6% 21.2% 16.7% 13.8% 9.0% 20.0%  444% 210% 40% 66% 94% China still has a lot of

potential in chemical

Met Importto China  -1,667 937 946 370 182 75 276 -8 40 359 284 4,060

China's % in World
Production

Source: CPCIA

production.
Almost all global chemical companies have invested in China

Ex¢onMobil @ Qg) Bayer AkzoNobel Based on CMAI

Chemical estimation, basic
chemical production in

<> @ evonik 3 Celanese (Rhodia 3VJLO; [l China will double from
R 2006 to 2015, and the
P _ self-sufficiency rate will
ar uauine| =F{LF improve to around 85%
/| it e P
g ] from 70% currently, with

Source: CICC research prOdUCtion CAGR
reached 10%.
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Oil price impact on China’s chemical industry

Qil price impact on different sub-industries

- BinYuan

- —
2000 2001 2004 2005 2008

—a— manufacture of basic chemical materials
pest contrel chemical manufacturing
sythetic chemicals manufacturing
rubber product manufacturing

o L 2007 1-11
—a— Mining & Dressing of Chemicals
—m— fertilizer manufacturing
coating, ink oil, dyeing, and similar chemicals manufacturing
special chemicals manufacturing

Source: CEIC

Coalchemical industry as part of the major energy strategy
in China has long-term growth potentials

High prosperity in agricultural chemical Industry

= Compared with oil, the application and price
raising range for coal is smaller, but the coal price is
closely related to oil price in long run, therefore, coal
has cost advantages in the long term.

Higher oil price Biological energy

* The interdependence for cruel oil in China is
getting higher. The development of coal chemical
industry has strategic meaning of energy security.

Increasing food price Higher planting area

¥ * Based on the proposal for long-term development
plan, coal chemical industry in China will embrace a
high growth stage in the next 10 years with the
support from government.

Higher demand for
fertilizer demand

Higher growth for
agricultural chemical industry

m Synthetic chemical

materials and rubber
manufacturing are
negatively affected by
higher oil price, resulting in
decreasing profitability
and lower profit growth
rate, while basic chemical
materials and special
chemicals are less
affected.

Due to the recent oil price
hike, the prosperity of
agricultural chemical
industry grows significantly.

As part of the major
energy strategy in China,
coal chemical industry has
long-term growth
potentials.
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1 Overview China’s economic development

2 China’s chemical industry (Outlook)
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MSM - Your strategic partner for China ” II n

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 Case Example

Market potential and competitor Q
analysis

Key success factor evaluation and
corporate performance assessment

Definition of
vision, ambition
and goals

Develop
common
understanding

Development Development of
and evaluation strategic master
of strategic plan

options

m Reviewideal
business models for

H Understand starting
situation — focus on

m Develop strategic
options for the

® Develop long-term
transformation

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

Development of organizational
design and business unit alignment
and transformation

the Chinese market

B Review drivers of the
business for the
Lanxess business
units

B Understand the
implications on
Lanxess

Developmentof a
common information
basis for the China
venture

Lanxess business

B |dentify the gaps uplts

between ideal ol
business models and
Lanxess

market expansion

B Evaluate and detail

B Draft realistic vision attractive options

and ambition for
Lanxess

B Strategy Selection

Definition of Lanxess’'s
ambition in expanding
inthe Chinese market

Selection of strategy
leading to sustainable
success

concept

m Defineplan of
strategicmeasures

® Implement
Optional:

Post integration support

Elaboration of
action plans

Development of management
leadership principles

Process mapping

»» ORGA

The Smart Card Integrator

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

WestfaliaSurge

DAIMLER [EEa o

ﬁ"a:-—_'

I NORDEX
% wa've got the power

LANXESS

Energizing Chemistry

OBO

BETTERMANN
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MSM - Your strategic partner for China ” II n

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

Intercultural integration Management Case Example
Understanding the key cultural Polltlc;s, structures, processes

hallenaes , e.g. incentives mechamsm,_controllmg qnd
cha g i R : budgeting regulations, planning process, job
Change Management - B description, promotion guidelines
_Internal cultural & communication Routines
ISSUG.S. . ) . 15 A e.g. riskattitude, accuracy of planning, cost
Identification & selection of foreign ! ﬁﬂ orientation, working mind set
service employees

: . . - Personal views, mental models
Cultural integration of joint venture %

; Bt
partners What you neef'a e.g. '"younger employees need to learn first

before promotion; females could not lead unit
Xyz,

"l dan't rara ahniit hiidnaote"

Preparation & training measures
International personnel development
programs Results and Benefits
Re-integration procedures 7
for foreign experts

In exp )

to knO\Ql'l
Vi Y

Intercultural change
AIRBUS Performance measurement tools
COMMERZBANK Intercultural & internal communication concept

Train-the-trainer & coaching concepts
DAIMLER CEdscha
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MSM - Your strategic partner for China

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

Government Relations
Understanding the main drivers
Building up personal networks

Set-up Communication strategy and
action plans

Monitoring system
Pro-active Lobbying
Build up internal attention to GR

Communication Policy
Control external communication

A%

Provide aligned internal DyStar +

communication NRWNVEST

procedures GERMANY

LANXESS

Energizing Chemistry

COMMERZBANK DAIMLER

Case Example

Top Lovel _commeNTs

Volkswagen

Group Minister

* Top-level communication is
controlled and maintained by
Volkswagen Group

Denartment * Involvement of the JV-Partner
P is limited to high City level and
Leader on working level of Government

departments

PR i

& !

Government Working !
Relations Level

Results and Benefits

Clear GR & communications Roadmap & Action-plan
CEO coaching & preparation of key staff
Communication rules and responsibilities

China Government Relations and Lobbying strategy
GR- building & Monitoring system

Pro-active lobbying & Joint initiatives

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

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

A structured, parallel screening process guarantees transparency and speed

WhOIistic Side'by'Side approach of transactional phase

B Understand the market/sector . nstrtive A
B Understand the demographical, political AR oo H s e ey
and logistic requirements and
circumstances

Screen for potential partners
Conduct feasibility study and
commercial due diligence
Understand administrative measures m MSM is able to make first {confidential) contact with attractive candidates
and processes |n Ch|na B MSM does offer also the full range of M&A related services
|dentify and negotiate transitional

management and general HR Results and Benefits

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

government - I (FJ{h:.neE)sle author|t[[§s, |nst|tut|otr;s & mdut.st:lles
relations Allianz @) IMERCK eliable prepara.lc?r), support for negg iations

PMI tII"DSE i Trustworthy feasibility study & due diligence

BC Partners Understand administrative measures and processes

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

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

. 2 Advantages in obtaining
interests are our priority

regulatory approvals in

We place our clients’ long-term China

interests above the outcome of .
any single deal, and unifying our MSM has accumulated extensive
interest with the protection of experience in obtaining
clients’ interest domestic regulatory approvals.
, . MSM maintains strong
MSM’s unique relationship s with
advantages administrative bodies
in assisting at all levels.
German
enterprises in

In-depth understanding crosl\sn-gxrder Global best

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.

practices
As an consulting company with
international practice, MSM fully
implemented and strictly follows
dlobal 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

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

understanding

Characteristics & long-term growth
trends of the industry

The enterprise's strategic
positioning & the

need to grow

Custom

Deal execution
capability of the enterprise

Post-merger integration
& operation management
capabilities

MSM MANDARIN STRATEGY MANAGEMENT CONSULTING
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MSM - Your strategic partner for China

M&A service overview/approach
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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
integration

Design an appropriate

corporate governance

structure

- Conducive to operation
management and long-
term growth

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

Use internationally accepted

valuation methods and prudently
assess the potential synergies

between the acquirer and the
target

MSM MANDARIN STRATEGY MANAGEMENT CONSULTING

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

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

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
process required by
the target company
Formulate PR
strategies to deal
with the response
from capital market
and media
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MSM - Your strategic partner for China ” II n

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

& wigmmm  tedrive DAIMLER — EXEEoroup

brose  PEGUfORM
LA N XECS s Technik flir Automobile r
Energizing Chemistry M VOSSIOh o GROH E
N

B

ThyssenKrupp »ORGA GPOWER xrcx e noroc:

The 5mart Card Integrator

@ Westfaliaé@ _ Lurgi iM ) UDU)

AIRBUS —
wins oy DIEMENS - Srmenpex— wuag,
AVIDA GROUP
- GRUPPE
COMMERZBANK BC Partners RUCKER I

Allianz @) One Equity Partners Dy Sta r‘:: HEY|ERCK
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MSM - Your strategic partner for China

MSM contacts

Thomas Wu

Mandarin Strategy Management
Consulting GmbH

Neustrafie 39
40213 Diisseldorf, Germany

Phone: +49 211569 416 0
Fax: +49 211 569 416 29
Mobil: +49 15119 44 55 99

E-Mail: thomas.wu@msmconsulting.de

Christian Roepke

Mandarin Strategy Management
Consulting GmbH

Neuer Jungfernstieg 5
20354 Hamburg, Germany

Phone: +49 40 4685 6164
Fax: +49 40 4685 6165
Mobil: +49 170 3090 999

E-Mail: christian.roepke@msmconsulting.de
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