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PE in China

Carlyle, Fosun to Launch Private
Equity Fund in China

U.S. buyout giant Carlyle Group [CYL.UL] will
partner with Fosun International Ltd (0656.HK),
China's largest non-state-owned conglomerate, to
launch a yuan-denominated private equity fund. The
two companies signed an agreement in Shanghai to
establish a strategic relationship, under which
Carlyle and Fosun will jointly sponsor and manage a
yuan fund to invest in high-growth companies.

Carlyle and Fosun, run by influential tycoon Guo
Guangchang, who was ranked by Forbes as China's
20th richest person in 2009, plan to launch the fund
with an initial investment of $100 million from both
Carlyle and Fosun. The fund will be co-branded in
the name of Carlyle and Fosun.

The two companies will also seek to raise capital
from local Chinese investors for subsequent yuan-
denominated funds and make co-investments
globally, the statement said.

Global buyout firms such as Carlyle and the
Blackstone Group (BX.N) are seeking partnerships
in order to launch local yuan funds in the hope that
they can carry out deals more quickly and easily in
China, where approval for major foreign investments
is difficult to obtain.

Separately, Carlyle also plans to raise its own China-
dedicated private equity fund, which will be
registered in Beijing and denominated in yuan, the
firm announced in January.

Fosun, with businesses ranging from
pharmaceuticals and real estate to steel making,
plans to expand investment in consumer-related
companies in the next few years, and aims to expand
financial-related businesses.

Source: By Reuters
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Blackstone Nails down Some
Commitments to China Fund

Blackstone Group LP (BX.N) has three
commitments so far to the yuan-denominated fund
it is raising in China. One of the investors in the
fund is expected to be China's national pension
fund, the National Social Security Fund (NSSF)
according to a source briefed on the fundraising
plan in China.

Blackstone announced plans in August to launch a
5-billion-yuan (US$732 million) fund to invest
primarily in the city of Shanghai. The size of the
fund is limited under Chinese law to that size,
Blackstone has said. NSSF has previously said it
can invest a maximum of 10 percent of its assets in
private equity, meaning it can use up to 100 billion
yuan in such investments in a year.

The allure of raising a Chinese currency fund is
strong for private equity firms, but setting up a
yuan fund is problematic because only Chinese
investors are allowed access under current Chinese
rules.

Another investor for Blackstone's RMB fund is a
major local developer focusing on Shanghai's
Lujiazui financial district in Pudong, the would-be
Wall Street in China, said a source briefed on
Blackstone's fund-raising plan in Shanghai.
Shanghai city's government agreed to finance at
least 20 percent of Blackstone's RMB fund capital.

Other private equity firms such as buyout firm
Carlyle Group [CYL.UL] have been increasing

their reach in China.

Source:By Reuters
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Local Government in Wenzhou

Helps Private Capital Enter PE Field

"Private capital in Wenzhou is over 600 billion yuan
(87.90 billion U.S. dollars). This huge capital should
enter the PE/VC (Private Equity/Venture Capital)
sector," said Chen Gongmeng, president of the China
Venture Capital Research Institute February 22.

Wenzhou Municipal Government, China Venture
Capital Research Institute and Zhejiang Industry &
Trade Vocational College has recently signed an
agreement on establishing Wenzhou Venture Capital
Research Institute. Local government will allocate 6
million yuan for the institute. It is reported that over 50
billion yuan of private capital has interest in PE
investment.

Chen said that the establishment of Wenzhou Venture
Capital Research Institute aimed at promoting private
capital to flow into the PE/VC field, and sharing the
economic development in central, west and northeast
China. In addition, industrial upgrade and integration in
Wenzhou will be benefited.

As for the directions of local private capital, Chen
expressed that there would be two sectors - one is the
integration of traditional industries, and another is
putting private capital in Wenzhou into parent PE
funds. "Local private capital will be put into 20 to 50
top PE/VCs, which will be invested in high-tech
enterprises and innovative companies with convincing
performances."

The Institute will mainly play the role of the
incubator in order to help owners of private
enterprises transform their thinking mode and
enter a new field rather than speculate on
property, coal and stocks. Famous PE managers
from both home and abroad will be invited to
offer training at the institute or participate in the
operation of a parent fund.

After half to one full year, the parent fund will
finish its first phase fund raising of 10 billion
yuan, said Chen.

Source:By People's Daily Online



Investment Field

Investment Size of China's VC/PE Market Falls in January

The statistics of Zero2IPO Research Center shows that in January 2010, China's VC/PE market saw a total of 24 disclosed

investment deals, down 57.1% from 56 ones in the previous month, while the consolidated investment amount of these
deals reached US$343.00M, a slight fall of 11.6% from US$388.00M in the prior month. The RMB-denominated funds,

which had always led the tide of the VC/PE market, slowed down the pace in the month, while the huge investments from

the dollar-denominated funds increased the average investment amount to US$22.84M, a surge of 129.3% over US$9.96M

in the preceding month. By industry, all of the five Grade 1 industries saw investment deals occurring. In particular, Broad IT

and the Traditional industry were very active and attracted 16 investment deals, representing more than 60.0% of the total.

By region, Beijing topped all the other regions with an absolute advantage of 11 investment deals, followed by Shanghai

with four ones.

Broad IT and Traditional industry Share Splendor; Bio/Healthcare Secures Huge Investment

Chart 1 Industry Breakdown of Investment on Chinese VC/PE
Market in January 2010 (By No. of Deals)

Traditional, 7,
o,
2L2h Broad IT, 9,
37.8%
Serices, 4,

16.7%

Clean-tech, 1 _‘f Bio/Healthcare,
4.2% 3, 12.8%

Source:ZeroZIPO Database  2010.02 weanwy. Zero2ipodb. com.cn

Chart 2 Industry Breakdown of Investment on Chinese VC/PE
Market in January 2010 (By Investment Amt., US$M)

Traditional,
3096, 9.0%

Services, 35.145,
10.6%

Broad IT,
180.86, 52.8%

Bio/Healthcare,
94 6, 27 6%

Source: ZeroZlPO Database 201002

wwew. Zeroipodhb. corm.cn

Broad IT and Traditional industry are the most
conspicuous, according to the industry distribution of
the VC investment deals in the month. The Broad IT
sector disclosed nine deals, accounting for 37.5% of
the total, and attracted an investment amount of
US$181.00M, or 52.8% of the total

Specifically, the investment in Broad IT has been

amount.

mainly pumped into the Internet sector, and its segment
e-commerce has attracted three capital injections and
become the biggest winner. The biggest investment in
the month has been made into 360Buy, one of the most
popular B2C websites in Beijing, with an amount as
much as US$75.00M. Tiger Global, the lead investor,
said this is the C1 round investment, which will be
followed by a C2 round before the end of this year, and
the total investment will exceed US$150.00M. This has
been the biggest financing in China's Internet market
after the outbreak of the financial crisis. Earlier, 360Buy
secured US$10.00M and US$21.00M through the
earlier rounds of financing in August 2007 and January
2009 respectively. The successful profitability mode
and the good word-of-mouth reputation among
consumers have made 360Buy very popular among VC

institutions. With the rapid development of e-commerce
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applications, the e-commerce area is expected to become a hotspot of VC/PE investment in 2010.

Broad IT and Traditional industry are the most conspicuous, according to the industry distribution of the VC investment
deals in the month. The Broad IT sector disclosed nine deals, accounting for 37.5% of the total, and attracted an
investment amount of US$181.00M, or 52.8% of the total amount. Specifically, the investment in Broad IT has been
mainly pumped into the Internet sector, and its segment e-commerce has attracted three capital injections and become
the biggest winner. The biggest investment in the month has been made into 360Buy, one of the most popular B2C
websites in Beijing, with an amount as much as US$75.00M. Tiger Global, the lead investor, said this is the C1 round
investment, which will be followed by a C2 round before the end of this year, and the total investment will exceed
US$150.00M. This has been the biggest financing in China's Internet market after the outbreak of the financial crisis.
Earlier, 360Buy secured US$10.00M and US$21.00M through the earlier rounds of financing in August 2007 and January
2009 respectively. The successful profitability mode and the good word-of-mouth reputation among consumers have
made 360Buy very popular among VC institutions. With the rapid development of e-commerce applications, the e-

commerce area is expected to become a hotspot of VC/PE investment in 2010.

The Traditional industry had seven investment deals with a disclosed amount of US$30.96M. The investment in the
segments was rather scattered. The mechanical manufacturing field is most watched and experienced two deals. Aureos
has made an investment of US$8.50M in Meiling Group, which specializes in the efficient, energy-saving and ecological
machinery manufacturing and the environment-friendly water business. In the tide of energy saving and environmental
protection, the manufacturing of relevant machinery has also developed at the same pace. With the global economic
recovery, the export of manufacturing sector has also picked up. At the same time, the development of many strategic
emerging industries also depends on the progress of the machinery manufacturing industry. In this context, we will wait

and see whether the manufacturing industry will continue winning the attention from venture capitalists.

In addition, the Bio/Healthcare industry has also presented an outstanding performance. The industry has attracted three
investment deals with an aggregate disclosed amount of US$94.60M, taking up a share of 27.6% of the total. Among
them, OEP has channeled US$69.60M into Guangzhou Konzern Co., Ltd., which was the second biggest case in the
month. Konzern is a pharmaceutical company engaged in research and sales of medicines. The company was firstly
granted with GSP certification in September 2003, and certified again in September 2008. It became a private technology-
based enterprise in May 2004, settled down in Guangzhou Hi-tech Industries Development Park in June of the same year,
shifted to a Sino-US joint venture in November that year, and was reorganized into a joint venture in February2006 and

finally made a successful listing in the United States.

Source:By Zero2IPO
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Sales volume is expected

to fall 20% this year First-home buyers Second-home buyers
2009 was an exceptional year  Eankof China 0% downpayment; 0.83x PBoC rate Case by case
for the economy and the 20% downpayment; 0.70x PBoC rate 40% downpayment; 0.7 1x PBoC rate
property market, which is 30% downpayment; 0.70x PBoC rate | 3% downpayment; 1.0x PBoC rate
unlikely to be repeated in 2010. 40% downpayment; 0.70x PBoC rate or | 1.0 PBoC rate
On the macro front, the central 30% downpayment; 0.75x PBoC rate |
government is likely to tighten 0.70x PBaC rate 0.75x to 1.10x PBoC rate
credit with new loan creation to 0.70x PBoC rate (.79 to 1.10x PBoC rate
slow to Rm_b7'5 trillion from 0.70x PBoC rate : 1.0x to 1.10x PBoC rate
1;?;22; dt rl?ﬁg:l lzagg/oyeg? I;e;s/ 0.70x PBoC rats 1.0t 110 PBoC rate
loans last year were granted to 070 PBoC rete 105 PBoC rate
the property sector and market (.85 PBoC rate 065 to 1.10x PBoC rate
also estimate a hike in interest 0.70x PBoC rate 1.0x PBoC rate
rates and reserve requirement Hang Seng Bank 20% downpayment; 0.70x PBoC rate §  For uparader; 30% downpayment; 0.7x
ratio to rein in excess liquidity.  PBoC rate; Others: 40% downpayment;
: 1.0 PBoC rate

Some banks have tightened

mortgages further on concerns Source: Soufun. 5-year lending rate is 5.84% at the moment.
of credit tightening and rising

. : Mortgage terms for selective banks
risks in the property market.

Against the backdrop of credit tightening and the absence of pent-up demand and large unsold inventory,
sales volume will fall by around 20% in 2010 when compared to the high base last year. While supply may
ramp up from mid-2010 onwards, it would be difficult to achieve the same volume when prices are 50%
higher (some projects even saw 100% growth), particularly when a significant portion of contract sales were
achieved during May-July 09 when prices were lower.

Policy tightening - 11 policy directives on Jan 10 and RRR hike on Jan 18

Foll owi ng Chi nads Shammitwaibus ghveromenodapartent¥\tave Karted to roll out
detailed policies for 2010. On Jan 10, the State Council issued 11 policy directives to cool down the
overheated property market. There are no new measures being announced and merely reiterated that banks
should be restrictive in |l ending to second |
announced to raise the reserve requirement r
This earlier-than-expected RRR hike ¢ a u g h t the market by surpri si
monetary policy normalization this year.
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Credit tightening
continues to bring
monetary policy
normalized

Market expects three more RRR
hikes, of 50bp each over the rest
of this year, with the next move
likely by 2010. This will bring the
RRR back to 2008 level of 17.5%
for large banks. The purpose is to
withdraw excess liquidity,
containing the risk of asset
inflation in the stock and the
property market and slowing the
pace of credit expansion. On the
interest rate front, market expects
the PBoC to raise the benchmark
policy rates three times this year,
by 27bp each. We believe the
central bank could begin to move
on the policy rates as early as
2010 and two more hikes in 2H.
This will bring the 5-year
benchmark lending rate to 6.75%
assuming the 5-year lending rate
to be raised by 27bps each.
Market expects this is a gradual
normalization of monetary policy
and should not deter the economy
from growing 10% in 2010
against 8.7% in 2009.

Tony Zhou
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Consolidation to take
place with credit
tightening

As far as its impact on the property
market is concerned, banks will be
more cautious and may reduce
lending to developers. Hence, it
should speed up and deepen
market  consolidation, leaving
strong players to survive. In fact,
the property market collapse in
2008 did not cause any
consolidation to take place as the
central government has loosened
credit to prevent the economy from
collapsing. Despite the strong
recovery of the property market
last year, investment in the real
estate sector has grown by only
16% to Rmb2.6 trillion which was
the lowest growth since 1998. In
all, it is not likely the central
government will introduce more
measures to tighten the sector as
this may dampen real estate
investment and in turn affect
economic growth. The biggest
risks are on those developers with
high gearing, or focusing on the
high-end housing segment.

Sector to see soft
landing and developers
to gain market share

The central government's
tightening measures to cool down
the property sector has started to
take effect. Sales have declined by
47% M/M in January and property
prices have stabilized. Developers
are now less aggressive in bidding
for land at auctions as banks have
tightened credit. It is also difficult
for listed developers to tap the
capital market for fund raising.
Hence, this should reduce pressure
to introduce any property specific
measures. With further hikes in
RRR and interes
moves to tighten mortgages and
lending it is likely the sector to
achieve a soft landing as soon as
2010.
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