Financial Services

Going for growth in Asia: Navigating the way

Three-quarters of survey respondents across Asia say their firm was involved in an M&A
deal in the past three years. This rises to 86% among Chinese institutions, with a
remarkable 21% reporting that they have been involved in six or more deals. China is the
second most active country in Asia (behind Japan) for financial services M&A with deal
volume at US$16.2bn last year, up from US$11bn in 2006. There were 94 deals in total in
China in 2007. The largest disclosed deals were:

Central Huijin Investment’s purchase of a 71% stake in China Everbright Bank in
November for US$2.7bn.

Haitong Securities’ acquisition of Shanghai Urban Agro-Business for US$2.3bn.

Shijiazhuang Refining & Chemical’s purchase of Changjiang Securities for US$1.4bn.

Summary of 2007 financial services M&A transactions*

Country Number of Banking Securities Mutual funds Insurance Value (US$m)
deals and capital and asset
markets management

Japan 61 10,615 23,546 1,872 144 36,177
China 94 7,264 6,123 2,604 212 16,203
South Korea 24 10,059 784 1,095 1,069 13,006
Australia 69 1,990 1,497 2,828 725 7,040
India 100 1,486 4,345 974 101 6,905
Malaysia 38 5,373 794 70 324 6,561
Hong Kong 67 1,896 2,015 1,226 1,312 6,450
Taiwan 14 4,522 9 390 145 5,066
Thailand 16 2,239 10 35 6 2,290
Kazakhstan 1 2,175 - - - 2,175
Vietnam 13 605 101 217 329 1,252
Pakistan 4 498 504 - - 1,002
Macau 3 619 - - - 619
Indonesia 9 325 93 13 - 431
Singapore 13 - 329 67 6 402
Philippines 9 27 120 14 6 167
New Zealand 7 8 59 21 8 95
Laos 3 19 - - - 19
Sri Lanka 1 - 2 - - 2
Total** 546 49,720 40,330 11,426 4,386 105,862

Source: PricewaterhouseCoopers based on data from M&A Asia.
* Based on deals disclosed.
** Please note that the totals within the tables in this report do not always tally due to rounding and/or multiple responses.
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Future dealflow

Nearly 40% of financial services institutions across Asia say they will undergo significant
M&A this year and 70% say they will be involved in M&A activity over the next five years.
China is likely to see the most activity of any country, with 50% of Chinese institutions
saying they will undertake deals in the next 12 months and 71% in the next five years.
Of the big four Chinese banks, ICBC is the most active, having made acquisitions in Asia
and Africa.!

Do you agree or disagree with the following statements? Agree  Disagree Don’t
know

Our organisation will undergo significant M&A

in the next year 50% 29% 21%

Our organisation will undergo significant M&A

over the next five years 71% 21% 7%

Our organisation will seek a foreign strategic investor or a partner

in a significant new venture in the next five years 43% 21% 36%

Joint ventures and partnerships will be key to our expansion

plans in Asia 43% 36% 21%

Our organisation will undergo a significant business disposal

over the next five years 29% 64% 7%

Our organisation is already structured in the

way we want 57% 36% 7%

Our organisation has a track record of success

in M&A and restructuring 36% 21% 43%

Dealflow is likely to originate from outside Asia too. US and European insurers and banks
that were not part of the first wave into China are looking to catch up via acquisitions.

Deals are likely to speed up in the investment management sector. In December, China
Merchants bought a 48% stake in Bosera, a top three investment firm, from Jinxin Trust
in a deal that valued it at US$13.7bn.? The deal, at auction, was struck at 6% of assets
under management (AUM), compared to 3% or less AUM for investment management
deals in Western countries, showing the scarcity value of such deals. There are currently
about 70 investment management firms in China and, with new entrants waiting in the
wings — notably insurance companies — further deals are likely.

"ICBC Website, ICBC signs agreement in Indonesia on 30 December 2006.
2 HKTDC'’s China Business News, China Merchant Securities to take Bosera’s stake — 27 December 2007.
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Drivers of deals

Though some Chinese institutions have the financial muscle and expertise to expand by
themselves, 43% see joint ventures as important to their growth strategies for Asia.
They are looking for partnerships that enhance key skills rather than provide capital —
88% of Chinese companies that plan joint ventures say management expertise is a key
driver, while 63% are seeking to enhance their risk management.

Seventy-one per cent of Chinese companies say increasing domestic competition will be
the main external driver of M&A in the next five years. That compares to just 36% which
say foreign competition is the main motivating factor for deals.

The credit crisis will not deter Chinese companies from dealmaking. Half of Chinese
respondents to our survey say the credit crisis will result in increased M&A activity.

What does your company hope to gain from a strategic investor?

Management expertise 88%
Risk management practices 63%
New products 50%
Regional network to help expand outside your country 25%
Access to an otherwise restricted market 25%
New capital 13%
Brands 13%
IT and operational systems 13%

Obstacles to M&A

Among the Chinese financial services firms surveyed, 57% say the greatest hurdle for
those seeking deals is the potential for corporate clashes, while 50% cite regulation.
Just 21% said high pricing was an obstacle.

What are the main obstacles to increased M&A activity in the financial services sector in your country?

Corporate culture; the potential for corporate culture clashes in merged organisations 57%
Regulations and regulators’ attitudes 50%
Management goals; managers do not focus on increasing shareholder value 36%
Familiarity; limited history of M&A in our chosen market 29%
Defensiveness; owners or managers resort to defence mechanisms to halt M&A activity 29%
High pricing of M&A deals 21%
Regulations requiring joint ventures 14%
Cross-shareholdings; friendly shareholders protect managers 7%
Tax issues 7%
Capital/borrowing constraints 7%
Stakeholder opposition; protests from employees and business partners 0%
Public sentiment; fear of the public reaction to M&A 0%
Other, please specify 0%
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Contact us

Nelson Lou
PricewaterhouseCoopers (China)
86 10 6533 2003
nelson.ip.lou@cn.pwc.com

Matthew Phillips
PricewaterhouseCoopers (China)
86 21 6123 2303
matthew.phillips@cn.pwc.com

David Campbell
PricewaterhouseCoopers (China)
86 21 6123 3228
david.campbell@cn.pwc.com

pwc.com

The member firms of the PricewaterhouseCoopers network provide industry-focused assurance, tax and advisory services to build public trust and enhance value for clients
and their stakeholders.

More than 146,000 people in 150 countries across our network share their thinking, experience and solutions to develop fresh perspectives and practical advice.

This PricewaterhouseCoopers Financial Services M&A suite of collateral is produced by experts in their particular field at PricewaterhouseCoopers, to review important issues
affecting the financial services industry. This report has been prepared for general guidance on matters of interest only, and is not intended to provide specific advice on any
matter, nor is it intended to be comprehensive. No representation or warranty (express or implied) is given as to the accuracy or completeness of the information contained in
this publication, and, to the extent permitted by law, PricewaterhouseCoopers firms do not accept or assume any liability, responsibility or duty of care for any consequences
of you or anyone else acting, or refraining to act, in reliance on the information contained in this publication or for any decision based on it. If specific advice is required, please
speak with your usual contact at PricewaterhouseCoopers or those listed in this publication.

© 2008 PricewaterhouseCoopers. All rights reserved. PricewaterhouseCoopers refers to the Hong Kong or China firms PricewaterhouseCoopers, or as the context requires the
network of firms of PricewaterhouseCoopers International Limited, each of which is a separate and independent legal entity.
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