Financial Services

Going for growth in Asia: Navigating the way

There were 67 deals in the financial services sector in Hong Kong last year with a total

value of US$6.5bn. This is a significant increase on the 2006 total of US$4.5bn. A huge
82% of Hong Kong-based companies have completed M&A in the last three years and
18% were involved in 10-25 deals. The biggest deals in HK in 2007 were:

Criteria Caixa Corp’s purchase of a 4.55% stake in Bank of East Asia for US$508m.

BOC Hong Kong’s (Holdings) acquisition of a 4.94% stake in Bank of
East Asia for US$507m.

Fortis Insurance International’s purchase of a 50.48% stake in Pacific Century
Insurance Holdings for US$453m.

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

A sizeable 64% of Hong Kong-based financial services firms say they will undergo
significant M&A in the next year, while 73% say joint ventures and partnerships are the
key to expansion and the same percentage say they will seek a strategic foreign investor
or partner in the next five years.

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 64% 27% 9%

Our organisation will undergo significant M&A

over the next five years 69% 13% 19%

Our organisation will seek a foreign strategic investor or a partner

in a significant new venture in the next five years 73% 27% 0%

Joint ventures and partnerships will be key to our expansion

plans in Asia 73% 18% 9%

Our organisation will undergo a significant business disposal

over the next five years 36% 27% 36%

Our organisation is already structured in the

way we want 36% 64% 0%

Our organisation has a track record of success

in M&A and restructuring 45% 36% 18%

Drivers of deals

Hong Kong-based companies (55%) see competition from foreign players as a major
external driver of M&A. Only 36% say domestic competition is a prime motivator. This is
far lower than in China, for instance, where 71% of financial services firms say domestic
rivalry is spurring them to complete deals.

Among the goals of M&A, 64% say they hope to exploit new geographical markets and
an equal number are looking to secure distribution.

Sixty-seven per cent of Hong Kong-based companies say they would seek a strategic
investor or partner to gain new capital; the same percentage said that the main goal of
such a relationship would be to gain access to restricted markets.

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

New capital 67%
Access to an otherwise restricted market 67%
Regional network to help expand outside your country 50%
Brands 33%
Management expertise 17%
New products 17%
IT and operational systems 0%
Risk management practices 0%
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Deal targets

Among Hong Kong-based financial services companies, 91% say they will conduct
M&A in China over the next five years. While China is clearly their main hunting ground,
South Korea is also of great interest (64% of respondents) and Hong Kong (65%) is also
a target.

Five years from today, 45% of respondents think asset managers will be the biggest
targets for financial buyers. Opportunities in the mutual fund industry exist already with,
for instance, Value Partners coming to market in November 2007."

Obstacles to M&A

According to 64% of survey respondents working in Hong Kong-based financial services
firms, regulation is the biggest obstacle to deals. Elsewhere in Asia, regulation is seen as
less onerous. In China, for example, just 50% cite regulation as a major obstacle.

Company structures also present barriers to long-awaited consolidation in Hong Kong’s
banking sector.

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

Regulations and regulators’ attitudes 64%
Cross-shareholdings; friendly shareholders protect managers 36%
Corporate culture; the potential for corporate culture clashes in merged organisations 36%
Management goals; managers do not focus on increasing shareholder value 18%
Defensiveness; owners or managers resort to defence mechanisms to halt M&A activity 18%
Regulations requiring joint ventures 18%
High pricing of M&A deals 18%
Familiarity; limited history of M&A in our chosen market 9%
Tax issues 9%
Stakeholder opposition; protests from employees and business partners 9%
Public sentiment; fear of the public reaction to M&A 0%
Capital/borrowing constraints 0%
Other, please specify 18%

" Value Partners Website, About Us section
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Contact us

Rick Heathcote
PricewaterhouseCoopers (Hong Kong)
852 2289 1155
rick.heathcote@hk.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.




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /ENU (Use these settings to create PDF documents with higher image resolution for improved printing quality. The PDF documents can be opened with Acrobat and Reader 5.0 and later.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


