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GCA would like to take this opportunity to wish you Happy

Lunar New Year. As you gather together to honor the
traditions of this festival, may health and prosperity be yours in

the coming year.

In 2008, GCA will plan to provide a series of full-scope of
valuation manual through our Newsletters. This valuation
manual describes guidelines and approaches about valuation
in relation to your business. It is a quick guide for you to gain

the core knowledge succinctly of each valuation service.

The index of the valuation manual is below. Shall you require

further information, please do not hesitate to contact us.

ArcelorMittal

MITTAL STEEL HOLDING AG
(MT.NYSE)

We provided valuation service for its
Put and Call Options in Dec 2007.

1" #

- Employee Share Option
- Convertible Instruments
- Minerals Valuation

- Business Valuation

- Financial Guarantee

- SWAPS

- Intangible Assets

- Real Property Valuation

- Purchase Price Allocation (Issue 1% Q 2008)

- Investment Property Valuation
- Apportionment of Land & Building Values
- Machinery & Equipment Valuation

SinOfMa

082 O60PI ¥6teg! #
China National Materials Company Limited
(1893.HK)

(®) witsubishi UFJ Lease & Finance

Mistubishi UFJ Lease & Finance (Hong Kong)
Limited

We provided valuation service for liabilities of
Financial Guarantees the Company borne for
internal accounting purpose in Dec 2007.

We provided Fixed Asset and Business
Valuation service for its IPO and PPA
purposes in Dec2007.

Headquartered in Hong Kong, we are a
multi-faceted professional service firm which
has been providing fixed asset appraisal,
business  valuation, intangible asset
valuation, financial valuation and financial
related advisory services to publicly and

privately held businesses for more than 10

years throughout the Greater China Region,

Asia Pacific and the United States.
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Purchase Price Allocation & Valuing Intangible Assets in Business Combination

‘ What is Business Combination?

A business combination is the bringing together of separate
entities or businesses into one reporting entity. The result of
nearly all business combinations is that one entity, the
acquirer, obtains control of one or more other businesses, the
acquiree. If an entity obtains control of one or more other
entities that are not businesses, the bringing together of those

entities is not a business combination.

‘ What does an entity need to do when a

‘ When does IFRS 3 apply?

The types of transaction generally meet the definition of business
combination:

the purchase of all assets, liabilities and rights to the activities of

an entity;

the purchase of some of the assets, liabilities and rights to the

activities of an entity that together meet the definition of a

business; or

the establishment of a new legal entity in which the assets,

liabilities and activities of combined businesses will be held.

transaction falls within the scope of IFRS 37

The business combination needs to be accounted for using the Purchase/Acquisition Method.

‘Steps of applying the Purchase Method (SFAS No.141 Acqui  sition Method Rev. 2007 Dec 15 th)

1. IDENTIFY 2. MEASURE
(IFRS3.3-13) (IFRS 3.24 - 35)
E—
- Business Combination Cost of Business
Transaction Combination

- Acquirer (IFRS3.17-23)

I 1. IDENTIFY I

3. ALLOCATION

(IFRS 3.36 - 50)

Purchase Price Allocation

(PPA)

- Allocate the cost of a
business combination to the
assets acquired and
liabilities and contingent

liabilities assumed

The acquirer is the combining entity that obtains control of the other combining entities or businesses. Control means the power to govern the

financial and operating policies of the other entities. Indications of control are:

- More than half the voting rights in the combined entities;

- The power to appoint or remove the majority of members of the Board;

- The power to cast the majority of votes at meetings of the Board of Directors;

- The ability to determine the selection of the combined entity’'s management

team.

How do we start a
Business Combination
Valuation?
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—> I 2. MEASURE I

’ The Costs of Business Combination include:

What assets have you
purchased and how much

- Fair Value of both fixed and intangible assets given (at the do they reaIIy worth?

date of exchange)

- Liabilities assumed (future loss and other cost assumed to be incurred are not included)

- Equity instrument issued by the acquirer

- Attributable cost (including professional fee paid to accountants, legal advisers, valuers and other

consultants to effect the combination, general admin fee is not included.)

’ Fair Value of identifiable assets and liabilities:

Item

Fair Value

Accounts Receivable Current Asset Present value less allowances for uncollectability

Inventories:

- Finished goods and
merchandise

- WIP

- Raw materials

Land and Buildings

Plant and Equipment

Intangible Assets

Current Asset

Fixed Asset

Fixed Asset

Fixed Asset

Current Liability

Current Asset / Current Liability

Sales price less cost of disposal & reasonable profit allowance

Sales price less cost to complete & reasonable profit allowance

Current replacement cost

Market value

Fair Market value

Fair value

(defined in IAS 38 Intangible Assets)

Present value

Active Market; or Estimation techniques
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. Identification of Intangible Assets

An entity is required to recognize an intangible asset, whether purchased or self-created, if:

- it is probable that the future economic benefits that are attributable to the asset will flow to the entity; and

- fair value of the asset can be measured reliably.

According to IAS 38, intangible asset is an identifiable non-monetary asset without physical substance. An asset is a resource that is

controlled by the enterprise as a result of past events from which future economic benefits are expected. The three critical attributes of an

intangible asset are:
Identifiability
Control

Future Economic Benefits

. Table of Intangible Assets (Separate from Goodwill) incl ude but not limited to:-
(SFAS 141.A29-A56)

Marketing Related Trademarks, trade names, service marks, collective marks, certification marks, internet domain names,

trade dress, newspaper mastheads and non-competition agreements

Customer Related Customer lists, order or production backlog, customer contracts and the related customer relationships
which meet contractual-legal criterion, and non-contractual customer relationships which meet the
separability criterion

Artistic Related Plays, operas, ballets, books, magazines, newspapers, other literary works, video and audiovisual

materials, musical works, pictures and photographs which meet contractual or legal rights criterion.

Contract-based Licensing, royalty and standstill agreements, advertising, construction, management, service or supply
contracts, lease agreements, franchise agreements, operating and broadcasting rights, use rights such as

drilling, water, air, mineral and timber-cutting, servicing contracts such as mortgage servicing contracts, and

employment contracts
Technology-based Patented and unpatented technology, computer software and mask works, databases, and trade secrets

such as secret formulas, process or recipes

4 - www.gca.com.hk
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.. The process of assessing the Fair Value of Intangible

Market Research
- Industry overview, country of operation
- Company background and operations
- Client information: financial forecast,

- business plan

|

Identification of IA

Identifiability
- Control

Future economic benefit

Select Valuation Methodology

Replacement cost approach
Market approach

Relief from royalty method
Income approach

Relief from royalty method

Multi-period excess earning

|

Application of Valuation Model

|

Obtain Fair Value of IA

Acquired Computer Software

Contracts (advertising, construction,

management, service or supply)

Customer Contract

Customer Relationship (non-contractual)

Franchise agreements

Internet Domain Names

Licensing, royalty and standstill

agreements

Non-compete agreement

Rights (Operating & broadcasting)

Technology

Use right (drilling, water, air & mineral etc)

Assets (IA)

Valuation Approach

Cost Approach - Replacement cost

Income Approach — DCF

Income Approach — DCF

Cost Approach - Replacement cost

Income Approach - Relief from Royalty

Market Approach

Income Approach - Relief from Royalty

Income Approach - Relief from Royalty

Income Approach — With and without agreement DCF

comparison

Income Approach — DCF

Income Approach

- Multi-period Excess Earnings

- Relief from Royalty Method

Market Approach / Income Approach - DCF
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I 3. ALLOCATION I

‘ The pro-forma Purchase Price Allocation (PPA) isillus  trated as follows:

Purchase Price Allocation

Fair Value
HKD'000
Net Assets Acquired
Current Assets
Bank and Cash 1,000
Inventories 450
Accounts Receivable 250
Non-current Assets
Intangible Assets:
- Technology Know-how 10,000
- Trade Name 5,000
- Customer Base 850
- Non-compete Agreement 450
- In-process Research and Development 2,000
Property, Plant and Equipment 4,500
Land and Buildings 3,000
Current Liabilities
Payables and Accruals (300)
Bank and other Borrowings (due within one year) (600)
Non-current Liabilities
Bank and other Borrowings (due over one year) (500)
Contingent Liabilities (450)
!
Total Fair Value of Net Assets acquired 25,650
Goodwill on Acquisition (Residual amount) 4,350
Cost of Acquisition 30,000

www.gca.com.hk
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.SpeC|aI|Zed PrOfeSS|Onals Financial & Intangible Assets

Don’t put yourself at risk by using “professionals” without specialized professional - Accredited Valuation Analyst (AVA) in Business Valuation

credentials (e.g. AVA for business valuation and FRM/CFA for financial instrument - Chartered Financial Analyst (CFA)

valuatlon) or practlcal experience. - Certified Public Accountants (CPA)
- Financial Risk Manager (FRM)
- Registered Business Valuer (RBV) of the HKBVF

. Property surveyor, business valuation analyst, financial analyst or - Qualified Actuary

financial litigation professionals are different professionals and must be able to

- Financial Engineer

demonstrate the highest competence to their clients and relevant third parties through Fixed Assets

education, training and experience. Of utmost importance are professional Ao SeHy G AT (S

credentials that recognize the holder’s commitment to excellence through mastery of - Chartered Valuation Surveyor of the RICS

the subject matter. Our professional team members have the following education - Chartered Quantity Surveyor of the RICS

background or earned the following specialized professional designations: D Registered|ProfessionallSuneyor (RPS)

. We are experienced in making complex financial and accounting issues understandable. It is the ability to complete the picture

that makes our professionals an important addition to your team. Contact us for a free consultation.

For General Enquiry: Property and Fixed Asset Appraisal
T: +(852) 2511 6868 Mr. Andy Chu Direct Line: + (852) 2511 6336
F: +(852) 2511 6161 E-mail: hfc@gca.com.hk
E: info@gca.com-hk Business and Financial Valuation
W: www.greaterchina-appraisal.com . .

Mr. Samuel Chan Direct Line: +(852) 2511 6881

www.gca.com.hk
E-mail: ycc@gca.com.hk

Disclaimer
GCA shall not accept any responsibility for any loss or damage
arising from the use of the information within this newsletter.

Materials in the newsletter are distributed without responsibility on

the part of the Company for the loss occasioned by any person
P pany yanyp Chartered Valuation Surveyor The National Association of

ti fraining f ti It of i
acting or refraining from acting as a result of any view of the RICS Certified Valuation Analysts

expressed therein.
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‘ Job Reference Highlight (PPA)

5832 O6aP| ¥6+eg! # Nam Tai Electronics, Inc.

China National Materials Company (NTECMED.NYSE)

Limited (1893.HK) We provided Fixed Asset and Business

Valuation services for its PPA purpose in Dec

We provided Fixed Asset and Business 2007.

Valuation services for its IPO and PPA
purposes in Dec 2007.

China Medical Technologies, Inc.
(CMED.NASDAQ) 5X.0(N, ;U<sP| ¥6teq! #
Xinjiang Tianshan Cement Co., Ltd.

We provided Fixed Asset and Business (000877.SHE)

Valuation services for its PPA purpose in

Dec 2007. We provided Fixed Asset and Business

Valuation services for its PPA purpose in Aug
2005 & Dec 2006.
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