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On the rise:; outbound
Chirnese dealmaking
increased by 37 per
cent last year to

China lights a fire in

The country’s companies look abroad for opportunities, especially

HE MIGHT OF THE CHINESE

buyer hns becoms & rocurring

talking point in global deal

miaking eirches,

i -58e advisers in the

'S and Euroge polnt to bnter-

et from well-funded Chinese

bidders when tryving to liven ap
an mecthon. Competitors disparags Chiness &nam-
panies’ sophistication and their ability to execuie
n deal while secretly frefting about what valus-
thon they might put on the table, And regubators
|ur|||-|'.|.1r|_-.' in the US, wrestle with how they
shoald treat Chinese soquirers should the bong
preclicted Hurry of bal deals come o pass

Thi pasition of China as an economic power
1= woll establlshed. But 118 presence a8 a fopco 1n
iFlobal dealniaking & just becomdng cléar,

Ot boane deaimaking omped 37 por cent Last
wvieir Eo 55400, or about a third of all mengers
and acquisitions by Chinese buyers, acoonding Lo
Thamzon Reuters, Moreaver, 801 has got off to
A strong start, with aboul S14.Th-worth of deals
tn March 23, A decads ago, Chinese companies
Bought barely $1.500 overssas each Vear

*“Today, if vou are selling certain types of
assels, vodl have o be able Lo present them Lo
Chiness companies becawse they may well be
Lhe Best buyers,” savs Jim Lawrence, co-bisud of
plobal investment hanking af Rothechild, *That
Wasn't the case five vears ago.”

Mr Lawrence sdds; “The activity hos shifted
[rom weslern companies Doking 1o buy in China
to Chinese CHMpaANIes .'!.l'l'l.l"'l:|.' lepEing mt oppar
tunitkes globally.”

ACCIrAINnE 1o Shang Aluping, co-hend of Askan
MEA abl Bank of America Merrill Lynch, ChiBose
outbound dealmaking “has really started to plck
up ginee 2006 and 3607, lvrgely driven by nadural
eSO RCES GO lig=m ™

“And despite the flectuations in the ail price,”
aave M= dhang, "Il expect Chinese oll and
as companies to continue this activity in the
near futune,”

In fct, the history of Chinese MEA to date has
Been dominated by the couniry’s hanger for natu-
ral resources. Owver the past 10 years, the ol and
Eas and mining sectors kave accounisd [or more
than hall of fotn] cutbound deal voloms

Already this yvear, PetroChing has pald £5.40n
for m 50 per cent stake in a Canndinn shale gas
projec awned by EnCana, the engrgy group. Last
yenr, Cnooe, the Chinese stabe-ownaed ofl com
maRY, bought 8 50 per ool stake in Arrenting’s
Bridas, while Sinochem. the chomicals EToup,
eperil 83 1bn foF 4 stake in BraElan ofl asses

*About 15 YeArs Agn, China's Mational I:ll"..l,_'|||||-
ment and Reform Commijssh ries] publishing
the strategies it expecied corporations te pursus
Loyt of Uhose were anly possible thnough M&A,
particularly in awtomotive, steel and iron ore, and
odl,” Eavs Moyrick Cox. a minaging dinector at
Moolis & Company, the independent US invest-
menl bank, who advised Ching's Geely on 1nst
year s S1.8bn deal to bay the Violve brand (rem
Frard Motor,

The priorities established by the state regula-
tor have, so far, helped direct the flows of Chinese
deaimaking - &5 has an acie sensitvity on the
part of corparate China to how its interest will be
refelved In & tarpet s home country

Marcus Silberman, hesd of Latin Americen
MEA &b Credit Sadsse, save both those [Aciars
hive helped prompt substantial interest by
Chiiness comparies i e reglon.

“The Chinese are very hungry for natural
resourees, while Latin America 18 rich in resour
ces and needs capital o develop 1= resorves,”

B 2ava. “The Chinese Inow Loy ane vory wel
coame In Latin Amenica.

Oiber markets, in contrast, have been con-
sidered no-go areas - most notably the US, where

i 8L

the high-profile problems of past dealmaking
forays and the Inflasnoe of the Commiites on
Fareign Investment in the United Siates has
deterred Chinese Interest. Cnooes abartive bid
for Unocal, the LIS ofl group, in 3005 hos lingered
in Chinese memories.

SMeanwhile, Huawei, the software nnd ieleooms
eguipment maker, recently decided Lo unwind
n &2m patent deal in the US following opposi
Eiom feoam Uee LR authoritbes, providing anotbhee
reminder that any deal - no mattor how small
Fiaks a seeplical reception abrsad

State-owned SO Paes feel at o dissdvan-
e modes ond adviser. “In recEnt vears, they
bl man advantape over nlernational o ampetitors
in tepms of Monding and 1sguidity. Bud [belng state
owned | doesn't help them when i comes (o 8 com-
petitlve auctlon process.”

Sellers may shy away [nom choosing b Chinese
buyer, say advisers, wary that the chance of a
security review and o protractsd approvals pro-
cess may delay ar even derail the deal. Huawet
Iast year was shdelined in two US auctions,
despite being the highest bidder, bosing 2Wire,

a privately owned broadband router maker, o

‘The activity has shifted to
Chinese companies actively
looking at opportunities globally’

Pace of the UK, and a unll of Motorola to Mokia
SIEnene Noelworks,

Howevier, the scope of Chinese intemest in fngd
I0g opportunites Intemationally & expanding

“Mogt of the companies that aro actively
leoking overseas are doing so either because they
can't grow their business any mome in Chinn
ar becausse they have a need such a8 apstream
respuTees or technalogy.” sdds Ms Zhang of BaA
Nerrill Lynch

Meamwhile, n more ambitions npproach is
also bedng promoled by the regelator. Moelis &
Company's Mr Cox points out that recent rule
changes now bhroally require inlernalional aulo
mictive joint ventures by Chinese companies to be
Chinese-conlmolled and o own and develon thedr
ey technobogy
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olobal dealmaking

to fuel the hunger for natural resources. By Helen Thomas
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Meanwhile, bankers paind (o the increasing
mctivity in the consumer proclucts sector, where
Shamghai-ases] consurser group Bright Foosd has
taken part in several international sales processes
arl Wialsaha, (e sol-drinks prodecer, is said (o e
seouting for targets abrosd, including in the US

Fous] secirly = alss an aseh of locus. Chiness
EToups including Cofoo, the stote-owned meribuasi-
ness group that recently bought Chittean de Viaud,
a dhaore Lolandede Pomero] ostate 10 Hopdeaus,
Framoe, are Doking e chanoes (o buy s exotic
farmland oF for deals that wokld holp socant sup
plics af focdd and apriculium] commaodities

Of course, the prooess s not always smooth
Bankers privately admit thot most Chinese eom
panies have never been through the MEA process
b, arguing that meet show particular caation
in publle company transactions and shy away
from anything that smacks of hostility

Moreover, bankers have expressed di=appolnt-
mant that some would-bs buyers have reached the
wlvanced stages of a sales progess only for Ueels
interest to fade on the home straight

Bright Food, which s majority-owned by the
Shanghai provincial government, has been n
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lewding bidder in at least thiree auctions withaat
suceess. The group [ast vear walked awny

{roam Lalks 1o buy the UK's United Biscuils and
GMNC. the US vitamin retaller. Last month, it
lewd ot by General Mills in $he auction for a

5 por cent stake I Yoplait, the Fremch

voRbiirt maker.

Getting the neceszary regulatory consent
and approvals at home can alsa be an unfamiliar
process - and put the brakes 00 companics
ambitions abroadd

“Im general, the Matlonal Development and
Reform Commission (s wery suppartive of ot
bound MEA Inltatives by Chinese companibes,”
soys s Zhang

But Rothschild™s Mr Lawrence adds Chat
dealing with the authorities can prove unprsdict
able. “The povernance process 15 such thal voul
can have surprises omergn towards the end of a
deal,”™ lwe says. “Those kssies are nol a8 straight-
{orward as in the west,"”

He add= “CGelting deals across the lne has
teen meore difficult than anticipated. But I'm quite
odffldent viou'll see more Chlness companies
huying western assets in the coming years.”
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On good terms

Chinese banks fuel ‘going global’ drive. By Jamil Anderlini in Beijing

HESE DAYS, WHEN THE
governar of China Development
Bank travels abroad, he |5 treated
almost like a head of stabe
Chen Yian 12 nol only the
most senfor offkclal at China's
biggest “paliey™ lender, but
also a “princeling”, the son of
i foisling lésdder of the Chinese Commiinist
pariy, which means he wields enormous political
clout i Beijing.

His bank’s role as a substaniial source of cheap
financing for domestic companies leoking to
Invest oversess makes Bm a8 very impartant man
outside the country as well as at home,

In recent years, China’s government has rapkdly
ramped up its decade-old policy of encouraging
domestic companies o “go global®, especially
through intermationa] mengers and scogquisitions,
The country's cuthound forelgn direct investment
reached o todal of $220bn in 300610, poconding (o
povernment figures. That |s wlosa 1o 10 thmes
the tolal cumulathve §26bn that Chiness
compankes had mvested n 150 couniries
at any time up 1o the end of 2005

Maost of the investmonis abroad have
been made by companies owned or
controlled by the stale, and almost withoit
excaption these deals are at least partially
funded by penerous, low-interest oans fnom
the country’s state hanks

CDA, with bMr Chen at the belm, has
boen one of the leading providers of loans
for companies such as Huawei, PetroChina,
Chinalco and many others as they seek (o
AL OVErseRs Rsels.

But China's largest banks, all of which are
suppossl (o have been “commercialised™ and
have sold shares to pubiic investors in Shanghal
and Hong Kang, afe al&o eager b0 provide finane
ing for offshore expansion on what bankers say
are remarkably easy (emms,

For example, when Chinaleo, the state-owned
Chinese aluminiam giant, wanted to deubie its
gtake in Hio Timto, the Anglo-Australkan mln-:-r.
it turmed to the state banks saind reoeived £21ha0
in long-term, low-interest loans o pay for its
§19.5bn acquisition plan

The deal ultimately fell trough amid skl pob-
lic and political oppasition in Australia. Conoerns
At the aims of the Chiness government, and e
level to which Beijing was co-andinating the Hio
Tinto purchase for (19 oW stralegic reasons, wers
haightened by the terms of the loans being offered
by CDVE, the Export-Import Bank of China, Agrical-
tural Bank of Chinn nnd Bank of China,

Undler the terms of the 15-vear loans, Chinaleo
wiaukl have been required to pay just ) basis
poiaLs, oF less tham 1 [atge i) HEJE pakit, alwyve
the bonchmark six-month Libor, the London
interbank lemnding rle,

Arounid the same time, BHE Billiton, another
Anglo-Anpiralian miner, with a much bigger
halance sheet than Chinaloe and o marke
value at the time of aboat §125bn, was only
ahle lo secure a 390-basks-polnt spresd over
Libsr on a 10year bond.

The extremely favourable boan terms
that Chinese stale banks con alfer stalo
comnpanies to help them with their
offshare mequisitions have become
A sore point for many of the
intermationn] companies trying
Lo compele for those deals. State
bank finnncing flows especially
IRl IO CoTRpanies - [artic-
larly stote-owned “nationnl
championa®™ - that are
buying overseas com pankes
in the high-tech, energy,
mining and environmen
Lal protection seobors.

In thekr annual press eonference in early March,
top officials from China’s contral bank =ald the
bank was “relnforcing credit policy guidance 1o
support balanced regional economic development
amd [the ] ‘poings global’ strategy of enterprises™

In other words, the country's central
bank wieslds ks considerable infuenoe oner
China’s commercial lemders to force them
to provide vory cheap financing for state
companies scouring the world for acqui-
sition targets to expand the Chinese
economic empire,

While the baulk of the country’s
nearly S2.000bn in foreign

exchange
reserves is hield
in low-yiclding US
povernment bonds,
Beijing has nlso been
looking at ways of diver-
sifying these reserves and
spending more on buying
resl assets abiroand, This
poald I.In]".'l"l':lli{" & pod of Clyeap
finance far lnrger than that
which the state lanks have been
able to offer until now
China Development Bank rarely
releases any fgures publicly, but
some forelgn analysts believe iE has
served as a condudt for some of the
Foreipn exchanpe reserved (o bé el ol
to state companies expanding abroad.
CIE and the Export-Import Bank of China have,
between them, lent more maney to developing
countries over the past two years than the Workl
Bank, according to Financial Times research,
The twa “policy™ banks signed loans of at beast
2110bn to other developing-country governments
and companies in 300810, comjpers] with the
.,n' £100.3bn lent by the equivalent arms of the World
Bank fromy mled-5008 1o mid-2000
’}J Many of the agreements include large loan-for-
il disuls with coaintries stich % Hussin, Ve,
Brazil and Kazakhstan, and moany of the loans are
for overseas companies or governments to buy
Chirsese equipmend aned prosdosts.
CI¥E has alse made nameroes oans similar
to the ER0ba b extended o state-owned Ching
MNational Petrodeum Corp to help it with its buying
spres of OVersesks ererEy resolrces.
The Chinesy government hos ncreased ks
support for privale companies ooking [or
oversnas poquisitions as well, and has promoted

China's largest banks are eager
=% to provide cheap financing for
offshore expansion, bankers say

% the Sidea of state enterprises teaming up with
them to help overcome political opposition in
Lo kiialh 1:m|.r|Lr.i|'x.

“The numbser of overseas acquisitions by
China’s privale sector is increasing,” Chen Song-
sheng, depuly secretary-general of the government
of the northern Chinese city of Tianjin, told a
conference last Novembser. “Compared with state-
owned enterprises, private companies are maore
IKely to succeed In aoquirkng forelgn assets 1o
sivmi palitically sensitive areas,”

Hut private Chinese companies still hayve
a much harder fime securing bank lending or
foredEn exchange quotas, and often turn o eguity
or bond markets in ploces such ns Hong Kong,
Mew York or London to raise the money ey nessd
to make offshore soquisitions,

Thesy are increasingly alao urming W Ching's
burgeoning private equity industry for funds (o

> help them expand bevand the country's borders.

- Il just =0 happens that CDBE has already posi-
Blorsd sl to take advaniage of this new tnEnsd
by esiablishing o fund of private equity fands that
1% in the process of rising Embiibn (3560,
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A successful fraud

investigation.
It usually involves
‘having a word’

with a frau

Fraud is an industry

So if you're a wvictim of fraud, your adversary will
often be sophisticated and ruthless

Plainly, reacting swiftly and decisively is critical

Decisions made within the first 48 hours of a fraud
beng discovered can make the difference between
cupccess and failure

The speed with which you freeze assets and the
amaunt of evidence you are able to seize are both
mportant to the outcome of an investigation,

But in the haste to take acton, one thang s wital; there
st be & commerdal apprcach 1o combating fraud 50
that if money i spent, 2 return on investment s made,

At Mishcon de Reya, we have developed a specialism
n fraud .rlx-n;fg.ingdl,i-;}:r;. which includes a recogrnifion
that at some time the metapnoncal anm goes around
the shoulder of the fraudster and what ensues is 3
full and frank’ discussion about the likely outcome

Before that. of course, injunctions play a key role. So
we have the largest dedicated group of international
njuncton specialists in the Lk,

ster.

Which, combined with our Mew York office and an
international network of fraud specialists, gives us

a critical edpe, particularyy when securnng ‘piegyback
iNURCLICNS N other Countres.

W have also developed an anti-fraud and
counterfeiting product called Tulip® (Turning Losses
Into Profits).

its the only anti-courterfeting product dewvised by
a law firm and over recent years has recovered
hundreds of millions of dollars for our chents

Another innovatve new product i Mishcon
ASSLIRE®, This helps clients identify weaknesses
and exposures that need to be addressed in order
to comply with the Bribery Act 2010. Recognising
the wide ranging needs that businesses have
Mishcon ASSURE® goes beyond offering legal adhwce,
and Works closely with accounting and behavioura
experts to embed an ‘anti-bribery’ culture

e 45 lawvers involed in combating fraud for our
clents are decissve and tenacious. Something they have
in common with our Corporate, Dispute Resolution,
Employment, Private Client and Real Estate teams.

To find cut more, go to wwwmishcon.comyftfraud
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Spanning the culture gap

Globally aware private equity firms can carve out a profitable niche in Chinese mergers and acquisitions, reports

T THE BEGINNING OF
March, Providencs Equity
Parimers, one of the arge
imternational bay-oul firms,
senlb o nobe Lo bnvestors Lo
announes that Sean Tong,
ome af its Hong Rong-based
managing directors, was
leaving the firm o launch a China focusesd private
aquity investment platform. Mr Tong |= just one
of many lecals keaving western fimms 10 $&1 up his
own shop, ndding to competition that was infense
even bEfore the disfections,

“With the growih of domestlc private equity
firms in Ching, the major intemational firms ane
losing their competitive edge,” says a China lawyer
01 one of the big US law firms in Hong Kong.

S0 today, if they are to fourish in the Chinese
market, private equity frms will have 0 reinvent
themealves once mone. Buy-oul firms have
already had to adapst their model to the reality
of the Chinese markel several times, because the
formada that has worked so successfully in the
U5 does not travel particularly well.

Faor one thing, there is now n lot of money in
the country. Having capital i3 no longer some-
thing unique or differentiating. As the exnmphs of
Mr Tong shows, there are no barriers (o €niry on
the mainland, In addition, there are virually no
control deals. It s hard b0 wse masses of borrowesd
maney, AgEressive restructuring and cost cutting
= difficult. That means many of (he deals meolve
minerity siakes in companies thot are either
about 1o go publie or have already done so.

However, there is still mopey 1o b made on
such small stakes, Carlyle Group's mimorily
holding in China Pacific Insurance |5 Hkely {0 be
among the most profitable deals any buayaoudl firm

If they are to flourish in the
Chinese market, private equity
firms will have to reinvent
themselves once more

I WENS

has done onywhere to date. Similarly, TPG, the
US private equity Arm, made billicns on its stake
in Shenzhen Development Bank It is lkely 1o
mieke &ven mbiee on s Chiaa Grang Avito denad,
which gives it a stake in car deaterships all over
China bt effectively iz also a property play,
=inee the dealers sit on land that is inereasing in
valwe, Indeed, in 2000, TG s Asian funds per-
formed far beiter than (s Oagship US funds. s
Asian funds wore up betwesn 40 per cent and

50 per cent for the year.

But those kinds of returns are likely to fall in
L Dature, “The gravy train of buy low armd sell
high is over,” eayze the head of Asin for one major
private equity Orm. “Perhaps the market oppori-
nity is growing, bui tho money is growing faster,”

Now, as the competition for deals hecomes
more intense, private equity firms are having
b adapl again. One sign of that change 18 thalr
willingness o raise local-currency funds in
China in the hope that the cotntry’s wealthy
aenirepremneurs will be the source of both funds
and deal flow.

Many also hope that & templaie that was
ploneered when Lenovo, the computer vendar,
bought [BM's computer business can be repllcated
o0 o Bigger scale in the foture. Lenovo turndsd

to TPG amd General Atlantic, another private

equity firm, for help in running the LS technology

operation. That slsoald be a natural role for the
private equity firms to play, as they can sorne
as a bridge between two cublures, They can ease
potitical and rojuilatory concerns, or advise on
the practbcality of the process as Earimers rather
than paid advisers,

“The value-zidd 15 what the private equity
firms know oniside China,” says Joe Gallngher,
b of mergers amd acquisitlons, Aska-Pacite,
ot Credit Suisse in Hong Hong

But 20 far there have nod Been many such
dealks. When Hader, the white-goods maker based
bt Clingdan, wist looking to bid for Maveag, the
U5 appliamces maker, it teamed up with Bain, the
marggement consaltaney, and Blacksione, the pri-
vate equity group, for help in what was ultimately
an unsuceesful bidl. Blackstone is also helping
China Matkonal BlueStar, A consumer company (n
which It has a slake, make overseas nvesimenis.

5 CHINESE COMPANIES BECOME
nmeore interested in making acquisl-
tiones in the developed markets of the
west, the private equity firms can
potentially do much to help. That is
becanse omne af e main fears of domestic compa.
nies, oven the biggest state-owned entorprises, is
about integrating differing culiures. Thelr lack of
experience in the international arena represenis
fAn opparfunily that does not exist In & market
such as India, where executives have far more
confidence aboul their ability to manage multl.
national compankes.
That is one of the principal reasons there have
not been more deals, bankers say. Only where
deals involvwe heavy engineering skills or natural

Henny Sender in Hong Kong

resources do the Chinese have the contidence that
they can manage the companies they acquire

Private equity can also help ease fears of over-
paying, o fear that has paralysed many Chineso
companbes and Kept them from closing on deals
thoy desporntely want - as was the case when
Bank of China iried to buy Bank Internasional
Indonesin several years ago.

That reluctance to pay up also helps explain
why many China bankers hate domestic deals,
“The China sdvantage should be cheap financing,
bt bocanss thoy drip-food the price, that cheap
financing G0esn't msEn Automathe success,” savs
the head of M&A sl one large international firm.

Theere are many olher peasons for frustration,
Yirtually everyihing in the country Is govern-
ment directed, 80 when deals come up, a key tazk
for bankers s to fgure out who will get Beljiing's
hlessing to bid.

Ome of Credit Sulsse’s great swecess stories was
in selling local Wing Lung Bank in Hong Kong
to a Chinese bidder in the form of second-ther
China Merchants Bank, despite the [act Baedjing
was backing Industrial and Commercial Bank of
China, the largest of the country’s state-cwned
anks. But such upsels are rare.

Meanwhile, there is another template that
private equity firms hope does not gel repeated.

Last month, China's Wanhua Industrinl Group
e fall control of Borsodeherrs, a Hungarian
chomicals manufacturer, for €1.20n (§1.7n)
Wanhiea first bowght a stake in the distreased
company by acquiring the debt at bargain prices
after & poorly timed purchase of Borsodehem
by London-based private equity firm Permira in
2008, Chinese pompanies love such bargakne, b
private equity firms are not refoicing when the
deals come at thelr expense,

Food for thought:

Iwested in China
Fishary lnst yoar, the

processor
has improwved ks
compliance smd

PO GETTY

DEALS & DEALMAKERS | PRIVATE EQUITY

Beneath the surface: a fishing trip to China

M JULY 2010, CARLYLE GHOUP,

a ‘Washington-based private equity firm,

parl mlmost $200m ints China Fighery Growp,

giving the buy-out firm a 13.6 per cend

slake in the world's langest fich processor.
Except it obviously was not a bay-out at all. But
then very little private equity activity in China
actually imvolves true buy-outs, Deing deals in
the country is nod easy: valuations are high, aad
mosi entrepreneurs are still young and have Hitle
desire to =211 their companies and retine,

Instead, international private equity groups
such as Carlyle are pedwoed (0 taking minority
stakes in companies that are private, aboot 1o go
pablic or already listed, Indesd, as many as 70 per
cent of all China-redated Hstings and secondary
offers involve privabe equity players, according (o
data from UBS, the Swiss bank.

That is not to say the upskle cannat be as good
ag - oF far betier than - the true leveraged boy-ouwl
deals that these big investment firms with tens of
billkons of dollars under mansgement undertabe
in the US. Indead., in 2004, after China Pacific
[nssirance, the country's third-lnegest insurer, wenl
pablic in Hong Kong one of the top 10 listings that
yviear worldwile), Carlyle began to sell down Hs
minarity stake, That deal aill probebly prove to ba
one of the most profitable private equity transsc.
tinns todate, and earmed the Hong Kong-hased
Carlyle deal team hundireds of milkions of dallars
collectively, Thus are fortunes made in Chinn

Beciuse China Fishery i already puldic, it will
mot prove &s lucrative as Carlvle's insurance deal.
Huit becase the fehery was founded by a Hong
Kong entreprendaur and is listed in Singapore, hap-
pily the investment is not nearly &2 rsky as deals
in China {tzelf. On the mainkand, reguiators are
constantly changing the rules, and concerms about
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local protectionism and potentlal xenophobla are
mipver far from the sarface,

Indeed, China Fishery was just what Patrick
Slewert, manoging director at Carlyle in Hong
Kong. was looking for when be jolned the group
soveral vears ago after running the Asia-Pacific
region for Coca-Cala, the US beverages group.
He wanted imvestmentis in companies that would
be plavs on the growth of domestic consumption
in China, and befieved food prices would rise as
hundreds of millions of people in Asia became
integrated into the world economy.

But, concerned with the reputational risks
that are often an kssue in the country, Mr
Siewert wanted reassuranee that the company’s
practices were appropriate. (Carlyle had already
plowphesd maney into a dairy company alter
carefal due diligence 0 ensare there was no
possibility of another melamine-in-the-milk
scandal. ) Moreover, he had heard that Ng Joo
Slang, managing director of China Fishery,
lad been talking to UBS about a seeondary
listing in Oslo (Morwegions understand fsh),
siggesting the company was leoking for addi-
thonal funds.

Mr N, meanwhile, wanied (o expand and
upgrade. He had arrived in Hong Eorg in 159652,
a “negative millionalre™, he recalls, flecing
creditors from the family business in Singnpare,
In Hong Kong, he began processing and selling
fish. While his competitors were selling 1o Japan,
e ranged Muriber alfield 0 Europe anid Kussia
where the compatition was less intense,

Today the company's sales total HES11ha
(EL.4bm), Carlyle has helped it comply with best
environmental compliance, and the basiness has
operations from China to Chile,

Heririg Sender
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| atin moves in China's rush for oll

Sinochem’s stake in an oilfield oft Brazil highlights trends in dealmaking, reports Leslie Hoolk in Beijing

M A FEW WEEKS" TIME, TWO OIL
rigs off the coast of Brazil will move
smocthly into production, pumping
thousands of barrels of oil & day out

af the Peregring oilfield in the Campos
ba=in. Thoy would bo unremarkable if it
wene pot for the story that Hes bebibmd
the field and fts investors. Owned by
Stotall of Morway, another investor in the project
is Sinochem, a Chinese state-owned energy and
trading growkp, which won a bid for 40 per cent of
the fiedd in one of the most hotly contested bid-
ding rounds in the industry last vear,

Simochem paid S0 for that stake, seallng the
deal last June, It = nol unusual for Chiness ofl
oompanies (o make big soquisitions thess days
last year they speni more than £0bn on overseas
mirgErs and acquisitions, accounting for noughly
ane-fifth of global deal activity in the sector,

HBut the Peregrino story 2 unigue becanse
the process pltted three of China’s largest oll
compankes agains sach other in banted rounds
of Mdding - a scenario that ks a harbinger of
Chinese oil majors expanding their hunt for
ASSELE (WVESSAs.

It was naot long ago that all of the country's
gatward-bound investments wene canefully cho-
reagraphed by Beijing. Big siate-owned entor-
prises worlld lobby for months (o conyinoe sl
regulntors (o approve investments overseas. That
gyvsbem had one major advantage: it preventsd

As with any companies doing
overseas M&A for the first time,
Chinese resources companies
have been learning the ropes

Chimsese ol companies from Mdding agaknst each
othier for oversens assots, sinoo the regulnfar
wionlld not usually grant approval for W compa
nies to bid for the same thing.

However, thatl changed in 200708 when
reguilators in Beljing staried taking a slightly
mare hands-off approach. The resalt is that
Chinese companles have started competing for
ngseds overseas with cach other, not only with
thelr western peers.

e of the clearest examples of this was the
bid contest for the 40 pEr cent stake in the Pere-
gring ailfeld. The block was cantested by no less
than thres Chinese state-owned o)l compandes:
Sinochem, which grow out ol China's statoe oil
trading arm; Sinopec, which historically has run
mast of China's refineries; and Crooe, which spe-
challses o offshore ol prodection

“[In] the Poregring mection ... Sinopec arsd
Simochem were pxtremealy competitive, ageressive

Resources play:
China's Sindgchem
now owns a 40 per
cent stake of the
Peregring olifisld off
the coast of Brazil
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Coooc was there but wasn't guite as aggressive,”
says ong person involved in the deal

The hot bidding meant the companles’ strale
gic approach to the deal became a key factor in
determinkng who won. Acconding Lo two people
who worked on the deal, Sinopec offered the bast
fnanckal terms, bt inskEled on standard condi-
thonality and duwe diligence. Sinochem, meanwhile,
made an unconditional bid, according to one
inslder - an unusual gamble for the ndustry but
certainly an attractive proposition for the selber

TATOIL ALSO SEEMS TO HAVE BEEXN
drawn by the prospect of working with
Sinochem in the future. =1 am pleased
that we also have agresd to sign an Mol
[memorandum of understanding] to
Jointly mvestigate forther opportunities in Bracil
amdl elsewhere,” sald Helge Lund, chief executive
of Statodl, when the deal was announced.
Sinochem ks relatively new to China's overseas
oil rash. The company's £3.1bn gpend on the
Feregrino siake was nearly twice as much as
the totn] amount it kod previoosly spent on
overseas oll projects. Although it 15 a large
conglomerate, with roughly $15bn in assets at
the end of 2009, 11 has traditbonally been (ocused
on importing ol and trading il and chemicals,
Including fertilisers.
Sincchem made its first overseas energy Bog
gltion just eiEhl vears ago, in 200E. Bat it did nod

FINAMCIAL TIMES WEDHESDAY APRIL & 2011

Investment shift

HINAS OVERSEAS INVESTMENTS

I abl aned gas have bEcome an

Important driver of thie {meiusd Y.

Last year, Chinese coergy com-

panies spent more than 066 on
overseas energy deals, about one-fifth of global
deal activity. To @ve 4 =ease of Lhe pece of the
change. consider that in 2008, Chinese energy
ideals accounted for just 4 por cenl of Lhe
global dealbook.

While this shifl towands overseas bnvest-
ment has been initiated at the highest levels
of povernment as part of the “go out” strategy
under which state-owned EntETprises ane
pocouraped 0 ventune overseas, it i alse
driven by eaommereinl considerations

“In peneral, the Chinese can take @ more
long-term view. They are prohably on balance
lesa payhack-focused [than other oil firms)
and more focused on improving the number
of barrels produces],” one oil and gas
banker observes. “This makes them very
compititive bidders."

Some indusiry experts say that Chinese all
companics have a history of overpaying for
asseds, although & recent report [rom Che Inter-
national Enengy Agency rofutes this claim.,

The opuntry's large oll companies Bave a
mandate to boost production, and thelr owner:
shilp structures usually make sharelolder
value a F-Eﬂll'll']“:l':r' consiceration (one cxeeption
1= Craase, which is structured dilferently from
Sinopec or CNPC. China's largest ofl and gas
producer). This structure allows companbes to
take longer-term bets on oil than their western
peers, because they do not kave the pressune o
turn around thelr Investments a8 quickly.

Many state-owned oll companies cut their
teeth on assets that were nok hotly contestod
by global oil competitors, sometinses in inves-

memnts in Africa or the Middle East in coun-

tries decmed too risky or unpalatable for most

energy firms. This = rapldly changing. though
as the Peregring ailfeld sagm shows,

Faslie Hook

tanke kong for the company (o make & mark in

the global ol MEA Gedd. Most recently, It explaresd
the possibility of lounching a counterbid for
Anglo-Ansiralian mining grodp BHP Bios s
#£5bn hostile bid for PotashCorp, the potash
mining company based in Saskatehewan,

Canada, Sinochem eventually decided not to
parsue the deal - partly because of opposition
from Chinese regulators concerned about over-
paying for the assets,

In many wayvs Snochem k& typleal of the
Chinese companics making waves in global M&A.
They have been extremely fast (o move into the
actor they ane inferested in, and those who have
worked with them describe Sinochem’s M&A team
s =avvy and sophisticated,

Line particular ooup was Sinechem s feclsion
to walk away from a potentind aoquisition of
MNufarm, an Australian rn.r:rlmlmral COmpany., in
2008, Today, Kufarm shares are trading at a less
than half of what Sinochem was allering at the
time, before the deal fell through.,

That 15 nod Lo 2ay that ther= has ot been a
learming curve, As with any companies daing
oversens MEA [or the Birel tme, Chinegoe Fregoirees
companies have beon lexming the ropes. Some-
Hres that kas been painful, a8 with Chooc's Takled
bid for Unocal, the US ofl group, in 2006, which
wias derailed by lowd political opposition out of
the Li5. But China’s state-owned companies have
Largely been remarkably Eet loarmers,
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An unlikely visionary

How Fu Chengyu helped Cnooce cross borders

U CHENGYU, CHAIEMAN OF CROOC,

China's Largest olfshore ol and gas

producer, i5 net one to shy away from

a deal: he spearhesded one of China's

carliest and most ageressive bids in the
ofl industry, when Crooe offersd to acguine
Li5-based Unocal for $16.50n in 2005,

That deal was crucial in testing the waters
as China began its relentless march of overseas
investneents. Not only did it push the limits of
75 tolerance for Chiness poquisitions on homie
woll, but, as the biggest Chinese overseas fnvesd
ment at the time, §it also signalled a pivotal shift
in Beijing's thinking. All larpe overseas deals by
Chinese eompanies must be approved by state
regulators, which was not easy five visirs ago
“The hardest part of that deal was convincing the
povernment,” jokes one Cooog insider

The man spearheading the deal was an
unlikely visionary, Barn in 1851, Mr Fu (helow)
Erow up studyving hard and with & natural affin-
ity for sports, playing basketball and foothall at
university as he earned his degrese in pealogy. His
baushy evebrows and forthright demeanour made
hilm something of & Farily among the colnley s
captains of industry when he was eventually
appointed as ehairman of Ching MNational Ofshane
Ol Corporation in 200,

Il Mr Fu was uniisuasl, so was Croos, Croated
in 1882 by the state, iis job was to develop
oflEkore odllields. At the time, i1 bckesd] the
axperience to manage theses Helds independently,

‘We are not really
like other Chinese
companies’

=0 Joind ventwres with forelgn partners werns
mecessary from day one.

As o result, Mr Fu and his colleagues gained
expaEine o working with foregn obl companies
from the very start of China's opening-up to the
wisl The country™s oiher oil majors, Simoe
pac and PO, were much shower 1o
start exploring foreign joint ventures,

For that reason. Cnooe has
meser quite been a typical Chinese
state-owned enterprise, even i the
parent company is still majority
awned by the state. 1t has (raly
independent boand members,
{or example - famously they
initinlly rejected Mr Fu's pro
posal o Bd for Unocal

The challenge that fnced the
chairman, hiweyar, Was con-
vincing the world of Cnooc's
urqueness &8 e el out
to acguire Unocal, “We
are nol really Dike
other Chinese com- —
s, Chir svelems,
mihizls andl pro- ‘:’:’h"‘
diides and fone liKe
O western coyber-
paris,” he todd the FT
in an interview in 3005,

The challenge was to
convince the world of
Cnooc’s uniqueness

Although he belatedly launched a media
campaign o accampany the move for Une-
cal, tha bid ran into strong opposition from RS
poditicians and eveniwally failed. Such public
rejection stung, nof just for Mr Fo but also for
podicy chiefs in Beijing and leaders of state-
owned enterprises, [t was five years hefore
Crwen: ventursd (o invest in US onshare oil and
gas again, even as it snapped up other assets
arouml the workd
Mr Fu is nearing retirement age and has
long bessn rumdouned bo be preparing for & move
into politics. Last year, e stepped down as
chief executive of Coooe but retalned his tile
as chalrman - & move that paves Lhe way [or a
wiinger generation of Cooos leaders
W learned we need 00 ba more prudent in
terms of public relations and political lobbying
whaen dealing with such a big
dial.” Mr Fu sald in an
Interview after the
Unocal deal faibed
That is a lesson
that Chinese
compankes across
all industries
from Huawed
and Lenova to
Chinalcg - an
L sl grappling
with boday

== Festie Honk
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Scraps from the feast

The China fee pool is gr

OLIDMAN SACHS, THE
inv st bank, began
codrting the Agriculiural
Hank of China five years agr
1n the hope ol winnlng the
marelate to he Ip {hir largs
glate hank go publbe last
July, bringing over sonkor
executives rom New York and Hong Kong Lo
win ApBank olficlals
“How much does (U cost to bring [Goldman
Sachs chief executive] Liovd Blankfein to Beijfing?
idks the head ol apne of U bank's campetitors che
torscally. " I'hat |s whiy 00 can never quantily the
Fises versus the costs of dalng business in China.
S0 much goes Nt winnimg deals that YOl are
never reimbursed for, YVou cant be too granukar
ahonat the costs versus the bemnnfis.”
Chiese squily lecs now accouwnt for up to
-5 por cend of all Aska-Paciiic fees, But & prowing
list of banks competing for the business, Chiness:
everage 1n browbeating banks (o ot thodr prces
gl the expense of mseritinge and keeping China
bankers mean that the profifabibey of deding bus
figs Pherme Wil remakn under phsssiinn
‘Fees are meyer 83 pood as they ane in Eunope
or the US," says the head of mergers and aoguisi
tions for one ntermationnl Enk in Hong Kong
Certainly, the data providers offer a positive
pleture. “China marke? fees are growing rapldly,”
nates Thomson Beuters. “They have increassd (o
T peer copd of the global fee pool i 2010, wp from
1 per cont §n 2006, Total morket foos were £5.8bm."
However, those [ees are bEing swallowed up
by an ever-growing list of banks. While comealida-
ion k5 the big theme In the ncial markets ol
MNow York and London, in China the mamber of
banks competing for a role especially in caplial
markets deals grows over larger nnd the compett
tion msase intensn
That is true both intermationally and locally,
afd more and more ol hose fees are polng o Chi
na. Ini , the country s banks last VEAr receivie
66 per et of the tobal Gees, while 13 of the top
20 bamks doing busieess |n the couniry (oday are
Chinese, acoarding to Thaomson Heubers. Soame,
such a8 CHOC, are experienced plavers. Bul olbers,
such as the securitbes arms of the banks, ged deals
becaase of thelr more powerll parents
Thus among (hose whise numes appeaced in
the underwriting group for Agriculiural Bank of
China’s global alfer was (of coursed ABC Interna
tiomal, the sscurities arm of Agbank, while 1CBC
Intermational was part of the ALA Group listing
rprisingly, the Tees for ALA, the InSLUTer, Were
far maore hacrative than for AgBank, bankers add,
precisaly because of Chinese browhesting of
Neoreover, the « v's hankors
FEmalmns high, and sompetition (or the best 18

i of the co

vears ol experience, compared with about
five years in China, But private equity and the
growing number of banks doing basiness in Ching
nre all competing for the best wlent, leading (o
the phenomenon of “serial troders™ who constant
Iv puection themselves off to the highest bidder
This vear, the volume of capital raising
comtimuaes to e strong. Core investment banking
reverues in China climbed to almost £1bn for the
yvear to mid-March, which s the highest to date,
with two-thirds of that coming fron equity capital
markets activity
But bankers say that to generalise about deal

fros Pemalns |'I-'|'.||I||'H. I'het entire strecture 18
opaque and the data are often unreliable, Neither
the hankers wha win thie mandales nor thee
clients disgtlose e feet, while both thoese invalved
those who leet out have a vested 1nterest in

isgariing thie trs e Many denatinée oom
potitors lor allegedly slnshing (ess, although wihen
i deal = deemed strategie, virtually every firm
will reduce the rat

. In the US, an experienced memgers banker

The number of banks competing
for business, and Chinese leverage
in browbeating them to cut prices,
put profitability under pressure

In any cose, fesee for equity ralzsings are e
mare [uerative Tof U numerons Chinese ankers
who hove been recruiied and cosseiod by the
big International banks i Hong Kong, Shangha
amd Beijing than ees for M&A, [Indecd, one
banker pstimates that I the Chinese bankors
wore foreed to Hve by M&A foes alane. they wouild
all shrink thalr teams by 75 per cent

Chinese cross-border acquisitions are also up
this vear, although the deals still kag behind 3008,
the record vear, But while China-related mergor
deals increase every vear, arguably the glass
remaine maone hall empty than half full
I you have a campany to sell and a polential

wing — but so is competition for it. By Henny Sender in Hong Kong

Chinese bagyer, 1l doesn't alwavs work,™ says
the | 1 of M&A for one bl US bank In Hong
Kang. “It is disappointing how often the
Chinese don 1 dedlver.”

Perhaps the most striking thing about MEA
In China 15 hivw many dedls that are expected
to happen ultimately do not tnke ploce, making
the process [rustrating and the pay-owt at the
end guestionable

Take Brignt Food, an ambltlous Chinese comn-

glomerate whose nnme has been linked with GRNC

the Us vitamin amd notritkonal food maser thi
UK's Unitedd Biscuits and most recently Yoplait

this last potential deal has mod vol o resolved,
the two former flirtntions never led (0 marriage
* chode that thils = a

time", as one China lawyer aotes

The GNC deal made a lot of sense for Bright
Faodl, given Chinese people’s predilection For
hizalth foods and horbs. Ultimately, though, it
fell apart on disagrecments including pricing and

e niod peady for prime

Funding uncertninties, pocording o people fivmil
lar with the matter, But from U beginning it was
nirver clear whether the deal had the support of
Beljimg. which 13 often essential
Meanwhile, Bright Food™s interest in United
Biscuits made [itle sense, according (o Bankers,
"Thay were considersd the prefermed bidders
oq United Biscuits bat it was hard to figume oot
why they wanted it, apart from ego,” says ani
banker. “IL wasn'l clear whv they wanbed Lo
1 brand and operations with
1 wasn'l clear how thoy

mting in Asia
woukld manage it and whether it would even
appeal 1o the Chinese.”

doslstance (o paying foos combiness 10 reminin

slrongE. <1t 18 only when bankers orsate a deal
when a deal is ouistde thelr comfort zone that
Lhew will pay,” savs one Hong Kong based lawver
intormational bankers spend h of thedr tieme
tryiog to train thedr Chinesss clicnts 1o wslsrsiand
L dilTerence eiwees wihal |5 value-si
and whil k2 not. Bt i i aod clear whethor the for
elgn bankers will be the witimate beneflciares or il
their Chinese counterparis will reap the rewnnds

ol Hlvice

Less to go anound:
in China, the
number of banks
compating for & role
In dealmaking grows
wvar Larger
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Zhizhong Yang ~ real opportunity for

N SATURDAY MARCH 5 ABDUT
3000 peaple gathered in Betjing's
Great Hall of the Peaple to debate and
approve e Chipese govermiments
sconamic and sacial plan for the noxt
fwe yvears. The topics under discusslon were many
and varied, but Chiness overseas investment was

hlgh on e agenda.

Chinese forcipn cxchange reserves alregdy
amsaunl to nearky E10000n. [n five years” e
they could be nearer (o $6.000bn. Thot is o trady
oring amount, & least soie of which kas 1o
b dizployed over the next decade. And there is n
prowing bellel among the Chinese anthoritles that
investment in westorm companies is one of the
mosd pewarding ways 1o e this prow -

I'hils 1= not & ew frend. bt 1§ ks gath
momeEnium. Between 3005 and 2009, e Chinese
spent S145hn on overseas o
the Agune was moré than $50bn. In 3011, invest
ment outskle Ching = kely 1o be sipndficant]y
higher, and over the next five vears the Bare will
almost ceralnly Increase exponeniiolly

Western companies can respond to this phenom
anon in two ways: they can embrace it or lgnore it
To date, there has been o bit of both, Governments
and corporates have tended to eve Chinesse mergers
and acquisitions ambitions with suspicion, Acquisi
than peocesses can be Iengthy, and soeme coa
have siringent roles, limiting the extent of Chinese
Involvement. Agaimat that, there are nolablo
(Lt such as the ||'|'._I.'I.-\-:|I||.'. of Volvo, the
swidlsh carmaker, by Chinese automobile manms-
facturer Goely East vear, or the purchase of Cifa
the Italian concrele-pumps maker, by doomlkon,
thie Chinese machinery grodip

Intrguingly, Both acgulrers challenge the oom
mon perception that Chinese outhound investment
|8 pondected only by the state. Gasely 18 8 privale
soctor company; osmlion is owned by the Hunan
provindial povernment. This 5 Bod & cofncidenc
rather, it illustrates the way Chinese M&GA is
evalvimg The state will remain saportasl, bl i

dsitlons, Last year

VITh=

sslor compankes are growing in number, we
and influence,. while regionn] governments are also
highly Hguid and Eeen b invest overseas

Chongging provines, for example, has oponly
glated it woull HE® to sperd £5bi & voear on inbes
national goquisitions, Lo ated in south-west Chino
with a population of 30m, Chonpqing i% just ane
of 30 provinees i Chins and has .\,||||'.\_-||5 started
InvesEing cviersens, spending CMm (5800 Lt vodir
on Preclision Technologies, & machine-tools sk
niss in Yorkshire, and a considernble amount on
[armbiand in Brazl Even soverzgn wealth Tunds
and other Lerge investors ang searching for over-
efis Investiments, opling lor manorily holdings
in companies they hope will delive
lomE-term relErns.

In athor wonds, com
panies in the west will —
fae ol wl chodon of
patentkal Chinese part-
ners, ench of which kns o
slEhtly different apenda
Some are keen 10 acquine
oompanies autright, some
prefor partnerships and
LifiE [HVOLEF Einarity et
IMiEAS. SOme want I|l|l|'!||l:|l'
invalved b daily operations, whils

others are happy to delegnte, But what unites them
alll ks the desire to spread thelr wings

China has made enormaous advanoes over thi
pasl decade but i UL anxious 10 develop ks
knowledge and understanding af the corparats
wor il Political and business eaders want 1o
refine their management skills, buy technodogi
cal experiise, Improve research and developmennt,
noquire brands and learn bow to market thom

Anid, of ootrse, ey need 10 Invest In eSorces
to fund the cneving Imdustrialisation of the coun
LY. They Bave bédn making progress an tis fof
sovernl years now - primarily in Africn and Latin
America. Bul U meost elfective way for Lsem bo
noguire knowbsdge is to form partnerships with
Eruose wilsh posaess iL - Moty weslern compshnkes

Far from being & threat. this should be sean an
exlraordinary oppariunity for the west

Western companies
can either embrace
or ignore China

Many European and US companics already
Fave a8 Tootieald in Ching. Multinationsls, inelodbng
Procter & Gamble, Coca-Cola and Sturbuocks, am
will established thers; numerous others are elher
solling to the Chinese or helping them constroct
Lhe country for Ue Zlet century. Sl mone see
China as o new frontler, somowhere they need (o
bt b Feadise the Tl potential of Uselr Dosknss

Hut wesiern companies do not have to make
LamFe capital commitments o thke advantage of
what the country has to offer. They can think
mare nterally and allow the Chinese bo fyvest n
thierm. Many of the more sopllst 2] domnestl
enferprises have leamt to understamd cultural

I respomsibility and the
need Lo preserve local jobs wherever possilbile, Thes
alss Know TRKeovers oF sSIFREREIC Partmer -ih:|'-'\- WIOTE
best whien both skles s=e the benedit,

Thiy ars w |||!|'.|: L @xpiong oplions, rARgIng
from outright acquisitions o jolnt veniures ar
mincrity stages. Western companies w th ihe fore
sight o prasp what Chinese investment can offer
can derve meaningial bencfits. They can leverage
thiedr distribution network and reduce S0S0S - 1EGp
ping into the Mggest and asiesl-growing market in
thie Wwarld shile diversifying thelr manubctaning
ol researeht and development capalllities.

There i a slogan that is comman curmency
iy Chirsa foaday: “Zm g g [L mseans walk
ouizide — ar keok bevond your own backyand
i abion. The Clunese ave started
uik, creating a real oppor-
e west, Those who trm
oir backs on it will be forgo
Ing e opportunity to move
thoir business forwnrd into
one of the most indlwential
markets of the 215t contury
Those whis embrace 10 will e
[EOSIEANANE themselves for &
% sl rangner, more rewanling Matune

NUATERE, COTTHRMALR RCLE

i

The coriter 1% chauvman, Asna
)

£x JepuEn, af IResireenl aming
af Nomiung



The value of

reputation protection.

Or: Our part
in your upfall.

Your reputation s your most valuable asset.
But it can also be your mast fragile.

Left to its own devices, it i at the mercy of

every journalist, competitor, industry commentator,
ex-employee or gossipmonger that might choose
to bring it nto guestion. And whatever their
mative, the effect is the same. A reputation that
may have taken a lifetime to build can be destroyed

In & moment,

At Mishcon de Reya, we have developed a specialsm
for reputation protection.

When sensitive information has been picked up
by third parties, our timing and tenacity ensures
maximum damage himitation.

Where there is the threat of negative information
being released, our team abways acts with intelligence
and speed. Lising emergency mjunctons and

sophesticated negotiation, we have been able to stop
whole publications and broadcasts for our dients.

Wve have also helped them avoed the recurrence
of any negative issues by working with our close
connections in PR

And while we will stop at nothing to protect our
clients’ mterests, the value we offer can often be
n our abilfity to provide calm counsel, avoiding legal
proceedings wherever possible yet progressing
strategically and with force if they do arise.

Of course, defending your reputation is only one part
of the story. A sipnificant element of the true value
of your reputation i its unrealised potential Which

5 wherne reputation enhancement comes into play.
W have extensive expenence in developing strategies
that enhance reputations and help build brands.

This proactive approach pays dvidends which have
proved guietly imvaluable to many of our clients.

For more on our practices regarding
reputation protection, and enhancement
go to mishcon.comiftreputation
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Mishcon de Reya

lt's business. But it's personal,
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