Business Valuation Survey

Dr. Jacqueline Huang - Chairman, Business Valuation Committee
Mr. Ricky Lee - Joint Chairman, Business Valuation Research and Survey Subcommittee
Mr. Vincent Peng - Joint Chairman, Business Valuation Research and Survey Subcommittee

HKINED DUFF&PHELPS

EABINTESRE
s onamaeenen A KROLL BUSINESS

Mon-Executive Director Association



Contents

1. General information of the survey

2. Overview of corporate transactions from Hong Kong-listed companies (H2 2017 to H1 2020)

3.  Weighted Voting Right (WVR) stocks — valuation comparison between Hong Kong & U.S. WVR firms

4, How business valuation benefits board members on corporate transactions

5.  The role of board members involved in the valuation process

6.  Areas of improvement in the business valuation process for corporate transactions




General Information of the Survey

172 Respondents and Their Profiles

No_of Respondents

Business Valuation Committee and

Agriculture, Forestry & Fisheries 8
Purpose of the Survey

Arts & Entertainment 1
. How business valuation benefits board Asset & Wealth Management 14
members on corporate transactions AUEITIEE &
Business and Professional Services 26
. The role of board members involved in Stz Prafesis 2 (s sine 1
the valuation process Customer Products & Retail 15
. ] ) Education 2

. Areas of improvement in the business B
Energy (including Oil and Gas) 8
valuation process for Corporate Engineering and Construction 7
transactions Financial Services 39
Government Public Services 8
Healthcare 4

The table shows respondents by industry, T

(financial services, business services, Industrial Products and Manufacturing 10
customer products & retail and Media 1
. Mining 4
asset/wealth management firms formed top
. . . Pharmaceuticals and Life Sciences 3
industries represented in the survey)
Technology 5
Transportation and Logistics (including airlines) 3

Others 19

Source: Survey on role of directors in valuation for corporate transaction by BVC of HKiNEDA 3



General Information of the Survey

Listed companies formed 73% of the respondents, _Sixty four percent of th_e companies have been i_nvolved
where 23% were less than HKD 300 million (mn) market in a corporate transaction. Of these, 43 companies have
cap and 25% of them were in the size of HKD 300 mn — had more than 3 transactions and 24 companies have
HKD 2.000 mn had 2 transactions in the last 2 years.

Respondents' Company Size Has Your Company Been Involved In Any Corporate

Transactions In The Past Two Years?

25%

36%

12%

mYes = NoO

= Less than HKD 300 mn = Unlisted Companies
= HKD 2000 mn — HKD 8000 mn = More than HKD 8000 mn

= HKD 300mn - HKD 2000 mn

Source: Survey on role of directors in valuation for corporate transaction by BVC of HKiNEDA 4



Overview of Corporate Transactions from HK Listed

Companies (H2 2017 to H1 2020)

* Number of corporate transactions with business valuations included in the public filing was increasing.
However, deal value was decreasing.

* Most of the transactions were below USD 200 mn.

_ Number of Transactions Deal Value (USD mn)

H2 2017 - H1 2018 52 8,200
H2 2018 - H1 2019 58 6,873
H2 2019 — H1 2020 62 3,939

Target Companies’ Transaction Deal Sizes (USD) (H2 2017 — H1 2020)

.< 25 million .25 million — 100 million .100 million — 200 million .200 million — 300 million .300 million — 1 billion > 1 billion

m 2017 Second Half - 2018 First Half m® 2018 Second Half - 2019 First Half ®2019 Second Half - 2020 First Half




Overview of Corporate Transactions from HK Listed

Companies (H2 2017 to H1 2020)

» Market approach was the most popular valuation methodology, but some adopted more than one approach.
Under the market approach, P/E and EV/EBITDA were commonly used. EBIT multiples also require the consideration of lease

accounting.
Frequency of Valuation Approaches 2017 Second Half - 2020 First Half Percentage of Valuation
(H2 2017 - H1 2020) Multiples Used
35 32
30 27
25 24
20

17
15 7.8%
12 12 o o
10 ; 8 5 6
5
0 l l 12.2%

Asset-based Income Approach Market Approach  More than one
Approach Approach

m 2017 Second Half - 2018 First Half
m 2018 Second Half - 2019 First Half
2019 Second Half - 2020 First Half

= EV/EBITDA =P/E =P/B =EV/EBIT =Others




Trading Multiples of Chinese WVR Stocks Listed in HK

* There were 7 WVR stocks listed in Hong Kong as of September 30, 2020.
The trading multiples, average sales growth rate (Q3 2019 to Q3 2020) and beta were compared below:.

companies rate

Average 62.29 90.01 25.63%
Median 6.31 34.85 31.19 5.46 26.70% 1.10
1st Quartile 1.78 27.73 30.79 4.04 18.94% 0.93
34 Quartile 11.00 45.98 48.70 6.60 30.07% 1.67
Industry Consumer Information Technology Industrials
Classification Discretionary

57.1% 28.6% 14.3%

Note: The EV/Sales , EV/EBITDA, PE and P/B data excludes negative outliers and multiple errors. 7



Trading Multiples of Chinese WVR Stocks Listed in the U.S.

» There were 30 Chinese WVR stocks listed in the U.S. as of September 30, 2020.
The trading multiples, average sales growth rate (Q3 2019 to Q3 2020) and beta were compared below:..

companles rate

Average

Median
1st Quartile
3rd Quartile

Industry
Classification

2.40
131
6.31

Interactive Media
Services

25.8%

Air Freight and
Logistics

3.2%

Textiles, Apparel and
Luxury Goods

3.2%

20.75 26.02
13.37 17.27
8.19 10.85
32.56 31.30
Entertainment Internet and Direct
Marketing
12.9% 12.9%
Automobiles Capital Markets
3.2% 3.2%

Consumer Discretionary

3.2%

3.l
1.37
5.88

Diversified Consumer
Services

9.7%

Healthcare Equipment
and Supplies

3.2%

10.40%

8.34%
-6.52%
28.61%

Consumer
Finance
6.5%

Insurance

3.2%

1.25

0.98

1.47
Media

6.5%

IT
Services

3.2%

Note: The EV/Sales , EV/IEBITDA, PE and P/B data excludes negative outliers and multiple errors.



How Business Valuation Benefits Board Members on

Corporate Transactions

* Most respondents believe that business valuations are useful in corporate transactions.

100
90
80
70
60
50
40
30
20
10

88
78 79
55
34 133
27 95 25
18
8 7
Hew .

Extremely useful Very useful Neutral Not so useful or N/A

m Use of valuation in determining the consideration/price negotiation for corporate transactions
m Use of valuation in obtaining an understanding of target company's financial performance and future strategic planning
m Use of valuation in litigation risk mitigating/discharging board duties in mis-pricing of corporate transactions

m Use of valuation in monitoring the subsequent performance of your acquisition

Note: The results may vary as respondents did not answer all questions



The Role of Board Members Involved in the Valuation Process

* Most of the respondents believed that board members were very important in the valuation process of the corporate transaction and
that board members are responsible for evaluating corporate transactions.

How Important is the Role Of Board Members in the Valuation
Process?

1%

37%

62%

m Quite Important = Very Important = Less Important

Which Parties are Primarily Responsible for Evaluating Corporate
Transactions?

18%

m Board Members

® [nvestment/Corporate Finance Team

m External Independent Valuer/Financial Advisor
» CFO/Finance Department

10



Areas of Improvement in the Business Valuation Process for

Corporate Transactions

* Respondents believed that experience/qualification/credentials/cost of valuers were the most important areas to improve,
followed by the completeness/accuracy and reasonableness of information in the valuation process and valuation methodologies.

Which of these Area(s) of the Business Valuation Process You Consider that Require Improvement?

Selection of external independent valuers based on
experience/qualification/credential/cost

Selection of valuation methodologies based on appropriateness in certain
circumstances

Assurance of completeness, accuracy and reasonableness of information for _
valuation process

Free from interference to valuation process

11



Areas of Improvement in Business Valuation Process for

Corporate Transactions

Do you agree there is alack of more universal standards to regulate/streamline the business

valuation process/professions in Hong Kong?

2% 3%

0
20% ’, 26%

49%

m Strongly disagree

m Disagree

= Neutral

= Agree

m Strongly agree

12
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For more information, please contact:

Dr. Jacqueline Huang — Chairman, Business Valuation Committee
Jacquelineh@hkappraisal.com

Mr. Ricky Lee — Joint Chairman, Business Valuation Research & Survey Subcommittee
ricky.lee@duffandphelps.com

Mr. Vincent Peng — Joint Chairman, Business Valuation Research & Survey Subcommittee
vincent.pang@avaval.com

About Duff & Phelps, A Kroll Business

For nearly 100 years, Duff & Phelps has helped clients make confident decisions in the areas of valuation, real estate, taxation and transfer pricing, disputes, M&A advisory and other corporate transactions. For more
information, visit www.duffandphelps.com.

About Kroll

Kroll is the world’s premier provider of services and digital products related to governance, risk and transparency. We work with clients across diverse sectors in the areas of valuation, expert services, investigations,
cyber security, corporate finance, restructuring, legal and business solutions, data analytics and regulatory compliance. Our firm has nearly 5,000 professionals in 30 countries and territories around the world. For
more information, visit www.kroll.com.

M&A advisory, capital raising and secondary market advisory services in the United States are provided by Duff & Phelps Securities, LLC. Member FINRA/SIPC. Pagemill Partners is a Division of Duff & Phelps
Securities, LLC. M&A advisory, capital raising and secondary market advisory services in the United Kingdom are provided by Duff & Phelps Securities Ltd. (DPSL), which is authorized and regulated by the Financial
Conduct Authority. Valuation Advisory Services in India are provided by Duff & Phelps India Private Limited under a category 1 merchant banker license issued by the Securities and Exchange Board of India.

© 2021 Duff & Phelps, LLC. All rights reserved. Kroll is a trade name for Duff & Phelps, LLC and its affiliates.
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