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This Week in China
China’s 2nd and 3rd Tier The rise was 3.9 China's second and third tier

Cities Driving the

Country’s Growth

China’s economic growth
reached 7.7  percent
during the first 9 months
of 2009 with the 2nd and
3rd tier cities, dependent
on domestic consumption
rather than exports,
leading the way. China’s
western region, which
holds many key second
and third tier cities,
delivered 12.5 percent
growth in the first nine
months of the year, 4.8
percentage points higher
than the national rate.

China launched the "West
Development Strategy” in
January 2000 to help
underdeveloped western
regions catch up with the
more prosperous eastern

regions. The western
regions comprise 12
provinces,  autonomous

regions and municipality,
which have a combined
population of about 370
million and account for
71.4 percent of the
country's total land area.

The government has
taken measures to boost
consumption in the region
and stepped up efforts to
reconstruct the quake-
stricken areas. Retail
sales in the regions were
up 19 percent in the
western region from the
same period last vyear.
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percentage points higher
than the national level.
The region also saw fixed-
asset investment up 38.9
percent to RMB 3.16
trillion  ($462.7  billion),
according to the NDRC.

More than 43 percent of
investment allocated by
the central government to
expand domestic demand
had been invested in
western regions, Premier
Wen Jiabao said in a
forum on developing the
western regions last
month.

As elsewhere in China,
the region saw imports
and exports down due to
weakening foreign de-
mand.  Foreign trade
volume in the region fell
22.6 percent, according to
the NDRC.

In the last 10 years, the
central government had
provided more than RMB
3.5 trillion to support
development of the
western regions. GDP of
the regions from 2000 to
2008 jumped from RMB
1.66 trillion to RMB 5.82
trillion, at an average
annual growth rate of 11.7
percent, Wen said.

Barry Friedman, minister
counselor for commercial
affairs at the U.S.
Embassy in Beijing, says
that he has no doubt that
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cities will continue to grow at
a faster rate than the rest of
the country. "The Chinese
government wants to close
the disparity in income and
development in the country,"
says Friedman. To that end,
they're investing heavily in
transportation and other
infrastructure in these
second-tier cities.

ARC China is pleased to be
well positioned to enable its
limited partners to benefit
from the outsized growth in
China’s second and third tier
cities. We currently main-
tain an office in second-tier
city Chengdu, the capital
city of Sichuan Province and
the financial center of
Western China, and we are
currently opening offices in
Xi'an, the capital of Shaanxi
Province, Changsha, the
capital of Hunan Province,
and Jinan, capital of
Shandong Province.

Our strong diligence team at
ARC China will allow us to
find the lowest risk
opportunities  that  offer
unsurpassed upside and to
take advantage of the rising
tide in China’s 2" and 3"
tier cities that is lifting all
boats in China’s broader
economy.

o [Roren_

Adam Roseman,
Founder & CEO
ARC China



This Week in China (cont'd]

Millionaires Club Ex-
pands In China
The global economic

downturn has not affected
the personal wealth of the
rich in China that contin-
ued to expand this year
and also opened up more
opportunities for private
bankers.

The number of millionaires
with personal holdings in
excess of $1 million is ex-
pected to cross 450,000
by end 2009, with assets
under management hitting
$1.73 trillion, surpassing
the country's pre-crisis
levels.

That compared with a pro-
longed recovery in the
global wealth market, with

BCG predicting that a
return to 2007 levels
globally would take at

least four years. Global
wealth suffered the first
decline in eight years in
2008, dropping 11.7 per-
cent to $92.4 tn.

"China is arguably the
most explosive wealth
market in the world, as
rising income and a high
savings rate will continue
to spur development,”
Frankie Leung, partner
and managing director of
BCG Greater China said.

He expected the number
of millionaires in China to

Positive FDI Data Drive

Chinese Shares 2.7%
Higher

Chinese equities rose
274 per cent on the

release of figures showing
a further monthly rise in
foreign direct investment
(FDI).
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reach 800,000 over the
next four years.

However, China's wealth
market was not immune to
the financial crisis. Wealth
in the country fell by 2.3
percent to $3.41 trillion
last year, as the country
withessed volatile stock
markets, plunging exports
and fluctuating property
prices.

The country's wealth was
very much concentrated in
certain individual groups
and regions. Millionaire
households represented
only about 0.1 percent of
all households in China,
but held nearly half of the
total wealth. Most of them
are located in Guangdong,
Beijing, Shanghai and
other coastal provinces.

With the swelling personal
wealth in China, the battle
for high net worth clients
between foreign and local
banks has also intensified.
Foreign banking giants,
including HSBC, Citibank
and BNP Paribas, have all
set up private banking
operations in the country
since 2007.

The global movement
from west to east and
from north to south is
expected to accelerate
after the financial crisis,
bringing unparalleled busi-
ness growth opportunities

The benchmark Shanghai
Composite Index, which
covers both A and B
shares, climbed 2.74 per-
cent to 3,275.05 points,
the highest since Aug. 6.
The Shenzhen Compo-
nent Index added 3.28 per
cent to 13,699.68 points.

The amount of foreign

ARC CHINA WEEKLY

to companies that have
presence in emerging
markets.

Local banks also stepped
up their efforts to expand
their geographic footprint.
Bank of China, the na-
tion's third largest lender
by market value and the
first Chinese bank to
launch private banking
business, has established
private banking centers in
15 regions and streng-
thened its overseas
private banking capacity
through the acquisition of
Geneva-based Heritage

Fund Management in
2008.

Its rival Industrial and
Commercial Bank of

China, the nation's largest
bank by assets and retail
network, announced that it
would soon expand its
private banking network
from the current five cities
to 10, to cover other eco-
nomic regions like
Yangtze River Delta, Pearl
River Delta and central
China.

No bank has emerged as
a dominant leader so far,
but local banks still domi-
nate the market in terms
of customer numbers and
assets under manageent,
thanks to their retail net-
works and sizable custom-
mer bases.

Source: China Dailv

direct investment China
received climbed for the
third consecutive month in
October, up 5.7 percent
year on year to $7.1 bn.

China's industrial output,
investment and  retail
sales picked up pace in
October, while the export
slump slowed.
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The number of millionaires with
personal holdings in excess of $1
million is expected to cross 450,000
by end 2009, with assets under
management hitting $1.73 trillion,
surpassing the country's pre-crisis
levels.
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This Week in China (cont'd]

Airline shares rose across
the board, as carriers
benefited from a new pric-
ing mechanism of fuel
surcharges linked to jet
fuel costs, in a bid to
offset rising fuel prices.

The government raised
gasoline and diesel prices
both by RMB 480 per ton.

Shanghai Bourse Drafts
Rules For Foreign Firm
IPOs

The Shanghai Stock Ex-
change is drafting rules for
the listing of foreign firms
and will kick off a new
trading system for com-
plex derivative products.
The drafting of the rules
brings foreign companies
closer to launching initial
public offerings on the
mainland and comes after
start-up firms were able to
raise funds on a Nasdag-
style second board last
month in the southern city
of Shenzhen.

China is aggressively
stepping up the pace of
reform to modernize its
financial system, particu-
larly to transform Shang-
hai into an international
financial centre by 2020.

Multinationals,  including
HSBC Holdings Plc and
Bank of East Asia , have
said they plan to list in
Shanghai as soon as next
year.

Now, 868 Chinese firms
trade on the SSE, boast-
ing a combined market
capitalization of 17.6 tn
yuan ($2.6 tn). In compa-
rison, 8,500 global
companies are listed on

Fuel costs are estimated
to account for 40 percent
of leading airline com-
panies' total costs.

Shanghai property shares
performed well, boosted
by the plan to build a
Disney theme park in the
city, with Pudong Golden
Bridge, a leading local

the NYSE Euronext with a
total market capitalization
of $16.3 tn as of Jan. 31.

China in May pledged to
allow foreign companies
to conduct initial public
offerings domestically,
part of efforts to deregu-
late the country's capital
market, although no offi-
cial timetable has been

announced for  such
listings.
HSBC, Europe's largest

bank, said in August it had
appointed underwriters to
help arrange its China
IPO, while Chief Executive
Michael Geoghegan said
last month that the lender
hoped to list in Shanghai
in 2010.

Others interested in a
Shanghai listing include
General Electric and

Brazilian miner Vale SA.
NYSE Euronext, parent of
the New York Stock
Exchange, hopes it can be
among the first group of
foreign firms to be listed in
China.

“Shanghai has a very
clear opportunity over the
next decade or so of
becoming one of the
world's four or five great
international financial cen-
ters,/ HSBC Chairman
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developer, up 2.94 per-
cent to RMB 15.39 per
share.

Resource and energy
shares boosted the index
up, on the rising gold and
other commodity prices.

Source: China Daily

Stephen Green said, “In
order to ensure that over
the next few years, |
believe the authorities
need to nurture the capital
markets here in Shanghai,
and this is partly about
attitude of mind.”

The SSE hired U.S.
management  consulting
firm Accenture in 2004 to
help it build a new electro-
nic trading system based
on Deutsch Borse' Xetra
trading platform. The new
system would boost the
speed of transaction and
provide the technical
ability to trade complex
derivatives.

The exchange hopes to
introduce products such
as stock options, ETF
futures and options in the
future, although such
innovations require central
government approval and
may take many years to
materialize.

In the shorter term, the
SSE plans to roll out
global  exchange-traded
fund products that would
enable Chinese investors
to buy a basket of over-
seas equities in a single
trade.

Source: Zero2IPO
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Asia Set To Overtake US
In Green Technology

Asian economies look set
to outstrip the US in the
clean technology market
by rapidly increasing
investment in manufactur-
ing capacity and research
and development.

The US attracted about
$52 billion in private
capital for renewable
energy technologies be-
tween 2000 and 2008,
said a report from the

Break-through Institute
and the Information
Technology and Inno-

vation Foundation.

China was catching up
rapidly by the end of that
period, with a total of
$41bn in private capital
invested.

Over the five years to
2013, China, Japan and
South Korea would be-
tween them invest a total
of $509bn in clean tech-
nology under current
plans. China had already
earmarked $177bn in
stimulus funds for green
projects including high-
speed railways.

US investment over the
same period was likely to

Powering Up: Invest-
ment Opportunities In
Renewable Energy

China's focus on renew-
able energy is attracting
venture capital and private
equity companies looking
for investment opportuni-
ties all along the value
chain.

Wind and solar power

have drawn considerable

hype due to China's plan

to add 100 gigawatts to its
4

be about $172bn if
projected spending based
on the economic stimulus
package went ahead. If

the US was to remain
competitive, the govern-
ment must increase its

planned spending on clean
energy “R&D” and on
stimulus  measures to
boost clean technology.

China is “poised to
replicate  many of the
same successful strateg-
ies that Japanese and
South  Korean govern-
ments used to establish a
technological lead in elec-
tronics and automobiles”.

The strategy includes
providing fledgling compa-
nies  with low-interest
loans, funding industry-
wide R&D, ensuring that
government procurement
is geared towards domes-
tic companies and provid-
ing subsidies for private
groups to buy advanced
clean technologies.

The advantage gained by
these “clean-tech tigers”
will make it difficult for
later-to-market companies
and countries to take
advantage of the growing
demand for low-carbon
goods, which is set for a

12 gigawatts of existing
wind  power  capacity
within the next decade.
Beijing's assorted subsidy
schemes to encourage the
construction of large solar
farms are another driving
factor. However, investors

are also looking to energy
sources closer to the
earth.

Gary Rieschel, founder
and managing director of
Qiming Venture Partners,
is interested in a number
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further boost if govern-
ments can put in place a
new framework on
control-ing  greenhouse
gas emissions.

The global market for low-
carbon goods and ser-
vices is already nearing
$3,000bn and set to reach
$4,500bn by 2015.

Some signs of China's po-
tential future dominance
of clean technology mar-
kets are already evident.
The country is the world's
biggest exporter of solar
power components and
has one of the biggest
wind turbine manufactur-
ing industries.

This year China will ex-
port the first wind turbines
destined for use in a US
wind farm, for a project
valued at $1.5bn. US reli-
ed on foreign-owned com-
panies to manufacture
most of its wind turbines,
produced less than 10 per
cent of the world's solar
cells, and was “losing
ground on hybrid and
electric vehicle technology
and manufacturing”.

Source: Financial Times

of other cleantech areas,
e.g. clean coal technology
and water-treatment
technology.

Biofuel made from non-
edible plants also offers
solid investment potential.
Biofuel and biolubricant
could replace crude-oil-
based alternatives and
allow China to reduce its
dependence on oil
imports.

Source: China Economic Review
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Over the five years to 2013, China,
Japan and South Korea would be-
tween them invest a total of $509bn
in clean technology under current
plans. China had already
earmarked $177bn in stimulus
funds for green projects including
high-speed railways.
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China Retail Sales
Growth Rate
(Sep 2008 - Sep 2009)
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The  British  luxury  group

Burberry is planning to further
boost its presence in China by
expanding the number of
franchised stores to 100 in the
country in the next couple years.

Consumer / Retail

Burberry To Boost Mar-
ket Presence In China

The British luxury group
Burberry is planning to
further boost its presence
in China by expanding the
number of franchised
stores to 100 in the
country in the next couple
years.

Chief Executive Angela
Ahrendts said that
Burberry would increase
its investment in emerging
markets, especially in
China, because the
country has a huge purch-
asing potential.

So far, the company has

operated 90 stores in
emerging markets, the
majority of which are
Chinese Mainland's

Sportswear Brand Goes
Int'l Through Hong Kong

Chinese mainland-based
Xtep International Hold-
ings Limited, a growing
sportswear brand, inaugu-
rated its first flagship store
for the Disney Sport pro-
ducts in Hong Kong.

Ding Shui Po, company
chairman and CEO, said
"certainly the next step is
to explore the overseas
market" given that the
brand already has over
5,800 stores covering 31
provinces and provincial
cities on the mainland.

Established in 1999, Xtep
is one of a growing num-
ber of mainland brands
using Hong Kong as a
platform to launch them-
selves in the international
market in recent years,
said Simon Galpin,
director-general of invest-
ment promotion at Invest
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currently under franchise. In
China, the company has 44
franchise stores now,
following seven openings in
the first half of the financial
year.

Ahrendts said that Burberry
is continuing to perform well
in China, with strong
double-digit comparable
store sales growth in the
first half.

In addition, the company is
also planning to increase its
presence in the Americas.

Burberry reported a fall of
19.6 percent in pre-tax
profits for the six months to
the end of September from
97 million pounds ( about
$163 million) to 78 million
pounds.

Hong Kong.

"Hong Kong is an irreplace-
able financial center and
commercial hub, which is
the key reason for us to
choose to list in Hong
Kong," Ding said, referring
to the listing of the
company's shares in Hong
Kong last year.

Ding said he planned to use
Hong Kong as a platform to
further expand his business
to emerging markets,
including the Middle East
and the southeast Asian
countries. "We have set up

an experienced  global
marketing team in Hong
Kong," he said.

About 5,400 of Xtep's

mainland stores were sell-
ing products under its own

brand Xtep, a brand
targeting mainly the growing
young consumers. The
others, numbered more

than 400, were marketing
products under the licensed
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But its total revenues
were up by 6 percent to
572 million pounds in the
first financial half vyear,
about 10 percent of which

was from emerging
markets. During the
period, retail sales

accounted for 54 percent
of total revenue, while the
proportion of the
wholesale revenues was
38 percent.

The 153-year-old group
Burberry, which now has
122 mainline stores, 255
concessions and 90 fran-
chised stores across the
world, is planning to in-
crease retail selling space
by 10 percent a year.
Source: China Daily

brand Disney Sport since
2006.

Ding set up an interna-
tional team led by Sanijiv
Hahbubuni, who is cur-
rently director of global
marketing at Xtep Interna-
tional Trading Ltd.

"We are seeing more and
more Mainland Chinese
enterprises benefiting
from this formula, much
like Xtep has,” Galpin
said, referring to the
expansion in Hong Kong.

The Hong Kong and
mainland-based teams of
Invest Hong Kong, the
investment promotion arm
of the Hong Kong Special

Administrative Region
(HKSAR) government,
looked forward to

assisting Xtep with its
expansion plans in and
through Hong Kong.

Source: China Daily



Recent Transactions

China Hotel Chain 7
Days IPO Prices At Top
Of Range

Chinese hotel chain 7
Days Group Holdings Ltd
(NYSE:SVN) priced Amer-
ican depositary shares for
$11 each in its initial public
offering, at the top of the
expected price range.

7 Days, which said in its
prospectus that it is the
third  largest economy
hotel chain in China, sold
10.1 million ADSs and
raised $111.1 million in its
IPO.

7 Days, based in Guang-
zhou, had expected the
shares to price between
$9 and $11. They will start
trading on the New York
Stock Exchange under the

Job36.com Secures
Joint VC Investment,
Starts Preparations For
IPO On ChiNext

The domestic recruitment
website, job36.com, ann-
ounced recently that it has
secured a joint investment
from several VCs, includ-

ing Shenzhen Capital
Group (SCG), IER VC,
Oriental Fortune Capital

and Fortune VC. Wang
Liang, CEO of job36.com,

Matrix Partners China
and WI Harper Invest $10
Million in New Dynamic
Institute

New Dynamic Institute
Group, a famous high-end
English training institution
in China, announced that it
has received $10 million in
its second round financing
and opened three interna-
tional  English  training
centers in Guangzhou.

This round of investment is

6

symbol "SVN."

The PO underwriters,
which was managed by
J.P. Morgan and Citi, have
the option to buy 1.5
million additional ADSs.

The company will use the
net proceeds, which it esti-
mated would be $92
million based on an
midpoint price of $10 per
share, to pay down debt.

None of the shares in the
IPO were offered by the
company's shareholders.

7 Days reported revenues
of $121.7 million for the
first nine months of 2009
and an operating profit of
$6.9 million. A $9.3 million
interest expense during
the period caused it to

and Jin Haitao, president
of SGC, signed the
agreement.

As a trailblazer of recruit-
ment websites, job36.com
was founded in 2002. In
June 2009, job36.com was
named into the list of
national high-tech enter-
prises and allowed tax
cuts in Shenzhen. It is also
the first Internet-based
human resources compa-
ny to enjoy such treatment

led by Matrix Partners
China, and WI Harper
Group, a first-round invest-
tor, also participated.

The investment will be
used to develop better
English courses to ensure
the trainees enjoy a
happier and more efficient
learning experience on
one hand, and expand its
presence on a larger scale
on the other hand.

New Dynamic takes a pru-
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post a net loss of $1.4 mn.

The company also posted
net losses in each of the
past four years going back
to 2005.

Despite what it called a
"highly competitive" Chi-
nese lodging market, the
fast growing chain had 283
hotels in China as of Sept.
30, up from only five hotels
in 2005. Its hotels have
28,266 rooms. Another 77
hotels are on the way,

according to the pros-
pectus.
7 Days is the ninth

Chinese company to list
on a U.S. exchange in
2009.

Source: Zero2IPO

in China.
After 800hr.com and
baicai.com, Job36.com's

successful financing again
demonstrated capital mar-
ket's recognition of recruit-
ment websites.

Job36.com is  actively
gearing up for a debut on
the ChiNext.

Source: Zero2IPO

dent and responsible atti-
tude in cooperating with
Guangzhou Linguaphone.
In addition to accepting
original  trainees  from
Guangzhou Linguaphone,
New Dynamic and
Linguaphone UK also
reached agreement on
continuously providing
original teaching materials
and curricula to offer better
services to the trainees in
Guangzhou.

Source: Zero2IPO
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Recent Transactions (cont'd)

Huijin buying into New
China Life

Central Huijin Investment
Co Ltd, the domestic arm
of  China's  sovereign
wealth fund, is buying a
38.8 percent stake in New
China Life Insurance Co
Ltd (NCL) from Insurance
Protection Fund.

The stake transfer will
make Central Huijin the
biggest shareholder of

CIC to spend HK$5.5
billion for 20% stake in
GCL-Poly

China Investment
(CIC), the nation's
reign wealth fund
spend HK$5.5 billion
($709.67 million) to buy a
20 percent stake in GCL-
Poly Energy Holdings Ltd,
the first time it has
invested in a domestic
renewable energy com-

pany.

CIC would subscribe to 3.1
bilion new  GCL-Poly
shares at a price of
HK$1.79 per share. GCL-
Poly, the country's biggest
producer of polysilicon,
also agreed to set up a
joint venture with CIC to
invest and develop
photovoltaic projects with
an initial investment of
$500 million. CIC will hold

Corp
sove-
would

Kehua Insight Closes
First Clean-Energy Deal
by Investing in Ousai
Technology

Hubei Kehua Insight
Venturing Investment Co.,
Ltd. officially signed an
investment agreement with
Yichang Ousai Technology
Co., Ltd., marking a signi-

China's fourth largest life
insurer. This will also be
the investment arm's
second major sharehold-
ing in a Chinese insurer. It
holds an 85.5 percent
stake in China Reinsuran-
ce (Group) Corp, the
country's only State-owned
re-insurer.

Central Huijin paid 8.7
yuan per share, at a total
cost of 4 billion yuan, for
taking over the stake.

a 49 percent stake in the
joint venture, with GCL-
Poly holding the rest.

CIC's investment showed
its growing interest in
China's  solar  energy
Industry, which has seen
explosive growth over the
past few years.

Additionally, CIC agreed to
buy $300-500 million worth

of shares in China
Longyuan Power Group
Corp's initial public
offering. Wind-energy
company Long-yuan is
seeking to raise $1.3

billion in an IPO ahead of
a Hong Kong listing on
Dec 10.

"CIC in recent years has
showed increasing interest
not just in the upstream oil
and gas sector but also in
alternative energy," said
Feng Shun, an analyst at

ficant step in clean energy
sector.

Kehua Insight has entrust-
ed an RMB 206 million
fund under its manage-
ment to Wuhan-based
Good Insight, and Ousai
Technology project is one
of the selected projects
tracked by Good Insight in
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According to the China

Insurance Regulatory
Commission, Beijing-
based NCL's premium

income stood at 49.1 bn
yuan at end September,
and it was ranked fourth in
the industry.

Central Huijin's stake buy
may accelerate NCL's
listing process.

Source: China Daily

Xiangcai Securities.

China has selected 294
solar power projects for
subsidy as part of its just-
launched "Golden Sun"
program. The projects,
with total generating capa-
city of 642 mWw, are
expected to cost around
$2.93 billion and be ready
for use in two or three
years, according to the
Ministry of Finance.

It is possible that China
will increase its solar pow-
er generating capacity ten-
fold within three to four
years

This transaction would
also be beneficial to GCL-
Poly's future business as it
would help ease the
company's financial pre-
ssure and boost its market
credibility.

Source: China Daily
the earlier period.

Ousai  Technology, a
private hi-tech enterprise
with a registered capital of

RMB 35.92 million,
specializes in the pro-
duction and sales of
LiFeP04 materials, batter-
ies and other relevant
products.
Source: Zero2IPO
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