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Confidently focused on growth

Our fifth bi-annual Global Capital Confidence Barometer, finds that almost
half of respondents are focused on growth in the next 12 months, with only
7% now focusing on survival - the lowest number since the barometer was

About this survey

Ernst & Young's Confidence Barometer
is a regular survey of senior executives

from large companies around the world first published in 2009.

conducted by the Economist Intelligence

Unit (EIVU).

Our panel, the “Ernst & Young 1,000" There is a new paradigm with M&A activity and market volatility now able to co-exist. Currently,
is comprised of selected Ernst & Young leading companies are shrugging off continued market upheaval and focusing on growth and
clients and contacts and regular EIU M&A. For them this is not 2008 all over again. They have spent the past three years reducing the
contributors. financial risk on their balance sheet and taking tough efficiency measures needed to strengthen

Tinfls Seufineast A sulbsat 6f auir their positions, which helps them manage in volatile times.

findings gauges corporate confidence

in the economic outlook and identifies Southeast Asian respondents once again expressed a strong vote of confidence in the economic
boardroom trends and practices in the prospects of their respective markets. Globally, several Southeast Asian markets including

way companies manage their capital Singapore, Malaysia, Indonesia and Thailand are ranked among the top investment destinations
agendas.

by the “Ernst & Young 1,000". Respondents highlighted several attributes underpinning this

. continuing confidence:
Profile of respondents 9

» Panel of over 1,000 executives surveyed
in July and August 2011, 77 executives

> In many of the Southeast Asian markets companies continue to enjoy strong balance sheets
with less leverage.

from Southeast Asia. > Many of the markets continue to enjoy high levels of liquidity with relatively low cost of
» Companies from 51 countries. borrowings.
> 700 CEO, CFO and other C-level » Southeast Asian companies are continuing to focus on growth, both organically as well as
TESPEMEES, through M&A activities.
» Company revenues ranged from
US$100 million to over US$20billion. Not ignoring the continuing sovereign debt crisis in Europe and the negative economic prospects
> 768 companies would qualify for the in the developed world, Southeast Asian respondents expressed their strongest pessimism in the

Fortune 500 based on revenues. global economy in this survey. They also realise that continued uncertainty can have a knock-on

effect on many of their markets as well.

However the biggest take-away in this barometer is the continuing confidence in the Southeast
Asia markets. As aresult the focus for businesses is clearly growth. We see increased
competition by businesses to capture the expected growth, maintaining the status quo does not

The capital agenda seem to be an option.

Based around four dimensions, it helps These conditions are expected to encourage M&A activity in the region, with many businesses

Egg}g’g:g ;ﬁgsﬂfﬁ;tr:g;ﬁ;sriﬁions to looking to include acquisitions as part of their growth strategy. The pursuit of growth has

make more informed capital decisions. its challenges. Businesses face increasing valuation gaps, as buyers factor in growing global

1. Preserving capital: reshaping the uncertainty while sellers continue to focus on regional growth and confidence. How this gap
operational and capital base closes is yet to be seen and any major economic shock could change the mood quickly. But for

2. Optimizing capital: driving cash and now, Southeast Asia is confident and rising.

working capital and managing the portfolio

of assets

3. Raising capital: assessing future capital Harsha Basnayake,
requirements and assessing funding Southeast Asia and Singapore Leader, Transaction Advisory Services
sources

4. Investing capital: strengthening investment
appraisal and transaction execution

Ell ERNST & YOUNG

Quality In Everything We Do



Economic outlook

Pessimism in the global economy grows
among Southeast Asian companies

The return of volatility to the capital markets in July and August,
following the downgrade of the US credit rating and the uncertainty
surrounding the European debt crisis is driving increased pessimism
in the global economy among Southeast Asia (SEA) respondents.

What is your perspective on the state of the global
economy today?

65%

Declining
38%
Stable
37%
Improving
T T
0% 20% 40% 60% 80%
SEA = Global

About 65% of SEA respondents say the global economy is declining,
a view shared by only 38% of global respondents. The global decline
may be perceived more serious to SEA respondents as they are less
familiar with markets outside their home territory.

Please indicate your level of confidence in the following at
the global level:

Global response SEA response

High confidence in Southeast Asian
economies continues

Over 80% of SEA respondents believe that their local economies are
stable or improving. Continued strong earnings prospects, strong
balance sheets with low gearing levels and good liquidity in the
banking sector are all influencing SEA companies to pursue their
growth agenda confidently.

What is your perspective on the state of the local
economy today?

43%

Improvin
P g 34%
38%
Stable
37%
19%
Declining
29%
T T T 1
0% 20% 40% 60%
SEA ®EGlobal

Please indicate your level of confidence in the following at

the local/home level:

Global response SEA response

] e s Lo | eostve | st Lnage [l postve | s | ncave | e | st s

gfgxi’:‘ ¢ 25% 44% 31% 16% 32% 52%
ggﬁg’l‘;;age 34% 47% 20% 23% 51% 26%
g\sgi(:;tbility 23% 44% 33% 19% 39% 42%
Sp;ﬂw?r\]/ ment | 5oy 41% 36% 10% 32% 57%
Sgllsjlgions 18% 41% 40% 16% 34% 51%

Economic 34% 42% 24% 48% 43% 9%
growth

Corporate 39% 44% 17% 51% 43% 6%
earnings

Credit 29% 44% 27% 40% 52% 8%
availability

EEGIEN | g 41% 28% 47% 45% 8%
growth

Equity 25% 42% 33% 23% 51% 26%
valuations




Confidence in corporate earnings

Despite concerns over the global economy, 75%
expressed confidence that corporate earnings
would remain stable or improve. This view does
not translate into similar confidence in the stock
markets. SEA respondents are equally divided
in their expectations for the stock market. Many
believe that the uncertainties in the global
economy could potentially dampen the mood of
the capital markets despite strong underlying
corporate performance.

In an environment where businesses are
performing strongly, but are seeing low market
valuations for their shares, buyout or privatisation
opportunities could emerge.

"The Asian emerging markets are
among the most attractive - with
their high-growth potential offering
some protection against current
volatility in mature markets.”

Pip McCrostie,
Global Vice-Chair, Transaction Advisory Services

“Most of Southeast Asia corporates
continue to be stable, liguid
and well-positioned to ride the
stability. It is not a surprise that
growth remains high on their
capital agenda.”

Harsha Basnayake,

Southeast Asia and Singapore Leader,
Transaction Advisory Services



Trends in the corporate capital agenda

We asked participants on which capital management issue their company is placing the most attention
and resources.

>

Fewer businesses
focused on capital
preservation as
compared to 13%
in the last survey
as companies have
relatively stronger
balance sheets.

Reduced focus on
preservation of capital
gives a strong signal
that maintaining status
quo is not an option.

of SEA respondents

say they are focused
on preserving capital
(13%in April 2011).

v

Few respondents are
concerned about the
availability of funding
for growth. Businesses
have strong balance
sheets and decision
makers plan to use
their cash balances for
investing in growth.

SEA offers attractive
investment alternatives
to China and India,
where there has been
significant FDI already.

of SEA respondents
say they are focused
on investing capital

(41% in April 2011).

The Capital

Agenda

>

of SEA respondents
are focused on
optimizing capital

42% in April 2011). *

SEA companies are
looking to optimize
their balance sheet
and capital.

Unlocking cash flows
from working capital,
non-core assets and
focusing on speed of
integration are some
of the strategies that
Southeast Asian
companies looking
to adopt.

v

v

v

of SEA respondents
are focused on
raising capital

(4% in April 2011).

More focus on capital
raising compared to only
4% of respondents in the
last survey

Higher confidence level
in SEA businesses'
ability to raise capital to
support growth .

Capital raising through
raising equity or debt to
finance growth.




“High confidence in cash and
credit availability to support
growth and expansion plans"

Confidence in credit availability

SEA's confidence in credit availability to support growth plans is high
as 91% of respondents say that capital market conditions are stable
or positive. More companies are taking advantage of available credit
markets as 30% of respondents expect to refinance in the next 12
months compared to 19% in the April 2011 survey. Companies are
taking advantage of the availability of the lower cost of debt to enable
them to opportunistically improve capital structures, extend maturity
and reduce borrowing costs.

What will be the primary purpose of your refinancing?

Optimizing the capital structure 43%

Extend maturity
Retire maturing debt
Reduce interest cost

Remove restrictive covenants

0% 10% 20% 30% 40% 50%

SEA ®Global

Cash remains the primary funding source for deals

With high cash balances nearly two third plan to use cash or equity
as their primary funding source for deals. Forty three percent of SEA
respondents expect acquisitions in the next 12 months to be funded
with less than 10% of debt. This demonstrates that a large number of
SEA businesses have healthy balance sheets requiring minimal debt
to expand the business.

What is your likely primary source of deal financing in the
next 12 months?
Cash 6%

Debt

Equity

0% 10% 20% 30% 40% 50%
SEA mGlobal
In addition, lower balance sheet leverage coupled with credit availability

has meant that debt continues to remain a viable source of funding for
39% of the respondents.

What % of your acquisition funding in the next 12 months will be
in the form of debt?

Lessthan 10%
49%

10to 50%

More than 50%

T T T T T T 1

0% 10% 20% 30% 40% 50% 60%
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Capital raising through divestments to
fund growth plans

Capital raising through divestments is also a viable option as 22% of SEA
companies are likely to make asset sales or divestments in the next 12
months. For the majority of respondents, this surplus cash will be used
to fund both organic and inorganic growth.

Is your company likely to make asset sales / divestments in
the next 12 months?

78%
T4%

No

22%
26%

Yes

0% 20% 40% 60% 80% 100%

SEA mGlobal

What are the main drivers of your company'’s planned
divestment activity?

Focusingon core assets
g 70%

Shed underperforming
business unit

Enhance shareholder value

Fundinginorganic/
M&A growth plans

Raise cash to compensate
for underperformance of
aggregate business

28%

0% 10% 20% 30% 40% 50% 60% 70% 80%

SEA ®=Global



“Capital optimization critical to
achieving business strategy”

Leverage levels are low and expected to remain low

Despite a high level of confidence in local credit markets, global
capital market volatility has influenced SEA companies to continue
to remain cautious and maintain a healthy balance sheet as they
continue to pursue organic and inorganic growth opportunities.

Fifty percent of respondents have a debt-to-capital ratio of less than
25%. Sixty six percent plan to maintain their debt leverage ratio over
the next 12 months.

What is your current debt to capital ratio?

59%

Less than 25%
61%

25-49.9%

More than 50%

T T T T 1

0% 20% 40% 60% 80%

SEA mGlobal

How do you expect your debt to capital ratio to change over
the next 12 months?

. 66%
Remain constant
52%

Decrease
26%

25%
22%

Increase

0% 10% 20% 30% 40% 50% 60% 70%

SEA ®Global

Opportunities to unlock capital

Unlocking capital through better working capital management,
divestment of underperforming businesses and focused and speedy
integration of acquired businesses are some of the key opportunities
that Southeast Asian respondents have identified.

Optimizing capital from acquisitions

When exploring their options for financing deals, 60% of respondents
say they viewed the excess working capital of an acquired company as a
source of deal funding.

Do you view excess working capital of an acquired company as a
source of deal funding?

60%
47%

40%
No
53%

0% 10% 20% 30% 40% 50% 60% 70%

SEA mCGlobal

Poor execution of integration was identified by 23% of respondents as
one of the most significant issues that contributed to M&A deals not
meeting expectations. A number of businesses undergoing organic
and inorganic growth may not have sufficient management bandwidth
to effectively execute a multi-platform integration strategy. This
creates a significant value opportunity for SEA businesses to release
cash and improve profitability.

For transactions completed recently, what were the most
significant issues that contributed to deals not meeting
expectations?

. . 32%
Strategic value overestimated 19%

) ) ) 23%
Poor execution of integration [ 199

9%
Poor operating cost assumptions -1

9%

Sales volume declines |/ 179,

Others (sales price deterioration, 28%
unforeseen liabilities etc) — 42%
I I I 1
0% 20 % 40 % 60 %
SEA = Global



““Organic and inorganic
growth continue to be
the strongest focus”

Growth and stability is the primary focus for
SEA respondents

The majority of SEA respondents are focused on investing to grow
their business in the next 12 months. More than a third of respondents
are focused on maintaining stability in their businesses and only 6% of
respondents are concerned about survival in the next 12 months.

Which statement best describes your organization's focus over
the next 12 months?

57%
Growth 299,
Stability 449,
. 6%
Survival 7%
0% 10% 20% 30% 40 % 50 % 60 %

SEA mGlobal

For those respondents with excess cash in the next 12 months, nearly
three-quarters intends to invest in organic and inorganic growth.

In contrast, only 15% of global respondents with excess cash intend to
pursue inorganic growth, suggesting that the SEA region may continue
to experience a steady volume of M&A activity in the next 12 months.
Few SEA respondents plan to use their excess cash for de-leveraging,
dividend payouts and stock buybacks suggesting that the businesses
continue to be confident of the long term growth opportunities in

the region.

If you have excess cash, which of the following will be your focus
over the next 12 months?

. 51%
Organic growth _ 49%

Inorganic growth 23%
[ 15y

16%
Pay down debt IS 22v

6%
Paying dividends s ’ 10%

Buy back stock 4%
F 4%

0% 10% 20% 30% 40% 50% 60%

SEA mGlobal

M&A deal activities:

At the global level:

Global response

Stable | Negative

SEA response

Positive | Stable

Number of deal

opportunities 18% 41% 40% 16% 34% 51%
g:smu?mflt?? 23% 44% 33% 19%  39% 42%
'c‘ligsi'::;gsa?sf 25% 449% 31% 16% 32% 52%

At the local/home level:

Global response SEA response

I T T e e

Number of deal

! 38% 46% 16% 36% 51% 13%
opportunities
S:;g:{u?]flt?ee:' 3% 4% 18% 3%  45% 23%
Ic_ligsiI::gogga(l)i 33% 49% 18% 20% 43% 17%

Acquisitions an integral part of growth strategy

The majority of businesses are looking at M&A opportunities which has
improved compared to our previous survey. Given the uncertainty in
the global economy, SEA businesses are focusing on the familiar with
70% of respondents looking to invest in Asia-Pacific. Other than China
and India, there is growing investment interest in Malaysia, Singapore,
Indonesia, Vietnam and Thailand. This theme resonates with 50% of
global respondents who indicate that they are also focused on the
Asia-Pacific region for inorganic growth.

Key countries in which you are most likely to invest in Asia-Pacific:

Global response ‘ SEA response

1. China 1. China

2. India 2. India

3. Australia 3. Malaysia
4. Singapore 4. Singapore
5. Malaysia 5. Indonesia
6. Indonesia 6. Vietnam
7. Vietnam 7. Australia
8. Japan 8. Thailand
9. Korea, South 9. Philippines
10. Philippines 10. Taiwan




A growing number of SEA businesses are familiar with multiple
geographic locations in the region and understand the market dynamics
and risk. The driving force behind M&A activity for SEA businesses in the
local region are to gain new market share or increase existing

market share.

What are the main drivers of your company's planned acquisition
in your chosen market/country?

. 46 %
Share in new markets 359% ’

Share in existing markets

Technology/intellectual
property

Distribution networks

Reduce cost and
improve margin

6%
8%

0% 10% 20% 30%

Others

40% 50%

SEA = Global

Increased confidence in the region together with increased buyer
appetite for SEA M&A activity from both local and global players has
impacted price expectation. According to 57% of respondents, the gap
between buyers’ and sellers' price expectation has increased. As SEA
businesses look to expand out of the local market, differences in rules
and reqgulations across the various jurisdictions in SEA and Asia-Pacific
have increased the uncertainty and complexity of deals according to
55% of respondents. Additionally this has contributed to increased board
and audit committee scrutiny and shareholder caution when pursuing
M&A activity.

Which of the following have increased over the last 6 months?

I 45%
48%

Board/audit committee 539

scrutiny [ 44y

53%
46%

Regulatory pressures

Stakeholder caution

Competition for assets 49%

[ 40%

57%
43%

Valuation uncertainty/ 55%

complexity — 47%

0% 10% 20% 30% 40% 50%  60%

Buyer/seller price
expectation gaps

SEA mGlobal

Impact of requlatory environment on growth plans

Over 70% of SEA respondents are concerned about the increasing
impact of requlatory pressures on growth. Banking and financial reform
and environmental regulatory changes are the two most concerning
regulatory constraints.

What areas of regulation pose the most significant risks to growth
and profitability for your organization over the next 12 months?

34%

Banking/financial reform 30%

Environmental
Tax
Pension/social security

Healthcare

0,
No significant risks to 29%

growth and profitability

21%

0% 5% 10% 15% 20% 25% 30% 35% 40%

SEA ®Global

Looking outside the Asia-Pacific region

Outside the Asia-Pacific, SEA businesses (40%) are confident about
the number of deal opportunities available globally. North America and
Europe remain attractive for 34% of respondents looking to expand
operations. The strengthening of SEA currencies against the USD

and Euro provides an opportunity for SEA businesses to expand their
footprint into new markets or to acquire technological knowhow and
intellectual property which can be replicated in the local market.

Key countries in which you are most likely to invest outside of
Asia-Pacific:

Global response | SEA response

1. United States 1. United States

2. Brazil 2. Egypt
3. Germany 3. Brazil
4 . United Kingdom 4. Germany

5. France 5. Netherlands
6. Canada 6. Turkey
7. Russia 7. United Kingdom




“Preserving capital is
not the focus for most
SEA businesses”

Preserving capital is not a priority for SEA
companies as there is sufficient availability of
capital and liquidity in the market. Few SEA
companies are in survival mode and are not
focusing on preservation of capital as a result of
continued organic growth, improving confidence
levels in corporate earnings and emergence of SEA
economies. Only 6% of respondents are focused on
survival over the next 12 months.

Companies have learnt from the global financial
crisis. They have de-leveraged and preserved
cash, resulting in strong balance sheets and
stable or improving corporate performance.
Few are focused on capital preservation among
SEA respondents compared to the last survey.

“Malaysia continues to be a favored

investment destination in the region
as companies continue to actively
look at growth opportunities. This is
supported by high levels of liguidity
in this market which is reflected in
the increased M&A activity in 2011."

George Koshy,
Malaysia Market Leader, Transaction Advisory Services

“Volatility in the stock markets will

result in a gap between market
valuations and the confidence
that Southeast Asian corporates
currently have about their
businesses. This is going to create
opportunities for Private Equity

funds in Southeast Asia."”

Luke Pais,
Southeast Asia Private Equity Leader, Transaction Advisory Services



Survey demographics (Southeast Asia)

What are your company's annual global revenues in US$? What is your position in the organization?
USS$500bn or more 27 % C-level 39%
USS$1bn - US499.9bn 18 % SVP 19%
US$500m - US$999.9m 38% Head of business unit 42%
a T T T T 1
USS$499.9m or less 17% 0% 10% 20% 30% 40% 0%

0% 5% 10% 15% 20% 25% 30% 35% 40%

What is your primary industry? What best describes your company?
Consumer products | 19% Publicly listed 51%
Banking and financial services 13% b
Healthcare 129 Privately owned 40%
. . Y
Professional services | 10% Private Equity portfolio 6%
Technology, telecommunication 10% |
and entertainment | °
) Government/ 19
Oil & gas and mining 9% State owned enterprise ’
i 0,
Retail and wholesale | 9% Family owned 19
Diversified indusrtrial products 5% T T v T T \
T 0% 10% 20% 30% 40% 50% 60%
Power and utilities 3%
Real estate and healthcare 3%
Transportation 3%
Others 4%
T T 1
0% 10% 20% 30%






