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Overview of China outbound ™%

investment of H1 2021

China's continued economic recovery
helps develop external circulation but
overseas M&As show signs of deceleration
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Loletta Chow
~ Global Leader of EY China Overseas Investment Network

"China's economy experienced a continued stable recovery in the first half year of
2021, recording a GDP growth of 12.7% YQOY!. The total imports and exports of goods recorded an all-
time high, up 22.8% from 20192. China's ODI and overseas M&As both recorded growths and the
development of the external economic circulation has been positive. The global economy made its way
to reset and recover as vaccination rates increased. The 14th Five-Year Plan (2021-2025) for the
development of commerce issued by the MOFCOM firmly stated that the country will further support
Chinese enterprises in the participation of the reshaping of global industrial and supply chains by
promoting the synergy between domestic and foreign industries and by promoting the going abroad of
Chinese products, services, technologies, brands and standards. Chinese enterprises need to carefully
navigate geopolitics and international dynamics. Moreover, Chinese multinational enterprises should
improve cross-border operations, strengthen Chinese brands domestically and internationally and
strive to achieve a win-win situation. This could be conducive to improving the recognition of ‘Chinese
capital’ globally, creating a moreafavorable environment for the internationalization of Chinese -
enterprises in the longer run.” ?
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Global policy & requlation tracker

To reset the economy, some countries and regions have adopted favorable foreign direct investment (FDI) policies while some also
become vigilant of their strategically important sectors and cautious about foreign investors. At the same time, digital and green
economies are receiving more attention and companies looking to develop overseas need to be mindful of financing, operations, talent
and risk control, look out for innovation and transformation opportunities, as well as watch for the latest policies and regulatory
compliance requirements related to the digital and green economies.

China: On 16 July 2021, the Guidelines for Green Development of Foreign Investment Cooperation jointly issued by the Ministries of
Q Commerce and Ecological Environment aims to promote green development in production and operations, infrastructure, overseas
economic and trade cooperation zones, technological innovation, transformation of enterprises, as well as to comply with
environmentally conscious international rules and act in a greener way when they thrive in the overseas markets. Support to
enterprises for their overseas investment in the clean energy sector (e.q. solar, wind, nuclear and biomass energy) is prioritized.

China: On 21 July 2021, the Ministry of Commerce, Office of the Central Cyberspace Affairs Commission, and Ministry of Industry
and Information Technology jointly issued the Guideline for Cooperation in Foreign Investment in the Digital Economy. The guideline
encouraged digital economy enterprises to accelerate the establishment of overseas research and development and product design
facilities, strengthen cooperation with overseas technology enterprises in digital technologies to work on frontier technologies.
Enterprises were encouraged to capture the overseas digital infrastructure market opportunities and provide relevant digital
services. Digital economy enterprises were encouraged to improve the internal compliance framework, comply with relevant laws
and regulations of China and the host countries in addition to applicable international rules. The Guideline also mentioned to
strengthen the guidance and supervision of the going out activities in relation to digital economy, improve the relevant public
services, actively participate in the formulation of the international digital rules and standards, conduct appropriate risk
management and work toward a positive environment for international cooperation in the digital economy.

India: On 22 March 2021, India approved to increase FDI ceiling in insurance companies from the existing cap of 49% to 74%. The
move followed the raise in FDI limits to 100% in insurance intermediaries which has been effective since September 2019.

Japan: On 12 May 2021, Japan passed a digital reform bill and will officially establish the Digital Office commencing 1 September
2021. Among other changes, the country seeks to unify various rules in relation to personal information protection in its local self-
government bodies and non-governmental organizations and introduce a unified national personal information protection regime. It
will also digitalize Japan government's administrative procedures and make them available online.

o ¢

A 'ndonesia: On 1 July 2021, the regulation No.22/23/PBI/2020 relevant to the payment services industry issued last year by
Indonesia's central bank, Bank Indonesia became effective. The regulation requires a minimum 15% Indonesian shareholding, with
51% of the voting rights to be held by Indonesian investors in a non-bank payment services provider. A new business categorized as
a non-bank payment services infrastructure provider, including a provider of clearing and settlement services, must have a
minimum of 80% Indonesian shareholding, with 80% of the voting rights to be held by Indonesian investors.

A2 UK: On 27 April 2021, the UK Investment Council, chaired by the Minister for Investment, was established to enhance UK inward
» investment and inform the UK's independent trade policy by providing a forum for global investors and to advise the government.

Germany: On 1 May 2021, the 17th amendment to the Foreign Trade and Payments Ordinance entered into force. About 16
activities are newly added in the list covered by the FDI review mechanism. The thresholds triggering investment screening for
different types of acquisitions have been amended. Foreign acquisitions of 10% of voting rights in companies in defence, encryption
and critical infrastructure require notification. The thresholds for high technologies industries and agriculture was lowered to 20%.
The 16 activities include high-quality earth remote sensing systems; Al; automated driving or flying; industrial robots; certain
semiconductors; IT products or components for cybersecurity; aeronautical companies; nuclear technology; quantum technology;
additive manufacturing (3D printing); and network technologies.

Q European Union (EU): On 5 May 2021, the European Commission (EC) issued the proposal for new regulation to address distortions

caused by foreign subsidies in the single market. Under the proposed regulation, the EC can investigate any financial contribution
as foreign subsidy granted by non-EU authorities to companies active in the EU. The definition of foreign subsidy is similar to that
of state aid under the EU state aid rules. The regulation proposes the introduction of three tools, which are two notification-based
procedures and a general market investigation power. In July 2021, the EC adopted a legislative proposal and sought to tackle
foreign subsidies that cause distortions and undermine the level playing field in the EU market.

Oceania

. New Zealand: On 26 May 2021, New Zealand announced to revoke the temporary emergency notification regime in the Overseas

@ Investment Act 2005, from 7 June 2021, and the National Security and Public Order (NSPO) notification regime will replace the
Emergency Notification Regime and apply to certain transactions that do not need consent but might be contrary to national
security and public order. The NSPO regime gives the Overseas Investment Office and Ministers the power to call-in for review
foreign investments in a list of strategically important businesses.

Namibia: From 1 April 2021, all applications by Namibian nationals for the transfer, cessation and assignment of mineral licences
to foreign companies or persons may be granted provided 15% interest in the company is retained locally. The country’s Ministry of
Mines and Energy also announced that the temporary suspension of application for new fuel retail and wholesale licenses has been
lifted, effective 2 March 2021.

Sources: Ministry of Commerce of China (China MOFCOM); Xinhua; UNCTAD Investment Policy Monitor; Overseas Investment Office of

New Zealand; and European Commission
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» China's overall ODI A Up
USS$71.4 billion 12.3% YOY
» New non-financial ODI Up
US$53.9 billion 4.7% YOY
» B&R new non-financial ODI Up
US$9.6 billion 18% YOY

Investments in the information technology (IT), scientific
research services and transportation industries grew
relatively quickly at 26.8%, 74.2% and 98.7% YOY
respectively. The B&R non-financial ODI accounted for
17.8% of the total.
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Figure 1: China’'s non-financial ODI (USS billion)
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Overseas EPC

» The total value of newly-signed Up
China overseas EPC contracts 3.1% YOY
US$110.5 billion
» In B&R countries and regions Down

erqe 0
US$59.3 billion LT YOY

» The total overseas EPC turnover Up
USS$68 billion 12.2% YOY
» In B&R countries and regions Up

US$39.4 billion 10.6% YOY

China overseas EPC contracts made steady progress. The
number of new projects each value exceeding USS50 million
increased by 6% YOY to 404 and major projects included the
Nasiriyah International Airport project in Irag and the
Balakot hydroelectric power station project in Pakistan.

Sources: China MOFCOM

Page 4

Figure 2: Value of newly-signed China
overseas EPC contracts (USS$ billion)
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M&A

Figure 3: Announced value of China overseas

» Announced value A Up M&As (USS billion)
US$25.3 billion 51% YOY

» Announced deal volume Down
251 deals ¥ 10% vov 150

> InH1 2021, the announced value of China overseas 100
was M&As up 51% YOY. The Q2 2021 announced
M&A value was only US$7.8 billion, the growth seen
in Q1 2021 was not sustained and recorded a YOY
decrease of 17% and a QOQ decrease of 55%. 50

> The deterioration of the pandemic in several Asian
countries in the second quarter explained the

7.8
17.5

slowdown in Chinese M&A activities in Asia. In 0

addition, the impeded China-EU Comprehensive 2017 2018 2019 2020 2021
Investment Agreement also led to an increase in

regional geopolitical risks; economic EQl mQ2 Q3 mQ4

complementarity between the EU and China in the
longer run can still attract Chinese investment while
Chinese investors may be inclined to be more prudent
at the moment.

Sector analysis

Figure 4: Top five sectors of China overseas M&As in H1 2021

By deal value 9.0 5.0 3.1 2.7 1.9
USS billion. A+110% A +31% A +25% A +222Y% A +357%
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T™T Consumer Advanced Health care & Power
products manufacturing life sciences & utilities
& mobility
By deal volume 68 50 37 28 18
Number of deals, Vv 4% A +150% WV -14% V¥ -33% V -51%
%Yoy ™T Health care & Advanced Financial Consumer
life sciences manufacturing services products
& mobility

> By deal value, the top three sectors were TMT, consumer products and advanced manufacturing & mobility,
accounting for 67% of the total. The highest growth sector in H1 2021 was power & utilities registering a rise of
357% YOY, which was largely attributed to the China overseas M&As in the power & utilities and renewables
sectors among Peru, Spain and the United Arab Emirates. More activities in these sectors were also in line with
the commitment of China to promoting global green, low-carbon and sustainable development.

> By deal volume, the top three sectors were TMT, health care & life sciences and advanced manufacturing &
mobility, accounting for 62% of the total. The health care & life sciences M&As were more active with a 150%
growth in the transaction volume YOY.

Sources: ThomsonOne; Mergermarket, including data from Hong Kong, Macau and Taiwan and deals that have been announced but not yet
completed, data was downloaded on 5 July 2021; EY analysis
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Geographical analysis

US$10.4 billion A Up 210% YOY

> Mainly in consumer products, TMT and health care & life
sciences

> Marked investment increases were observed in the Netherlands,
UK, Finland, Spain, etc. Chinese M&As in Germany and France

were at their lowest in the past five years

> The largest Chinese deal in Q2 2021 was a Chinese transaction

in a Finnish health care & life sciences company, which is a
global leading supplier of upstream raw materials for in vitro

diagnostics (IVDs) and one of the main suppliers to the Chinese

acquirer. The global industrial chain will be further reshaped

and Chinese enterprises can also seek to further integrate their

overseas resources to optimize their upstream and
downstream networks

> Overall, the post-COVID investment landscape in Europe may
become progressively complex and compliance requirements

are getting more stringent. Chinese enterprises need to be
vigilant to policy risks

\[e]gdy -
USS$S4.1 billion A Up 31% YOY

> Key sectors were TMT and health care & life sciences. 97% of

China overseas M&As were made in the US

> Despite the vigorous FDI screening rules in the country, the
US TMT sector maintained its attractiveness, in particular,
the less sensitive hardware manufacturing, software
development, IT services, etc.

> According to the 2021 Annual Business Survey Report on
Chinese Enterprises in the US*, Chinese companies, despite
uncertainties, remained cautiously optimistic about the
overall business environment. In the longer run, Chinese
companies in the US continue to be committed to developing
in the US market and reinvesting profits made in the US to
their local businesses. In the meantime, they also need to
place a higher priority to strengthen the compliance system
and procedures amid the increasingly complex legal and
regulatory landscapes

US$9.3 billion A Up 4% YOY

> Key sectors were TMT, advanced manufacturing & mobility
and financial services. About 49% of new Chinese
investment in Asia went to TMT, marking a five-year high

> Mainly in South Korea and Japan as well as in the segments
of semiconductor product design and production, software
services, etc.

> Half of the top 10 destinations for China overseas M&As
were situated in Asia and they were Indonesia, South Korea,
Japan, Singapore and Vietnam; Vietnam entered the top 10
destination list for the first time in five years

*The 2021 Annual Business Survey Report on Chinese Enterprises in the
US released by the China General Chamber of Commerce - USA (CGCC)

and CGCC Foundation in July 2021 was jointly conducted by CGCC and

Ernst & Young LLP

Sources: ThomsonOne; Mergermarket, including data from Hong Kong,
Macau and Taiwan and deals that have been announced but not yet
completed, downloaded on 5 July 2021; EY analysis

Figure 5: Deal value and volume of China overseas

M&As by continent in H1 2021
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Figure 6: Top 10 destinations of China overseas

M&As in H1 2021 (USS billion)
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5.7
4.0
2.4
2.3
1.4
1.2
0.8
0.7
0.6
0.6

H1
2020

1.0
2.8
0.6
1.0
0.3
0.03
1.8

0.1

Growth %

447%
45%
340%
120%
338%
4,308%
-57%

426%

Latin . 0
US$0.6 billion A Up 802% YOY

> Key sector was power & utilities

> Mainly in Peru and Mexico

USS$0.5 billion A Up 94% YOY

> Key sectors were mining & metals and advanced

manufacturing & mobility

> Mainly in Zambia, D.R. Congo and Mali

US$0.4 billion W Down 59% YOY

> Mainly attributed by a Chinese company acquiring an
Australian interior design service company
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EY China Overseas Investment Network (COIN)

The China Overseas Investment Network (COIN) connects EY professionals around the globe, facilitates collaboration and provides
consistent and coordinated services to our Chinese clients to make outbound investments. Building on the existing China Business
Group in the Americas, EMEIA, and Asia-Pacific areas, COIN has expanded our network to over 70 countries and territories around the
world. COIN is part of the EY commitment to provide seamless and high-quality client services, worldwide, to Chinese companies going
overseas and doing business overseas. Our globally integrated structure enables us to deploy dedicated teams with strong local
experience and deep industry knowledge to provide seamless services to our clients. Website: ey.com/en_cn/coin

Contacts

Greater China

Jack Chan

Chairman, China

Regional Managing Partner, Greater China
Member of The Global Executive

+86 10 5815 4057

jack.chan@hk.ey.com

Beijing

Erica Su

Strategy and Transaction
Services Leader, Greater
China

+86 21 2228 2205
erica.su@cn.ey.com
Shanghai

Soon Yen Chong

International Tax and Transaction
Services Partner

Ernst & Young (China) Advisory Limited
+86 21 22288789
soonyen.chong@cn.ey.com

Shanghai

Arthur Chen
Partner

Chen & Co. Law Firm
+86 21 2228 8338
czj@chenandco.com
Shanghai

*Chen & Co. Law Firm is a member firm of EY

Regional Leaders

» Americas

Shau Zhang

Americas Area COIN Leader
+1 617 375 3792
xiaoging.zhang®ey.com
Boston, US

» EMEIA

Qinghua Xu-pionchon
EMEIA Area COIN Leader
+33 14693 4363
ginghua.xu-
pionchon@fr.ey.com
Paris, France

» Asia-Pacific

John Li

Oceania COIN Leader
+61 2 9248 5008
john.li@au.ey.com
Sydney, Australia
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Loletta Chow

Global COIN Leader
+852 2629 3133
loletta.chow@hk.ey.com
Hong Kong

Alex Zhu

Strategy and Transaction
Services Leader, China North
+86 10 5815 3891
alex.zhu@cn.ey.com

Beijing

Lawrence Lau

Financial Accounting Advisory
Services Leader, Greater China
+86 21 2228 2816
lawrence.lau@cn.ey.com
Shanghai

Wood Zhang

Audit Partner

Ernst & Young Hua Ming LLP
+86 10 5815 2086
wood.zhang@cn.ey.com
Beijing

Eric Xiao

Canada COIN Leader
+1 416 943 2943
eric.c.xiao@ca.ey.com
Toronto, Canada

Yi Sun

Europe West COIN Leader
+49 211 9352 20153
yi.sun@de.ey.com
Dusseldorf, Germany

Adrian Koh

ASEAN COIN Leader
+65 6309 6275
adrian.koh@sg.ey.com
Singapore

Jesse Lv

Global COIN Tax Leader
+86 21 2228 2798
jesse.lv@cn.ey.com
Shanghai

Julie Hao
Co-Leader

China Tax Outbound
Center

+86 10 5815 2805
julie.hao@cn.ey.com
Beijing

Edward Chang

Consulting Chief Operating
Officer, Greater China
+86 21 2228 5975
edward.chang@cn.ey.com
Shanghai

Michelle Ho

COIN Associate Partner
Ernst & Young

+81 70 2462 3618
michelle.ho@jp.ey.com
Japan

Fernanda Chang

South America COIN Leader
+55 11 9625 2084
fernanda.chang@br.ey.com
San Paulo, Brazil

Suwin Lee

The United Kingdom and
Ireland COIN Leader
+44 20 7951 7952
sleel®@uk.ey.com
London, UK
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EY | Building a better working world

About EY

EY exists to build a better working world, helping to create
long-term value for clients, people and society and build trust
in the capital markets. Enabled by data and technology,
diverse EY teams in over 150 countries provide trust through
assurance and help clients grow, transform and operate.
Working across assurance, consulting, law, strategy, tax and
transactions, EY teams ask better questions to find new
answers for the complex issues facing our world today.

EY refers to the global organization, and may refer to one or
more, of the member firms of Ernst & Young Global Limited,
each of which is a separate legal entity. Ernst & Young Global
Limited, a UK company limited by guarantee, does not provide
services to clients, nor does it own or control any member firm
or act as the headquarters of any member firm. Information
about how EY collects and uses personal data and a
description of the rights individuals have under data protection
legislation are available via ey.com/privacy. EY member firms
do not practice law where prohibited by local laws. For more
information about our organization, please visit ey.com.

© 2021 Ernst & Young, China.
All Rights Reserved.

APAC no. 03012846
ED None

This material has been prepared for general informational purposes only and is not
intended to be relied upon as accounting, tax, legal or other professional advice.
Please refer to your advisors for specific advice.

ey.com/en_cn/coin
Follow us on WeChat

Scan the QR codes and stay up to
date with the latest EY and COIN news.

EY COIN




