Busj_ness Investment Overseas |

~ g =

, _ @ Solution Centric
s, solubion-centsic, co, wk



Solution Centric Consulting Ltd has prepared this guide to
assist clients better understand the issues to be considered
when entering overseas markets

My purpose in presenting this guide is to identify the major issues that you need to consider when
deciding upon the best strategy to entering overseas markets. This guide is best used as a primer, or
check list, to ensure that the important factors are considered and should be tailored to your needs.

Proper preparation is the cornerstone of success with any investment and clients are advised to
carryout complete and detailed market entry strategies and feasibility studies before committing to an
investment strategy. This document has been designed as an introduction and should not be relied
upon on its own to provide the required detail for such a decision.

Solution Centric Consulting Ltd is in a strong position to help in analysing and planning your business
strategy as we have experience of international investment projects: we have relevant expertise and
can provide coherent and consistent project management of your staff and the other professionals
required to achieve your market entry strategy.

| hope that this guide gives you an understanding of what is required when planning to enter an
overseas market and | would appreciate your constructive comments to help me improve the
information provided. A briefing document such as this can only touch on the issues involved and
Solution Centric Consulting would be happy to provide more detailed advice on specific issues if
required.

Gary Garner
Director International Business Strategy
Solution Centric Consulting Ltd

@ Solution Centric



There are a number or reasons why a business may
consider investing in overseas operations

Increased profit and shareholder value through business growth

Provide services closer to the customer

Extending market opportunities

Better utilisation of resources

Take advantage of local knowledge, skills and resources

Diversify economic, political and business risk

- Take advantage of development aid and tax shelters
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Whatever the reason, business strategy is the starting
point for any investment decision

Management need to know where they are going NOW before moving
to a new investment decision

Understand current return and rewards

Understand current market trends

Understand your position in the market

Understand financial capabilities and gaps

Understand resource capabilities and gaps
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A number of key issues need to be considered in the
decision process that underpin success

Strategy

Location Knowledgg Sector Knowledge

Process & Information
Management

Organisation Finance

Local Partners
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Understanding the ‘strategic’ and ‘operational’ issues becomes
an iterative process throughout the decision making process

Economic
Environment

* Choosing the ‘right’ economy to
invest in requires a screening of
locations that have the potential for

* Building capabilities relevant to the significant business growth

new market and based on business
core competency underpins
sustainability

Business
Competency

i /
Sl];sliisiil:::sl;le / ive Xtakeholder forum to
Growth / e nature of target
market fley

Market Opportunity

Building appropriate process and
organisation structures aligned to
* Revising product offering to align strategy is critical to sustaining

with market taste.z and culture - Understanding the market profitable business growth
creates the ‘localised’ flavour

ired for elobal structure, trends, the behaviour of
required or global success consumers and propensity to spend

ﬂcreates the ‘backdrop’ for business
opportunity
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The place to start is with an assessment of the available
market opportunities

You will probably already have an idea of the markets that interest
you

If not, then desk research or business association data on
international trends would be a good starting point.

The expensive option is to commission original research on
international market trends and opportunities

Purchasing market intelligence and reports from research
consultancies can be cost effective

The market could be a country, region or global!
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A market entry strategy can be developed using business
analysis to assess the relative value of the target markets
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The next step is to select a location within the market that
best suits your strategy

This decision may be linked to your ‘supply chain’ operation
Government policy and incentives become important considerations
Taxation and statutory comparisons are important

The ability to ‘go it alone’ or not becomes a major consideration

In some markets, local knowledge and introductions become
important

The extent to which this is a first time investment affects the decision

The sharing of ‘risk’ with an trusted partner can help
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A structured approach to location selection is important
based on decision criteria relevant to your business

Screening * Appraisal * Entry * Implementation

Consideration of many Ip-depth markgt and Copsideration of Implementation of
potential location fmanmql appralgal of pptlmal entry route (99 chosen strategy
and/or markets competing locations Jomt-\{’enture Vs “go-it-
and/or markets alone”)

Development of a Choice of optimal Development of Training of managers,

: location and/or market appropriate entry strategy advice, policy
short-list of

strategy change, change

possibilities through

ranking attractiveness management, economic

impact analysis
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The choice of entry strategy depends on the relative benefits of the ‘go

it alone’ or strategic alliance approaches to you target market

“Go-it alone”

Market Entry

l

Strategicwalliance”

“Strategic alliance”

go-it aﬁone”
Site Greenfield Target/partner
identification Acquisition identification
M&A strategy

}

>

Due Diligence

<

i

Joint Venture
VS

Management

Management

v

Execution
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In selecting a ‘target’ a thorough understanding of its
operating strength and value is required

They must have the market potential to add value

They should provide an opportunity for growth

They should bring something that you do not have or cannot easily acquire

Partnership or acquisition must cost less than a ‘go it alone’ approach

You must be able to work with the organisation and its management

The legal and political environment should be predictable to do business

* You will need to conduct a ‘due diligence’ on the target
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Throughout the decision process an iterative financial
assessment and feasibility of the investment should be made

* Your strategy will determine your starting point, or hypothesis on
financial success

* Internal rates of return, cost of capital calculations and risk premium
will be established

- Due diligence on the market and target will provide data for the
financial model

- Economic, political and fiscal information will enable you to establish
the risk to forecast cash flows and risk premium calculations

- Where appropriate, a weighted cost of capital calculation can be made
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The investment’s costs and revenues are based on a mix of
operating, market and economic factors

Costs Revenues
Costs Key variables Market Value Economics Competition
Model
Labour *Exchange rates *Value *Economic trends *Existing players
*Premises *Wage Growth *Segmentation - income growth *New Entrants
*Taxes/duties Start-up slippage «Consumer trends
*Equipment

Scenario
Financial Model

: 1

Financial Projections

: 1

Location attractiveness

|

Scenario
Business Model

: 1

Financial Projections

: 3

Market attractiveness
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There are a number of Key issues to consider that if not
properly understood could adversely affect your plans

Does the host government have an ‘offset’ expectation for new
investment?

Does the host government expect assets injected into the project to be
‘new’ and imported?

How strong is the rule of law — particularly for commercial contracts?
What is the instance of corruption? What is your view on this?

Can you obtain the technical support for plant and machinery?

What is the education standard of the working population?

What is the impact of tax, exchange rate and policy changes on your

plan?
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Offset arrangements involve government and business in a set or relationships that
can combine diplomacy, trade and business factors

Trade Negotiation

Export Credit
Guarantee

Contract Negotiation

Net Procurement ‘cost’ to Buying Nation

Offset commitment established
Valuation of offset ‘credits’

Exchange of Contract Consideration

Offset ‘credit’ to fulfil obligation
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A number of approaches can be adopted that extend the traditional
approaches which could be attractive to host governments

Counter Trade / Barter

<

* Act as trader / clearer of host country

product?

* Active market maker for host goods?

* Provide channel / logistics service?
¢ Valuation considerations?

i

Offset Trading / securitise Model

* How to recognise tradable item?

* How to value offset?

* How to value Premium offered to
‘buyer’ of offset (= Vvownership
model risk?)

¢ Link to identifying ‘other’ inward
investors?

¢ How to avoid mere substitution rather

than ‘new’ benefit to host economy?

v

Direct Purchase <

- »

Indirect Offset credit

» Knowledge Transfer (valuation model?)
» Non contract related purchases / investment

>

Economic Impact

* Multiplier effects
* Benefits valuation model

—» Competitive Adv through SCM

—>{0ity

* Supplier capacity building
« Skills developed / trained

advantage (mutual benefit)
e etc

* Improve supply chain and competitive

Seed capital /venture capital

\ 4

* Local supplier
start up

* Limiting
liability

« Exit strategies

% Ownership of local supplier

| | [ 1
Lv] v v v e——

Key

‘Traditional’ approaches [ 1
Extension of ‘Traditional’ ]
‘New’ approach /]

Offset satisfied o] >
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Project planning and control is important to success and
requires the alignment of the issues raised today

« Appoint a person senior enough to take responsibility —
probably YOU!

- ldentify the relevant issues to be addressed

- ldentify resources required to achieve success

* Prepare a plan with time line and dependency

* Delegate responsibility and time lines for action

- Establish regular briefing and management sessions

« Communicate
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An outline plan is shown below and this should be tailored to meet the
circumstances and requirements that you face

Strategy * Appraisal

* Competitive * Plan &
Analysis Implement

Identify current In-depth market and Identify competitor Build a sustainable
strategy and strategic fmanmaldappralfal Oft' characteristics, past plan for action,
options for potential proposed investment, strategies, strengths building on strength to
scenarios | identify strength and and weaknesses overcome competition
i weaknesses '
‘ iUnderstand capacity Understand the threat Action plan to cover
Develop “hypotheses. to compete in current and opportunities in new identified gaps; build
for alternative actions’  imarket against current market against current capability and skills;
icompetition and prospective location and product
competition design to match / beat

competition

________________________________________________________________________
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The next few slides summarise some of the core areas of
complexity that need will drive project activity

Strategy and business plan alignment

Prepare detailed business plan aligned
to investment and corporate strategy

Prepare financial and market anakysis
in support of business plan

Finalise marker entry strategy
Government policy impact review

Implementation programme
management

Transaction Completion & Due Diligence

Identify need for negotiation support
with government and partners

Liaison with legal and financial advisers

Completion review and due diligence of
contractual obligations to ensure
alignment with strategic decision

e Corporate Governance

local board structure and composition
compliance with local corporate legislation
employee relations & communications

HR policy development and alignment to
local legislation

compliance with accounting standards
local & HQ governance alignment audit

e Operations Design

organisation design and change
skills and capability review
business process design

supply chain design

financial systems review
information technology alignment
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And finally, a change management plan is needed to ensure that
the ‘people’ issues are properly covered by the project plan

e Establish core operational
capabilities

Recruiting the right people and skill
set

Impact of localisation policy

Training of local and ex-pat
managers

Orientation of expatriate families
Determine practical (& localised)
aspects of getting business done
e.g: -

* supply chain/logistics;

* business architecture:
organisation structure and
process

 aligning ‘home’ operational
style to local tastes and
culture

IT systems review and specification

An holistic approach to implementation is drawn
together through strategic change management

Business Context

Process
Centric
Organisation
Design

Organisation
&
People

Info
Driven

Information
Technology
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The following is a brief check list of the key issues and
related matters to be considered in your plans

A e -

A e -

feasibility/appraisal
impact of govt. policy on strategy

where to locate

business plan

partner finding

marketing strategy & pricing
supply chain/logistics
licensing/government relationships

transaction support

identify the scope of the
opportunity in target market

how quickly will benefits arise?

where to locate to leverage
opportunity

structure plans, budgets &
operating model

identify knowledge, skill legal gap
and determine best partner fit

competitive environment, legal
demands

how to overcome global supply
chain management issues
identify requirements and pit falls

negotiations, representation,

analvsis
AT 'Ml] T
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For more information on any topic raised, please contact
us

Gary Garner

Director International Business Strategy

Mobile: +44 7710 658 448
London: +44 (0)207 925 2898
2/f, Ames House

6 Duke of York Street
London SW1Y 6LA

United Kingdom

Offices in Kuala Lumpur, Hong Kong & Sydney
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