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FDI and the U.S. Economy

#1 —> The United States is the largest recipient of foreign direct
investment in the world.

16% of U.S. Exports —> 1n 2011, U.S. subsidiaries of foreign-owned firms accounted for
16 percent of all U.S. goods exports.

~6 million U.S. jobs ——> In 2011, subsidiaries employed 5.6 million U.S. workers.

R&D Investments —— n 2011, subsidiaries invested $45.2 billion in research and
development in the United States

Investments in —— In 2011, subsidiaries owned $1.6 trillion in gross property, plant,
Fixed Assets and equipment (PP&E). They invested more than
$177 billion in PP&E improvements in one year, alone.

O’MELVENY & MYERS LLP

Sources: Bureau of Economic Analysis; UN Conference on Trade & Development



N
Global FDI Trends
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20 largest country recipients by FDI stock in 2012; Currency displayed at current market value.
Source: UN Conference on Trade and Development



- ]
Global FDI Trends

#1 AT Kearney’s 2013 FDI Confidence Index

China: #2 Germany: #7 UK: #8 Ranking: FDI Confidence Index

1 United States
2 China
IESE Business School’s 2011 Venture Capital 3 Brazil
# 1 and Private Equity Index 4 Canada
Canada: #2 UK: #3  Germany: #7 o India
6 Australia
7 Germany
8 United Kingdom
# World Bank’s Ease of Doing Business 2012 9 Mexico
Ranking 10 Singapore
Singapore: #1  Hong Kong SAR: #2 New Zealand: #3 || o a7 keamey

# World Economic Forum’s 2012-2013 Global Competitiveness rankings
UK: #8 France: #21 Germany: #6
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U.S. FDI Trends

Top 15 FDI Stock Positions, 2012
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Source: Department of Commerce, Bureau of Economic Analysis — FDI Position by Ultimate Beneficiary Owner
© International Trade Administration 2013
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U.S. FDI Trends

Top 15 FDI Growth Markets, 2012
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Note: Figures denote 5 year compound annual growth rate (2008-2012) of the stock FDI position and the total stock of FDI in the United States
Source: Department of Commerce, Bureau of Economic Analysis — FDI by Ultimate Beneficiary Owner
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FDI in the United States by Industry, 2012

FDI Position in Manufacturing, 2012: FDI Position in Services, 2012: FDI Position in Other Industries, 2012:
898.9 billion USD 721.1 billion USD 562.8 billion USD
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Food 14% and hunting
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Machinery leasing 41% 'Transportgtion and
12% Transportation equipment warelhousmg .
° " Professional, scientific, and 2% Holding companies (nonbank)
26% Chemicals technical services °
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Other manufacturing
FDI Position in Wholesale Trade, FDI Position in Information, 2012: FDI Position in Retail Trade, 2012:
2012: 123.8 billion USD 51.7 Billion USD
292.4 billion USD 3
0% —_ 1% . , . 4% =7 T\0%
~ Data processing, hosting, and \_\ Food and beverage stores
related services 5%
" Broadcasting (except internet) Clothing and clothing
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Electrical goods 43% recording indust‘riels 45% Other retail trade
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= Petroleum and petroleum and database publishers 12% Health and personal care
. i stores
products Software publishers Furniture and home
" Other . furnishings stores
Other Information o Nonstore retailers
24% g2l
Telecommunications Electronics and appliance

stores
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Source: U.S. Bureau of Economic Analysis © International Trade Administration 2012
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FDI Growth in the United States by Industry

FDI Growth in the United States by Major Industry Sectors

(Compound annual growth rate in FDI position between 2008 and 2012 on a historical cost basis)

Manufacturing: Petroleum refining & extraction

Manufacturing: Petroleum and coal products
Depository institutions (banking)

Professional, Scientific, and Technical Services

Manufacturing: Chemicals

Retail Trade

Finance and Insurance

Manufacturing: All

Manufacturing: Transportation Equipment

Manufacturing: Food

Manufacturing: All Machinery

Manufacturing: Fabricated Metal Products

Primary and fabricated metals

Manufacturing: Computers and Electrgnic Products
Whoplesale trad
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***Information” includes “publishing industries, including newspaper, periodical, book, and database publishers.” FDI in publishing industries
experienced -11.6 percent CAGR during 2008-12.
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Source: Department of Commerce, Bureau of Economic Analysis © International Trade Administration 2013




FDI Growth by Industry:

Manufacturing FDI in the United States Continues to Grow

CAGR: Manufacturing FDI in the United States, 2008-12

Other manufacturing: Integrated petroleum refining and extraction
Other manufacturing: Petroleum and coal products
Basic chemicals

Ventilation, heating, air-conditioning, and commercial refrigeration
Asphalt and other petroleum and coal products
Bakeries and tortillas

Electrical equipment, appliances, and components
Grain and oilseed milling

Glass and glass products

Semiconductors and other electronic components
Navigational, measuring, and other instruments

Meat products

Other chemical products and preparations

Soap, cleaning compounds, and toilet preparations
Seafood product preparation and packaging
Pesticides, fertilizers, and other agricultural chemicals
Printing and related support activities

Apparel

Converted paper products

Other machinery

Chemicals

Other manufacturing
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Source: Department of Commerce, Bureau of Economic Analysis
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FDI Growth by Industry

Solid Growth in Banking, Finance, Professional, Technical Services

CAGR: Finance & Insurance FDI in the United States, 2008-12

Activities related to credit intermediation
Banks
Funds, trusts, and other financial|vehicles

Securities and commodity contracts intermediation and brokerage

Life insurance carriers

Insurance carriers and related activities

Securities, commodity contracts, and other intermediation and related activities
Insurance carriers, except life insurance carriers

Finance, except depository institutions

Nondepository credit intermediation and related|services

Nondepository credit inter)r%ediation

Other financial investment activities and exchanges
Agencies, brokerages, and other insurance related acti

CAGR: Professional, Scientific, and Technical Services FDI in the United States, 2008-12

Specialized design services ;

Computer systems design and related services |

Accounting, tax preparation, bookkeeping, and payroll services |
Advertising and related services |

Legal services !

Other

Architectural, engineering, and related services

Other professional, scientific, and technical services
Management, scientific, and technical consulting

Scientific research and development services

-10% 0% 10% 20% 30% 40% 50% 60% 70% 80%
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Source: Department of Commerce, Bureau of Economic Analysis © International Trade Administration 2013
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FDI Growth by Industry

Mixed Growth in Wholesale Trade, Retail Trade and Information

CAGR: Wholesale Trade FDI in the United States, 2008-12

Farm product raw materials

Groceries and related products
Professional and commercial equipment and supplies
Hardware, and plumbing and heating equipment and supplies
Miscellaneous nondurable goods

Drugs and druggists' sundries

Miscellaneous durable goods

Petroleum and petl

CAGR: Information FDI in the United States, 2008-12

Other information services

Motion picture jand sound recording industries

Other telecommunications

Telecommunications

Software publishers

Newspaper, periodical, [book, and database publishers
Publishing industries

CAGR: Retail Trade FDI in the United States, 2008-12

Nonstore retailers

Food and beverage stores
-

otor vehicle and pdftS"dealers™
|
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Source: Department of Commerce, Bureau of Economic Analysis © International Trade Administration 2013




US$ Millions

N
U.S. FDI Trends — Asia Pacific

The Stock of FDI from Asia-Pacific to the United States was $448.4 billion in 2012
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Source: Department of Commerce, Bureau of Economic Analysis © International Trade Administration 2013
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U.S.-China FDI Relationship

#1 Fastest —— FDI from China to the United States has
Growing Source grown at 71 percent CAGR, 2008 — 2012

Ranked 28" —— Investor in the United States, by Stock FDI
Largest Source from ultimate beneficial owner, 2012

$10.5 billion —— Size of Chinese FDI stock in the U.S., 2012

12,000 U.S. Jobs —— Number of U.S.-based employees of
Chinese firms, 2011

$366 million —— R&D Expenditures by U.S. subsidiaries of
Chinese-owned firms

Sources: U.S. Bureau of Economic Analysis
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U.S.-China FDI Relationship

A Comparison with Global Trends

China to U.S. $10.5 billion  $1.37 billion

U.S. to China 51.3 billion - 3.5 billion (n/a)
China to World $832 billion $84 billion 15
World to China 509 billion 121 billion 2

Sources: UN Conference on Trade and Development (UNCTAD); U.S. Bureau of Economic Analysis (BEA)

O’MELVENY & MYERS LLP
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U.S.-China FDI Relationship

Announced Chinese FDI Projects in the United States by Industry
(2003-Present)

Automotive OEM
6%

Metals Textiles
(o)
Automotive 6% 5%
Components Electronic Components

6% 23%

Financial Services

9% Communications

: 15%
Software & IT services

8%
Industrial Machinery,
Business Services Equipment and Tools
9% 13%

Source: fDiMarkets.com
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Drivers of Growth in Foreign Direct Investment
into the United States
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N
Drivers of Growth in FDI into the United States

« Aggressive Obama Administration Policies - to make the United States a
global magnet for innovators

— SelectUSA
— Visa/Immigration Reform

— Private/Public Partnerships
» Ex. National Network for Manufacturing Innovation (NNMI)
« Ex. Manufacturing Extension Partnership (MEP)

« Skilled, Productive Work Force and Developed Manufacturing Base
« Legal and Financial Incentives for Investment
* Free Trade Agreements and Free Trade Zones

Advanced Legal System and Developed Alternative Dispute Resolution

_ . . O’MELVENY & MYERS LLP




Legal Considerations Relating
to FDI into the United States
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Primary Legal Considerations in FDI Transactions

1. Review and Approval of the Inbound Investment
— Industry Specific Restrictions on Foreign Ownership
— National Security Review (CFIUS)
— Antitrust Review

2. Ongoing Considerations
— FCPA/Bribery
— Labor
— Intellectual Property
— Consumer Protection
— Taxation
— US Securities Markets

o
O’MELVENY & MYERS LLP




Review and Approval of the Inbound Investment -
Industry specific restrictions on foreign ownership

Most industries have no limitations on, and welcome, FDI.

— EXx. clean energy, infrastructure development, retail, service and general
manufacturing, etc.

Certain, limited, industries are subject to ceilings on foreign ownership.

— Ex. Defense, civil aviation, shipping, communications, energy/natural resources,
banking, advanced electronics, and biotech.

O’MELVENY & MYERS LLP




Review and Approval of the Inbound Investment —

National Security Review (CFIUS)

Committee on Foreign Investment in the United States (CFIUS)

2013 CFIUS Approvals
— BGI/Complete Genomics — first ever Chinese takeover of public American company
— Shuanghui/Smithfield Foods — largest ever Chinese takeover of American company

Recommendations
— Shape perceptions of the “character” of the foreign investor.
— Plan outreach early, build public support, and raise public profile.
— Conduct extensive regulatory and political due diligence.

— Consider foreign government ties (especially foreign government ownership or control), compliance
record with respect to international non-proliferation regimes and other national security matters.

Takeaways
— Very few transactions have ever been blocked or modified on national security grounds.
— CFIUS gets a lot of media attention, but, in reality, risks are low (especially outside key industries).

— Risk is low and can be managed through proactive planning.

O’MELVENY & MYERS LLP




Review and Approval of the Inbound Investment -
Antitrust Review

Antitrust Law in the United States

— Enforced by the Antitrust Division of the US Department of Justice and by the
Federal Trade Commission.

— Agencies are authorized to challenge anticompetitive conduct and mergers,
acquisitions and other business conduct.

Recommendations:
— Timing: Anti-trust review and approval can take significant time.

— Plan early: Understand antitrust implications and optimal transaction structure to
anticipate future issues.

— Retain advisors with contacts and experience within the DoJd and FTC to facilitate
the process and ensure efficient resolution.

o
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Ongoing Considerations -

Foreign Corrupt Practices Act & Bribery

The Law
— FCPA applies to any act by US businesses, foreign corporations trading
securities in the United States, American nationals, citizens and residents and

any person who has a degree of connection to the US.

— Covers any payment (monetary or otherwise) to, or attributable to, foreign
officials, candidates and parties.

Recent Developments — Increased enforcement

Recommendations
— Conduct internal audit to assess potential violations and liability and prepare for
anti-corruption due diligence.
— Implement a robust compliance program including reporting, record keeping and
internal controls.
— Address FCPA issues early and proactively.

O’MELVENY & MYERS LLP




Ongoing Considerations -
Labor Laws

Complex Framework of Overlapping Laws and Regulations
— Pure Labor Laws
— Compensation and Wage Laws - Minimum Wages, Restrictions on Executive Compensation
— Workplace Safety - Occupational Safety and Health Administration
— Labor Relations and Unions
— Equal Opportunity and Anti-Discrimination - gender, race, color, sex, religion, age or national origin

Recommendations

— Reputational Risk: Labor issues are very political in the United States, often garnering outsized
media attention.

— Class Actions: Treat labor issues as if they have the potential for a class action lawsuit.
— Consider Cultural Differences and Management Styles.
— Ongoing Compliance: Training and systems in place to manage labor relations and compliance.

o
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Ongoing Considerations -

Intellectual Property — Patent, Copyright, Trademark

The United States has a robust and extensive system for the protection of IP.

Recent Developments — Increased, large stake litigation; patent trolls.

Recommendations:

— Assess acquirer’s current IP practices, including any potential infringement under
US laws.

— Understand the role IP plays in the target business and the extent to which the
target has protected such rights.

O’MELVENY & MYERS LLP




Ongoing Considerations -
Taxation

US Tax Law

— The United States has a complex tax code, with regulations at the federal, state and local
levels.

— Federal Corporate Income Tax - nominally a 35% tax rate, however a variety of exceptions,
exemptions and credits substantially reduce the real tax paid.

— Federal Capital Gains Taxes - Recently increased from 15% to 20%.

— Currently, there are numerous proposals to simplify that tax code, but none has gained much
traction, and any material change is, at minimum, years away.

Recent Developments
— Renewed focus on Bilateral Investment Treaties.

Recommendations

— Bring in tax professionals early in the process to structure the inbound transaction in the
most tax efficient way.

— Utilize the variety of tax exceptions, exemptions and incentives available at the federal, state
and local levels.

O’MELVENY & MYERS LLP




e
Ongoing Considerations -

Regulation of US Securities Markets

The United States securities laws are highly complex and regulate access to
the public and private capital markets.

Recent Developments - Renewed focus after corporate governance scandals

of early ‘00s (Enron, Worldcom) and recent financial crisis - led to SOX and
Dodd Frank

Recommendations:
— Carefully consider:

» type of deal (public v. private, etc.) and securities laws implications

+ type of financing will be required? Both to effectuate the transaction and to operate the
business.

 level of disclosure the acquiring company is comfortable with (reporting requirements
may be triggered)

 exit strategy at the outset - IPO? Financial/Strategic Sale?
— Importance of advisors with experience at the SEC

o
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Ongoing Considerations -
Increased Shareholder Litigation Against US-Listed
Chinese Companies

In 2011, there was a spate of shareholder lawsuits filed against US-listed
Chinese companies that continues to this day.

Some of the lawsuits originated from short sellers publishing “analyst reports.”
Others came from legitimate concerns surrounding reverse mergers.

Recommendations:

— Carefully consider:
« ways of going public: through IPO or reverse merger
+ keeping shareholders informed when there is a drop in stock prices
« importance of working with auditors long after going public
 hiring a good team that knows US regulatory rules and Chinese standards
* increased communication between Chinese and US regulatory bodies

o
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Ongoing Considerations -
Consumer Protection

Renewed focus on consumer protection in recent years.

Recent Developments.

— Growth in consumer litigation in recent years, particularly class action litigation
over consumer products, foods and beverages (everything from shoes to tires to
cellphones).

— Recent increase in government enforcement actions brought by federal
government and state agencies/attorneys general.

Recommendations
— Have strict compliance programs in place to ensure compliance with U.S.
manufacturing, safety, advertising, and labeling standards.

— Seek approval from legal department for all marketing and advertising materials
(particularly those relating to health, nutritional, fithess benefits of the product).

Retain exierlences class action counsel.
. . O’MELVENY & MYERS LLP




Recommendations to Mitigate Political/Legal Risks
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Recommendations to Mitigate Political/Legal Risks

1. Conduct a Comprehensive Risk Assessment early in the process.

2. Develop a Holistic Plan for Navigating Process

— Carefully Select Advisors Who Will Work Together As A Team — Look for:
« Expertise in a variety of areas and in similar transactions.
» Active partners who will work efficiently and collectively towards end goal.
» Government experience and contacts.

— Plan Holistically
— Begin Outreach Early - Public Relations and Politics are vital

3. Comprehensive Diligence of Acquirer and Target

— Most problems can be resolved if discovered (and disclosed, if necessary) early
in the process.

4. Implement a Rigorous Compliance Program

O’MELVENY & MYERS LLP
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Case Study:

BGI-Shenzhen Acquisition of Complete Genomics

First-ever acquisition of US public company by a Chinese buyer

Issues: OMM:
- M&A Practices Groups:
— Securities - M&A
— International M&A — Securities Litigation
— Merger Defense/Securities Litigation — Antitrust
— Antitrust review — China Practice
— Chinese regulatory review — Government Relations
— National Security review (CFIUS) — Intellectual Property
— |IP and privacy - Tax
— US and International Tax Structuring — Capital Markets
— Executive Compensation — Health Care
SEC and Stock Exchange Regulations — Labor
-E K E E . Offices: Beijing, Shanghgi, Los Apgeles, Washington
Complete ’ DC, New York, San Francisco, Silicon Valley
B G ' genomics
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Conclusion

Business case for Chinese FDI into the United States is strong.

Legal risks can be managed and mitigated with proper planning.

O’MELVENY & MYERS LLP
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