Invisible Assets — Important Wealth of Enterprises
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When two products are similar, is it
easier for a newly founded IT company
to compete with IBM and gain the order?
New companies usually need higher
cost to attract customers. Actually, such
difference is the direct cause for income
gap between enterprises, and such

difference is just invisible asset.
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How much value does the enterpriser
or the critical management team have
when we invest and merge a high—growth
enterprise? Is it necessary to involve
their value into asset management
system of the enterprise? The answer is
apparent. Just like investing 50 million
to a scientific company; probably 40
million of such investment is paid
for the company’ s invisible assets.
Unfortunately, value of invisible assets is
generally excluded from balance sheet of

enterprises.
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So far, much invisible value
has not been admitted by traditional
capital conceptions, even have not
been incorporated into enterprise asset
management system, like customer,

talent, technology, management right......
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With innovations on production
factors and evolution on regulations,
scarcity of resource has been changed,
which refers to the transformation from
absolute lack of material property in
industrial economy era to relative lack of
invisible assets like intelligence in the era
of knowledge—driven economy. Relevant
researches have indicated that invisible
assets’ share in value of worldwide
enterprises has grown from 20% in 1975
to 80% in 2012.
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What is invisible asset? Is it the
same as intangible asset? For recent
years, we have found that more and more
people start to talk about invisible assets
and most of them concentrate on brand,
competitiveness and intellectual property.
They are definitely important, but we
take the view that the actual mean of
invisible asset is larger, deeper and richer

in investment and merger projects.

B 2R ER = BRI
BrEARARIG? LN JLARE, AR BE
LW NRIBE L, L PEaE
HAEm IR, FE4 D FIEIR A=A T
M. BIEEZERN, H2®RMAHE
BRI E B R EOE &
SCHET R, RN AN,

The definition of assets of an
enterprise is made in a narrow and
conventional view: factory, equipment,
real state, cash deposited in banks, etc.
If such definition can be a little larger,
you may admit that brand value or labor
resource of a company is also part of
company assets. Nevertheless, we don’ t

agree that such opinion is accurate.
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In investment and acquisition
projects, CPL suggests investors to
measure value of the target corporation
level. For

at an “integrated finance”



example: aside from financial statement, is there any other factor

that can create more shareholder value for the enterprise?
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Based on value creation, we believe that all factors
favorable for creating more shareholder value for enterprises
can be included in the scope of invisible assets. Such factors
include: customer communication channel, technical skills,
present equipment scale, abundant market channel, wide relation
network, rich information about relevant products, loyal user

groups, etc.
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These factors are of great importance in the aspect of
exploring new growth method, competitive advantage of
differentiation can be created, and the company will gain more
opportunities of further development if these factors can be
revolutionarily used.
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Reason for invisible assets being so important is that they
can cause positive lever benefits on business. Like financial lever
can promote investment benefits, invisible assets can promote
enterprise’ s business capacity. The invested enterprise creates
value for its customers through business procedures; while
invisible assets bring more benefits and profits in a shorter time

through business procedures.
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Once we make function of invisible assets, we will be able
to expand or reuse at lower cost or even no cost, which indicates
that marginal revenue of these invisible assets is very attractive,
such as a well-known brand, position on the supply chain,

exclusive software solution.
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If the invested corporations are stable enterprises, such
enterprises have accumulated abundant invisible assets during
their years of or even decades of major business development
which usually contains enormous potential value. Unfortunately,

most of them are neglected.
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Invisible assets are of critical effect in corporation’ s
expansion and new business development. If corporations can
make advantage of such invisible assets in an appropriate way,
they could be able to attract more customers and create business

with higher profit rate.
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In our view, an obvious difference between invisible asset
and material asset is that invisible asset possesses lever effect
which can bring you doubled income if you use them frequently;
meanwhile, information is enriched and deepened, which makes
the customer relation network wider, such as Facebook, and the

“three great companies” of China’ s internet industry, Baidu,
Tencent, Alibaba...... There are much more examples of such
lever benefits aside from these mentioned cases.
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Furthermore, invisible assets are favorable for corporations
developing efficient competitive barriers as they can hardly be
copied, such as customer relation of SAP, brand of Coco Cola,
technical advantages of Microsoft...
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Invisible assets can be classified into several types. We
have sorted them into 4 large classes, and each class contains
the possibility of becoming potential resource for sustainable

growth.
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This type is the one that has been known by many investors.

The intangible assets in this class include: intellectual property

[ CPL
il w1 @
TS ARRS - AN - PEH

8




and relevant contents (Intel’ s patent
right), methods, core competitiveness
(GE’ s distinguished operation capacity)
and brands (McCarthy, Roland Berger,
etc).
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Customer Resource & F1&

Customer resource of a company
is very effective for developing new
business. The Company which own
good customer resources is just like
respected time—honored brand; they can
help companies save time immensely
and develop products and services
with a lower cost and better accuracy.
For instance, Tencent has a very wide
customer connection; therefore their
business can usually attract wider market

support.
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Information assets are invisible
assets most easily to be neglected or
underestimated. Though companies have
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made great investment, hoping preserve
relevant information of business in past
10 years by using these resources, most
of these companies have not considered
information assets as a redirector for
meeting customers’ new needs and
creating growth in the next stage. In
2012, rapid growth of Qihoo 360’ s SE
business can be defined as a successful

case about using information assets.
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Definition of strategic real estate and
special business license are in accordance
with the company’ s position in the
industry, as owning a valuable strategic
real estate or special business license
equals to owning one of best locations in
CBD in Beijing. Comparing with other
competitors, this orientation will create
advantage in cost when company entering
new market. Like CNPC, BGCTV.
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Attention shall be given to Invisible
Liabilities J¥ S fa b fi fi

There exist invisible liabilities while
invisible assets exist. In most cases,
one factor can be asset of an enterprise,
but it can also be an obstacle against
growth. Organization structure, old ideas,
accounting, assessment and management
system, each of them may hinder business

growth of the target enterprise.
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A company is required to face many
external liabilities, such as complex
intra—investor relationship on the industry
chain, enormous quitting cost; both of
them can hinder the development of a
company. This also requires us to identify,
study and overcome them in investment
and merger project, and transform them
into factors which can motivate growth.
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“A dinosaur’ s brain would only react several hours after
it stepped on a spin” ! In many companies, executing new
measures is required to pass many verification and go through
fussy procedures, especially in organization with strict hierarchy;
meanwhile, changes of market environment usually happen
faster than company’ s decision—making, which will actually
restrict innovation; while good institution and corporate culture
usually become resistances against innovation, which results
in low efficiency and risk phobia in the organization, lack of
self—conscious capability for trying new methods and stuck
into trouble. Recently, Baidu emphasized the “culture of wolf

nature” in order to reorganize innovation capability.
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Defining Value Evaluation System of the Target
Company 5 X HF#2 w0 (6 vEG 6 &

For investment companies, invisible assets and invisible
liabilities have cast important impact on the value creation
process of invested companies; they shall be involved as a major
part of the invested asset system; which is of great significance
for target enterprises to maintain vigor of new business, or

taking a method of differentiation and sustainable development.
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There is still no completed assessment management method
toward invisible assets in the world. As an institution that
provides specialized service for investment and merger, CPL
started to focus on the issue of assessment and quantification on
invisible assets and invisible liabilities of investment projects

some years ago.
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Summary &%

We believe that knowing these new thoughts and

assessment systems is of rich meaning for both investors and
managers. When developing investment and merger solution,
aside from defining invisible assets, it is more significant to
recognize invisible assets possessed by invested companies and
how to further create maximized shareholder value by using

companies’ invisible assets!
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This paper is complied by CPL Consulting Co., Ltd.
for our customers and employees; the content is only worth
for general reference. We recommend readers to consult
financial, tax and law consultants for professional suggestions
before making decisions based on related papers. If you have
the willing to consult us for data and document mentioned
in this paper, or else, other analysis and suggestions, please

contact us: :
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