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'Lipstick Effect' in Full Swing, Investment Rises in Some Industries amid Crisis

Written by Lei Zhonghui (Intern),

Financial Advisory Services of Zero2IPO Group

The global financial crisis that broke out in the
second half of 2008 has plunged the stock
markets worldwide into a sustained slump,
leading to a rapid slide in global VC
investment. Chinese market has also been
unable to escape unscathed, with the number
of VC investment deals plummeting 60% -70%
from the second half of 2008 to the first quarter
of 2009 and the quarterly investment amount
faling more than 50% . In terms of industry
distribution, Traditional industry has seen the
deepest slide in investment, while those affected
by the "lipstick effect" stayed upbeat. Since the
outbreak of the crisis, online game, media,
entertainment and leisure industries have seen
an upswing, rather than a reduction, in the

number of investment deals.

The ‘lipstick effect",
also known as
product
preference tendency",

"inexpensive

is an interesting eco- www.315.com.cn 2009-07
nomic phenomenon. www.360buy.com 2008-12
In the United States, www.udooo.com 2008-11
lipstick sales tend to
rocket in lean times. www.vancl.com 2008-08
In time of an eco-
nomic crisis, changes . 2008-07
will take place in  intohotel.com
consumers' buyin

ying www.leyou.com 2008-06

psychology and beha-

. Source: Zero2IPO Research Center
vior and every con-

sumer turns into a hard bargainer. An economic
crisis will also boost the sales of inexpensive
cosmetics such as lipsticks and cultural products.
The “lipstick effect" theory was first identified

during the Great Depression in the 1930s.

As the latest evidence of the theory, US block-
buster Transformer 2 raked in US $240M within
five days after hitting the screen worldwide on
Jun. 24, second only to Batman: The Dark
Knight. In China, the box office of Transformer
2 also reached RMB150M in five days. Such a
huge box office success amid the global

Investee Time

Table 1 Financing Deals in E-commerce Industry since Jun. 2008

Investment
Investor

Amt.
Fortune VC RMB100M
Bull Capital Partners, Capital Today US$21M
SIG Asia, Legend Capital US$3M
Qiming Venture Partners, IDGVC,

US$20M
SAIF Partners, Ceyuan Ventures
Kleiner Perkins Caufield & Byers,
Hangzhou Tonghui Venture Capital, N/A
Zero2IPO Capital
AsiaVest Partners, Deutsche Bank N/A

economic crisis is largely attributable to the role
of the "lipstick effect".

According to research results, the "lipstick effect"
has the biggest impact on inexpensive consumer
product and cultural and entertainment products.
In time of the Internet boom, the effect tends to
be more obvious in online game, e-commerce,
movie  entertainment and leisure industries.
When consumers are forced to forgo extravagant
purchases like houses, cars and holidays, they
are more likely to seek comfort by buying
inexpensive items and services online. These
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areas are also most attractive for VC investors.

1. "Lipstick effect® on E-commerce

Since middle 2008, e-commerce, especially B2C
e-commerce, has been red-hot in China.
360buy.com and Vancle.com are the most
representative companies in the industry. Both
adopt the e-mall mode, respectively aiming to
expand the Internet sales channel in the
electrical appliances industry and men's wear
industry. 360buy.com reported a yearly sales
income of RMB1.321B in 2008, quadrupling
that of the previous year. It aims to net a
sales income of RMB4.00B this year. Though
360buy.com has yet to make profits, it is
considered the most promising e-commerce
company. Different from 360buy.com, Vancle.
com, which mainly sells inexpensive men's
wear, has reportedly made money. It is also
considered as one of the most promising
companies in the industry.

Currently, B2C e-commerce has been a fa-
vorite with investors. It is not very hard to get
financing as long as a company has a good
management team, excellent products and a
sales network of certain scale.

2. 'Lipstick effect' on Online Game

Online game has always been one of the hottest

Table 2 Financing Deals in Online Game Industry since Jun. 2008

Investee Time
Wuhan Purun Software

Investor Investment Amt.

2008-06 Wuhan Herun VC invested in Purun Software RMB30M
Technology Co., Ltd.
. Three VC institutions including Jiangsu
Snail Game 2008-07 . USS$ 4.4M
Century Venture Capital Co., Ltd.
Weisi Technology 2008-09 Shenzhen Oriental Fortune Capital Co., Ltd. N/A
Xiao Lin Industrial 2008-12 Well Well Group N/A
Shanghai Qoolu Networks
2009-Q1 Xcelerate Ltd. US$1M
Technology Ltd.
SBI & TH Venture Capital, Shenzhen Capital
70yx.com 2009-01 - US$15M
Group Co., Ltd. and Xiaoxiang Venture
iLemon 2009-01 GSR Ventures US$3.25M
Beijing Manyougu Information Qiming Venture Partners and Steamboat
2009-03 US$10M
Technology Co., Ltd. Ventures
Shenzhen 175 Network i
2009-04 Shenzhen Capital Group Co., Ltd. N/A
Technology Co., Ltd.
SOE Entertainment Co., Ltd. 2009-05 N/A RMB10M
Handseeing Technology 2009-06 Green Pine Capital Partners Co., Ltd. RMB50M

Source: Zero2IPO Research Center

and easiest money-making industries in China.
Amid the economic crisis, China's online game
industry rose rapidly instead of falling back. In
2008, the sales income of Chinese online game
operators exceeded RMB18.00B, up 53.2%
from 2007. In the first quarter this year, Sohu's
online game offshoot Changyou.com Ltd went
public on Nasdag amid the downturn, breaking
the ice for Chinese enterprises seeking overseas
listing. According to statistics from Analysys

International, China's online game market scale
reached RMB5.51B in the first quarter this year,
up 8.3% quarter-over-quarter.

The growth of online game industry was mainly
driven by Internet users. As the number of
Internet users in China eased through 300M, on-
line game has become one of the most fre
qguently used online services. As online games
can also relieve the psychological stress of play-
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Table 3 Financing Deals in Leisure, Entertainment Industries since Jun. 2008

Investment
Investee Time Investor
Amt.
Beijing Show World Information
2008-07 Three VC institutions US$30M
Technology Co., Ltd.
. . Cybernaut (China) Capital Management and
Zhejiang Land Leisure Spend - :
) 2008-08 Hangzhou Municipal Governmeng VC Guidance RMB18M
Self Holidays Co., Ltd.
Fund
Xiamen Cowell Industry Co., Whitesun Equity Partners, NewMargin Ventures
2008-08 RMB100M
Ltd. and iD TechVentures
. Hongling Fund, Huaxie Venture Capital, Shenzhen
Shenzhen Goodfamily Industry .
S Lid 2008-08 Fortune Venture Capital Co., Ltd., Shenghuayang RMB60M
0., Ltd.
Venture Capital, and Tangrong Investment
Cartoon121.com 2008-10 Beijing ProPE investment Co., Ltd. RMB50M
- Zhejiang Paradise Silicon-valley Sunshine Venture
Jtanimation Co., Ltd. 2009-05 N/A
Investment Co., Ltd.
Hunan Greatdreams Cartoon ) i
2009-06 Shenzhen Right-Sun Investment Holding Co., Ltd. N/A

Media Co., Ltd.
Source: Zero2IPO Research Center

ers, the industry is also within the reach of the
'lipstick effect' theory. Since the beginning of
Jun, 2008, investment in online games has been
most active among the TMT industry.

As early as in 2004, bubbles were believed to
be emerging in online game industry, but so far
it remains the most profitable industry. As Ze-
ro2lPO Research Center analyzed, the wide
popularity of online game industry is mainly
contributed by the following aspects: first a

clear-set profit model, including time-based
charge and costume charges; second, high
loyalty of online game players; third, a relatively
obvious trend towards online game platforms;

fourth, a rich variety of online games.

However, the threshold remains high for online
game enterprises to get financing. The playability
of games, the experience of the operation team
and the variety of the gaming platform all play a
major role in securing investment.

3. 'Lipstick effect® on Media and
Entertainment Industries

The distributor of Transformer 2 has stricken
gold this time. It is estimated that China Film
Production Group will make at least RMB50.
00M from distributing the film. It is therefore
not strange that media and entertainment
industry, considered immune from the economic
crisis, has been a favorite of VC investors.
Research by authoritative US
showed that enterprises in both upstream and

institutions

downstream of the industry are barely affected
by the economic crisis. It has in fact stayed
robust. However, the first quarter of 2009 has
seen a number of closures within the
newspaper industry in the US, which analysts
say are mainly caused by the flow of the bulk

of advertising fees to Internet media.

2009 is more than half way through. Against the
backdrop of worldwide economic depression, Chi-
nese film industry still reported gains in the first
half. More than 80 films that were screened at
major cinemas reaped a box office of about
RMB2.30B, maintaining rapid growth for six
consecutive years. This growing trend is likely to
continue well into the second half. China's film
industry boasts huge investment opportunities,
but both investment and financing of content pro-
duction have been underdeveloped due to the
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particularity of the industry, the massive one-time investment opportunities for VC investors. Howev- active, which means investment risks. As the re-
investment, long investment cycle, huge risks, er, as China's publishing and media groups are form deepens, the industry will remain most
and heavy dependence on the movie scripts. all state-owned, investment and M&A are not favored by investors.

However, it is a good opportunity to enter the in- 15110 4 Financing Deals in Media Industries since Jun. 2008

dustries along the upstream and downstream of

[9X3 Od 10437

the film industry, such as film distribution, prod- . Investment
(- ) ) Investee Time Investor
%) uct placement, cinema advertisement operator, Amt.
E' ticket operator and film byproduct operator. Poly- BuyTime Media Corp. 2008-06 Clarity China, etc. US$25M
D bona's successful second-round financing also Magn Media Holdings Co., Ltd. 2008-07 Centurion Investment Management US$15M
Pomts to VC investors' confidence in film distribu- Beijing Dingcheng Media Co., Ltd. 2008-08 Goldman Sachs Asia, Inc. and Legend Capital RMB400M
tion sector. Anhui Publishing Group 2008-08 Spark Ventures US$10M
) ) o Cooki Information Media (Suzhou)
In leisure and entertainment, animation has won . 2008-09 N/A RMB30M
0., Ltd.

the favor of venture capitalists, but animation in-
Tokio Marine Investment Services Ltd., Northern

Heng Yun Media Group 2008-09 Light Venture Capital, Morningside Ventures, and US$8M
MC Capital Asia Ltd.

dustry chain is incomplete in China. Moreover, it
also faces limits in sale price and distribution
channel, which, coupled with inadequate intellec-

tual property rights protection and shock from  DAC Holding, Ltd. 2008-11 ' IDGVC, ete. US345M

i imati About
fore|g.n ammgﬂon products, prevented the bloom SunBand Media 2008-12  IDGVC

of animation industry. US$10M

Digital Media Group Co., Ltd.(DMG) 2009-02 GOBI Partners Ltd. and Oak Investment Partners US$30M

In traditional media, a number of Chinese pub- ' Towona Corp. 2009-04 N/A N/A

lishing and media groups are hatching listing CDIB Capital, Qiming Venture Partners, Mustang

plans, including Hunan Publishing  Investment Touch Media Inc. 2009-05 Ventures, China Development Financial Holding RMB100M

Holding Group, Anhui Publishing Group, Jiangsu Corp. and two Comorate investors

Zhejiang Huace Film & TV Co., Ltd. 2009-06 Zheshang Venture Capital RMB30M
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Phoenix Publishing and Media Group, Henan

Publishing Group and Shandong Publishing - - - -
) o Matrix Partners, Sequoia Capital China, and SIG
Group. On the front of press group, several  PolyBona Film Distribution Co., Ltd. 2009-06 , US$9.5M
. . Asia Investment LLLP
press groups including Nanfang Press
Corporation and Jiefang Daily Group also have Inbank Media (China) Co., Ltd. 2009-06 China Merchants China Direct Investment Ltd. RMB45M

plans to raise money via going public, posing Source: Zero2IlPO Research Center
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1ero21P0 Reports
012009

< | Website: http://www.zero2ipo.com.cn/en/research/

After the turbulence in the global capital market, the year of 2009 is undoubtedly a year full of public expectations and
common concern. As one of the world's economic cores, how has the Chinese capital market been doing during the 1st
guarter in venture capital, private equity sectors, corporate IPO, and M & A? Recently, ZeroZ2IPC Research Center has
exclusively released a series of research reports on the above-mentioned areas, which will be an indispensable weapon for
you to grasp the latest developments in the industry and explore opportunities for investment.

China Venture Capital Report Q1 2009

ir The report disclosed a total of 32 cases, including 22 investment cases, 9 newly raised funds, and one exit case.

77 The number of newly raised funds decreased by 65.5% and newly added capital decreased by 36.9% compared with the previous quarter. Meanwhile, the number of newly
raised funds decreased by 58.3% and the amount raised decreased by 60.89% year on year.

if Introduced the status quo of emerging mobile media enterprises exemplified by Kong.net, and emphasized the analysis of the investment value and risk of Chinese new
media industry.

China Private Equity Report Q1 2009

77 The report disclosed a total of 13 cases, including nine investment cases, two newly raised funds, and two exit cases.

77 Merely two PE funds available for investment in Chinese mainland closed its fundraising of USSS00M, plummeted by 87.1% year on year and 96.5% quarter an guarter.

1r Special issue study: Using the upcoming launching of Chinese-style REITs as a cutting point, the issue Analyzing Chinese-style REITs' Development made a detailed analysis of
macroeconomic background, development model and the impact on both China real estate industry and China equity investment market, found the major obstacles for the time being
to launch REITs in China, and put forward several concrete suggestions aiming for solving the existent problems.

China Merger & Acquisition Report Q1 2009

vr This Report provides an in-depth analysis of the TMT (Technology, Media, and Telecom), Bio/healthcare, and Energy-related M&A deals, as well as cross-border and VC/PE-related deals.
i The report chooses Road of Chinese Enterprises Initiating Overseas M&As of Mining Resources as special issue, combing through all the Chinese enterprises-launched overseas
M&A cases in the fields of mining and resources (including resource mines and mental mines) since 2008, and extracting the characteristics of Chinese enterprises-launched overseas

M&A cases of mining resources.

China Enterprises IPO Report Q1 2009

%7 This report collected, disclosed and analyzed two VC/PE-backed enterprises’ IPO cases.

ir Chinese Enterprises Listing on London Stock Exchange (LSE) is the special issue of this report, which reviews the LSE development, elaborates on the listing rules, process
and fee on both LSE and AIM, and probes into the features of Chinese enterprises IPOs on LSE as well as what they have learned from listing.

Emil: Reporzero2ipo,ccr.cn

Service Hotline: 8610-84580476 ext 8585 (Hope Zhou)
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