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How Far Is China's Mobile Internet from the O20 Era?

Written By Zhang Yanan, Analyst with Zero2IPO Research Center

The tide of e-commerce is coming to the
fore and becoming ever burgeoning, regardless
of the distance we are from e-commerce, we
can still feel and experience the hustle and
bustle of the investments in China's e-com mer-
ce market. Judging from the development of
China's e-commerce market, from B2B to
C2C, and from B2C to 020, enterprises
that hold high the banner of e-commerce
have won the favor of the capital market.
Whether this frenzy will expand into the mo-
bile internet sector ? Will the capital providers
take the lead in this market ?

The last ten years witnessed the
development of China’'s mobile in-
ternet amidst twists and turns; in-
vestment direction depends on in-
dustry development

China Mobile released the "Monternet" in
Nov. 2011, Iliftng up the curtain over Chi-
na's mobile internet era, which has experi-
enced development amid twists and turns in
the past decade due to its long-term restric-

tions by Internet environment and policies .

China's mobile Internet

Figure 1 Comparison of Investments in Chinese Mobile Internet

Market in 2001 -Q1 2011
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ous stakeholders, includ-

ing telecom operators ,
2011 )
terminal manufacturers , In-

ternet content  providers ,

service providers and system providers .
The investments in China's Mobile Internet
are closely associated with the development
of industrial environment. Between 2001 and
2003, i.e. the basic business era with
SMS and MMS at the core, the enclosed
environment offered rather limited opportunities
for capital to enter the market partially due
to the underdeveloped capital environment in
China. Between 2004 and 2007, China's mo-
bile Internet embraced the first round of fast
attributed  to
three aspects : first, the mobile Internet has

development . This could be

transformed into a semi-enclosed environment ,
in where numerous small and medium-sized
mobile Internet firms, especially manufacturers
of client software of mobile phone, experi-
enced rapid development, offering many op-
portunities for capital influx ; second, the im-
provement of the Internet environment, due
to China Mobile's update from 2.5G network
to 2.75G network and China Unicom's re-
lease of 2 .5GGPRS business, has provided
a relatively smooth channel for applications ;
third, Internet and terminal  manufacturers
quickened the speed of penetration in the
mobile Internet market and facilitated the for-
mation and development of the mobile Inter-

net business through the transferring of Inter-
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net business. With the arrival of open mo-
bile Internet era, China's mobile Internet em-
braced the second round of investment boom
in 2010 driven by the dual factors of capi-
tal and industry. To begin with, when it
comes to capital, private equity fund and in-
dustrial capital which provide investments for
mobile Internet have developed on a fast
track, such as the investment fund estab-
lished by SNDA targeting at mobile Internet,
LE fund by LENOVO and Innovation Works
Fund ; second, leading Internet businesses up-
dated their departments related to mobile In-
ternet as a way to facilitate and accelerate
the investments in mobile Internet .

Besides , Zero2IPO Research Center projects,
based on the investments in China's mobile

Internet in Q1'11, investments in this sector
are expected to hit a historical high in the
year 2011 .

As for sub-industry breakdown, mobile game
has been sought after in the capital market
in more than a decade, with clear-cut busi-
ness mode and the demand of mobile Inter-
net entertainment era. Despite of the persis-
tent investments in the mobile game market,
the presence of many Internet game giants,
and even the engagement of fiim and media
organizations, such as Hybrid Brother and
Borui Communication, will make the competi-
tions in mobile game market much more in-
tense in the pan-entertainment era. As China's
Mobile Internet continues to develop, capital
will seek for new investment opportunities a-

gainst intense competition
Figure 2 Classification of Investments in Chinese Mobile fisks, and it's more likely to
Internet Industry in 2001 -Q1 2011 _ .
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4,500 r 305 4,089 71 350 merce industry .
4,000 | ® 300
3,500 F .
3,000 | 250 China's e -commerce
2,500 | 2,205 200 investments show a
2,000 F 150 ..
L1500 | 100 clear priority and 020
Lo | - s group purchase stimu-
59 \ .
0 o lates the enthusiasm
Information- Entertainment & Commercial i
related Services  Other Network Services of Capltal
Services
= Investment Amt. (Unit: US$M) With regard to investments in

® No. of Investments
Source: Zero2lPO Research Center

China's Internet sector, the first round of invest-
ments mainly went to information-oriented compa-
nies while the second round focused more on
entertainment-driven  application, and the third
round is featured by the investments in commer-
cial application enterprises. Preliminary statistics
from Zero2IPO Research Center show that be-
tween 2001 and March 2011, the disclosed cas-
es of investments in commercial application sec-
tor (mainly including e-commerce, payment, ad-
vertisement agent and network marketing service,
etc.) registered 223 with a total investment val-
ue of US$4.089B involved, far higher than that
in the other two sectors.

(Notes: 1. Entertainment and other network ser-
vices include online game, online community, on-
line video, online education and online recruiting,
among others; 2, commercial services cover
e-commerce, payment, advertisement agent and

network marketing service)

There is a clear trend that Internet investments
have tilted towards e-commerce sector, especially
the investments in 2010. The year 2010 wit-
nessed the flourishing e-commerce B2C invest-
ments with 56 cases disclosed in this sector. A-
mong which, 40 investment cases garnered US
$714M in total or US$17.85M on average, far
more higher than those of other market seg
ments. Judging from e-commerce B2C invest-

ments in the previous year, we can say that
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group purchase industry, the pioneer of 020,
witnessed frequent investments. The incomplete
figures of Zero2IPO Research Center demonstrate
that from the beginning of 2010 to now, China's
group purchase sector has recorded 17 invest-
ment cases. In particular, Lashou.com secured
over RMB100OM investment in mid-April 2011, at-
tracting a great deal of attention and bringing
China's 020 sector in the spotlight.

The path of investment in China’'s
Internet is traceable which may be
followed suit by Mobile Internet

It's generally believed among industry insiders that
the certain differences between China's mobile In-
ternet and Internet mean mobile Internet needs to
explore a unique development path. However, the
commercial essence of the above-mentioned two
is similar to some degree, which makes the de-
velopment path of the "two networks" traceable.
In this connection, it is projected that the next in-
vestment boom in China's mobile Internet will hap-
pen in commercial fields. However, the distinctive
features of commercial applications in mobile Inter-
net sector, such as the portable feature of mobile
terminal, uniqueness of users' identity and trace-
able character of users' location, will catalyze the
development of mobile e-commerce 020.

In a word, it wil take a while for China's

mobile Internet to enter into commercial appli- such Groupon and dianping . com , the
cation era from entertainment application era. development of e-commerce 020 of China's
Capital needs more courage to take on Mobile Internet will be much faster than that
risks while it waits and sees and takes vi- of the Internet. Meanwhile, businesses of
sionary actions. That being said, after user this sector emerge one after another. Do
education and cultivation by 020 businesses , capital up for them ?
Investment
Investment
Date Investor Investee Amt. Currency Round
(USs$ M)
2010.04 Private Investors Groupon.cn 2.93 RMB A
2010.04.23 Taishan Investment Lashou.com N/A N/A A
2010.05 LPAI Ayatuan.com 1.93 RMB A
2010.05 Zheshang Venture Investment Kutuan.com 1.46 RMB A
2010.06.05 GSR Ventures Lashou.com N/A N/A B
2010.06 Mitsui Ventures Ftuan.com N/A N/A C
2010.06.09 Vigor Ventures Kutuan.com 1.17 RMB B
2010.08 Sequoia Capital Meituan.com 10 UsD A
2010.09.14 N/A Tgl23.com 1 USD A
2010.09.19 KPCB Manzuo.com N/A N/A A
2010.11 IDG Didatuan.com N/A N/A A
2010.12 Private Investors Groupon.cn 30.06 RMB B
2010.12.02  'enava Capital, NVP, GSR Lashou.com 50 USD B
Ventures
2011.02.24 Private Investors 24quan.com N/A N/A A
o011.02.28 rencentCollaboration Fund, o) o oo N/A N/A A
Yunfeng Fund
Jumei.com
2011.03.14 Sequoia Capital (original 10 usD A
tuanmei.com)
2011.0411 Milestone Capital, GSR Lashou.com 110 USD C

Ventures and others
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China's PE Market Raised US$8.92B in Q1'11 with Active Real Estate
Funds and Dominating Domestic Exits

Zero2IPO Research Center

In accordance with the data released recently
by Zero2IlPO Research Center, a leading VC/PE
research institution in the Greater China region,
China's PE market witnessed per sistent improve
ment of fundraising activity in Q1'11. A total of
25 PE funds available for investments in Chi
nese mainland, including a number of new
funds launched by foreign in stitutions, had ac
complished their fundraising with an aggregate
amount of US $8.92B. However, unlike the en
thusiastic fundraising, PE investment had slowed
its pace by com pleting 75 deals, with a total
investment amount of US $1.97B. Specifically,
the ma chinery manufacturing and Internet indus-
tries took the lead with eight deals respectively
in terms of the number of deals, while the
highlighted bio/healthcare and clean-tech indus-

Figure 1 Quarter - on - quarter Comparison on Fundraising

of PE Funds in Q1°09-Q1’11
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tries in 2010 came second with seven deals
this quarter. In reference to exit, after a
Q4'10, this quarter
staged a sharp reduction in the number of ex-

marked improvement in

its, as 29 PE funds exited from 23 in vestees,
including 28 IPO exits and one M&A exit.

25 Funds Raise US $8.92B, a
Marked Increase on both Y-0-
Y and Q-0-Q Basis

As the statistics of Zero2IPO Research Center
suggested, a total 25 new funds were closed
in Q111, up 66.7% quarter-on-quarter and
38.9% year-on-year; the fundraising amount
surged to US $8.92B, 4.33 and 3.04 times

respectively of that in the previous
quarter and year, thanks to a num-
= 30 ber of large PE funds initiated by
25 KKR, Baring Private Equity Asia,
oo Primavera Capital, launched by Fred
Hu, former Chairman of Greater Chi-

7 15
na at Goldman Sachs Group, and

10

other foreign institutions. From the
5 perspective  of institution type of
0

closed funds, among these 25 new
funds, 18 were raised by domestic
institutions and the other seven ones

Real Estate

Figure 2 Distribution of New PE Funds in

Q1’11 by Fund Type
(By Amt. Raised, US$M)

Funds
959.45
10.8%

Growth Funds
7,963.72
89.2%

Source: Zero2IPO Research Center

were launched by foreign firms. In addition to
the fund closed, there were 19 new funds initi-
ated, 15 ones of which disclosed a total of tar-
get fundraising amount of US$14.90B. Obvious-
ly, China's PE market continued the fundraising
momentum of the previous year in 2011.

In terms of the fund type, among the 25
funds closed in Q111, there were 20 growth
funds and five real estate funds, which raised
US $7.96B and US $959.45M respectively .
Com pared with the situation in the previous
year when domestic institutions led the fundrais-
ing of real estate funds, Q1'11 closed five real
estate funds, three of which were managed by
foreign institutions with an average fundraising
amount of US$239.00M, significantly outperform-
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Figure 3 Distribution of New PE Funds
in Q1’11 by Currency
(By Amt. Raised, US$M)

RMB

2,823.17
31.6%

Foreign Currency
6,10
68.4%

Source: Zero2IPO Research Center

Figure 5 Distribution of PE Investments in
Q1’11 by Investment Strategy
(By Investment Amt., US$M)

PIPE
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63.72
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Growth Capital
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90.5%

Source: Zero2IPO Research Center
ing the US$122.00M of domestic real estate funds.
Zero2IPO Research Center observed that real es-

tate funds had picked up activity in fundraising
since 2010, when a total of ten funds raised US
$1.86B, and most of funds were raised by
small-sized institutions with relatively lower amount,
except Star Capital Investment Fund, Gaw Capital,
and other large funds. The year 2011 witnessed fur-
ther improved fundraising of real estate funds,
which mainly involved professional property enter-
prises, with gradually increased fund scale. Further-
more, due to the tightened monetary policies and

shrunken bank credits, real estate funds showed in-
creasingly great importance in the financing of real
estate corporations. Therefore, real estate PE funds
would embrace a surge in fundraising and invest-
ments in 2011, Zero2IPO Research Center estimat-
ed.

In terms of the currency of new funds, RMB funds
took an overwhelming lead in the number of funds
in Q111 with 18 funds closed, which were general-
ly small-sized, except Shanghai Prosperity Fund
and Guangdong SME Direct Equity Investment
Fund. Foreign funds had accelerated their fundrais-
ing this quarter by closing seven funds totally,
which exceeded a half of the number in the whole
2010. Due to a number of closed large-sized for-
eign-currency funds such as KKR China Growth
Fund, Baring Private Equity Asia V and Primavera
Capital 1, foreign-currency funds outstripped RMB
funds in the fundraising amount, accounting for
68.4% of the total. Furthermore, Zero2IPO Re-

Unlike the enthusiastic investments in China's PE
market in 2010, the year 2011 witnessed an obvi-
ous downturn in PE market, completing a total of
75 investment deals in Q1'11, among which 63
deals disclosed an aggregate investment amount
of US$1.97B, slight growth of 1.4% and 0.2%
year-on-year respectively in terms of number of
investment deals and amount, but dropping by
25.0% and 4.0% quarter-on-quarter. According
to Zero2lPO Research Center, the downturn in
number of investment deals and amount was part
ly due to the influence of the New Year's Day
and the Spring Festival, and the acceleration of
fundraising in Q1'11 is expected to boost the in-
vestments and set new highs both in the number

of investment deals and amount in the full 2011.

The investment strategy of these deals completed

in Q111 was simple, as the growth capital took

search Center noted that two foreign Figure 4 Quarter — on - quarter Comparison on Investments
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Figure 6 Industry Breakdown of PE Investments in
Q1’11 (By No. of Deals)

Machinery Manufacturing

Internet
Bio/Healthcare
Clean-tech
Chemical Raw Materials & Processing
Finance
Food & Drinks
Agr/Forestry/Fishing
Construction/Engineering
Entertainment & Media
Education & Training

Electronic & Opto-€electronics..
Automobiles
Energy &Mineral
Telecom & Value-added Servicleg

T
Logistics
Chain & Retail
Others

Www

NN NN

H=e

AN

0

B No.ofDeals

Source: Zero2IPO Research Center

Figure 7 Industry Breakdown of PE Investments in
Q1’11 (By Investment Amt., US$M)
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PIPE and buyout
vestments closed just seven and one deals re-

00 1,000

spectively . In

vestment scale, the investment
deals of growth -capital
in Q111 witnessed slight

ment in average investment amount

and buyout
improve-

from the previous year, while PIPE
investments had small amount gen-

erally with a relatively sharp reduc-
tion in the average investment scale
from US$115.00M in 2010.
From the perspective of industry
breakdown, 75

in Q111 were scattered in

investment  deals
closed
20 grade-1 industries. To be specif-
ic, machinery manufacturing and In-
list by

ternet industries topped the

securing eight deals each, followed
by the bio/healthcare and clean-tech
with seven deals respectively, which
in 2010.

that education

were favored by investors

It is worth noting

and training industry was better re-

ceived by PE investors in Q1'11 by

completing three deals or US
$22.80M investment than 2010
when only one investment deals

was closed. In reference to the in-

vestment amount, Internet industry

held a good lead over the finance

industry in the second place,

in- thanks to 360buy securing US $500.00M from

DST, a Russian investment group .

reference to the in- Figure 8 Geographic Distribution of PE

Investments in Q1’11
(By No. of Deals)
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Beijing Maintains the Lead; Anhui-
based Enterprises Better Received

In reference to geographic distribution, 75 in-

vestment  deals were distributed in 27
provinces and cities, among which Beijing
and Shanghai topped the list with 11 and
nine deals respectively. It is worth noting
that Anhui closed a total of four deals, a
considerable  improvement in the ranking,
breaking the quarterly record in number of
deals. In terms of investment amount, Bei-
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