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OVERVIEW

We are the leading domestic fashion sportswear enterprise in the PRC. Our Xtep brand is the
largest domestic fashion sportswear brand in terms of revenue for 2007, and has a market share of
approximately 3.4% in the total PRC sportswear market in 2007 according to Euromonitor
International. The fashion sportswear market accounted for approximately 17% of the total sportswear
market in the PRC in 2007. Fashion sportswear is defined by Euromonitor International as a hybrid
of casual sportswear, which caters to sports needs and is suitable for casual wear, and fashion wear.
In particular, fashion sportswear places an emphasis on the combination of sports functions and
fashion tastes and trends. We are primarily engaged in the design, development, manufacture and
marketing of sportswear, including footwear, apparel and accessory products, sold under the Xtep
brand and the Koling brand, which are owned by us, and the Disney Sport brand, which is licensed
to us in the PRC pursuant to the Disney License Agreement entered into on 1 November 2006, as
amended on 1 January 2007.

Our business began in 1999 as an OEM enterprise which manufactured sports footwear products
for various international brands. Aswe believe that branded sportswear products offer greater business
potential and higher profit margins than OEM products, we began to rebuild our business model to
develop our own brands starting with our Xtep brand in 2002. We are one of the first sportswear
enterprises in the PRC to position our own branded sportswear products with a fashion and trendy
focus in addition to functionality and utility, because we believe the market for fashion sportswear
products has greater potential and such positioning differentiates us from major competitors. Since we
launched our Xtep brand in 2002, it has grown to become the leading domestic fashion sportswear
brand in the PRC. We believe the Xtep brand has become synonymous with trendy, innovative and
high-quality fashion sportswear products in the PRC. Leveraging our success with Xtep brand, we
began to implement a multi-brand strategy to diversify our product offering and launched the Disney
Sport products and our Koling brand in the PRC in 2007. While the Disney Sport brand focuses on
a range of sportswear with fun and casual designs that feature certain Disney images and characters,
the Koling brand provides a more daring, bold and alluring style. This multi-brand strategy has
allowed us to segment our target markets with unique brand names that cater and appeal to different
consumer groups of different ages, disposable income levels, fashion tastes and preferences.

Our business model begins with the product design, research and development with each of our
brands having its own dedicated in-house design team to design sportswear products that meet the
tastes and preferences of target consumers. While we implement innovative and multi-faceted
marketing strategies to promote our brands and our products, new products are usually introduced to
our distributors and third-party retailers at our sales fairs, which are normally held four to six months
ahead of the introduction of a new season’s products to end consumers. Our distributors place most
of their orders for these new products at the sales fairs, and we use these orders to determine
production schedules for the applicable season. The products are then manufactured by us at our own
production facility and/or by a sub-contractor or a contract manufacturer. The products are delivered
to our distributors, which in turn either sell the products directly to consumers or on-sell the products
to their respective third-party retailers for eventual sales to consumers.
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We place great emphasis on meeting consumer demands for fashionable and trendy sportswear
utilising the latest technologies and materials. We believe that our product design teams and research
and development team, which in aggregate comprised approximately 370 staff as at 30 April 2008,
have a proven track record in identifying and responding to market and fashion trends as well as
applying new technologies for fashion sportswear. Each of our brands has its own dedicated in-house
design team. We believe they are capable of designing trendy, innovative and fashionable sportswear
productsin atimely and cost-efficient manner to meet different consumer demands and tastes. We al so
have a research and development team that seeks to enhance the functionality and quality of our
products with new technologies. For example, we have developed a spraying technology to apply
nano-silver anti-bacterial chemicals (which are capable of killing 99% of the bacteria on which they
are applied) to most of our footwear products. The function of nano-silver anti-bacteria chemicals
upon application to our footwear products can last for more than approximately 40 times of washing.

We distribute our branded products through an extensive nationwide distribution network
covering all 31 provinces, autonomous regions and municipalities in the PRC. As at 31 March 2008,
our extensive network of distributors comprised 28, 31 and 30 distributors for the Xtep, Disney Sport
and Koling brands, respectively. As at 31 March 2008, these distributors in turn owned, directly
operated or managed through third-party retailers 4,678, 265 and 50 Xtep, Disney Sport and Koling
retail outlets, respectively. For the Disney Sport branded products, we are authorised to sell them to
retailers and wholesalers in the PRC in particular through distribution channels that are subject to
Disney (Shanghai)’s approval. All of our distributors and their retailers are Independent Third Parties
and we have limited control over our distributors. We also have limited control over the prices at
which our distributors or customers are willing to purchase our products as prices are driven mainly
by economic factors such as demand and supply, and we do not enter into any agreement with our
distributors which provide for a minimum purchase price by the distributors of our products. We
believe our network allows us to penetrate into the mass market within the PRC.

We currently employ different distribution models for Xtep and Disney Sport products, as
compared to Koling products. The distributors of Xtep and Disney Sport products are required to sell
these branded sportswear products exclusively, while the distributors of our Koling branded products
are not required to do so. In addition, while Xtep and Disney Sport products are sold at retail outlets
operated by our distributors and third-party retailers, Koling branded products are sold only at retail
outlets operated directly by our distributors.

Our distributors are required to follow our pricing policies and adopt our standardised outlet
design and layout, promotional equipment and marketing brochures, which we believe strengthen our
brand recognition and help to build a consistent brand image and management nationwide. All
distributors need our approval to determine the ideal locations for establishment of retail outlets, and
we work closely with them to choose locations that have high retail traffic flow and exposure in order
to improve our brand recognition and our revenues.

We believe our leading position among domestic brands in the PRC fashion sportswear market
is attributable in part to our innovative and multi-faceted marketing strategies. We are one of the first
in our industry in the PRC to deploy a marketing campaign using entertainment celebrities, who are
popular among the Chinese-speaking communities around the world, rather than professional sports
celebrities to promote our brands and products by attracting and appealing to trend-driven consumers.

— 2
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In addition, we also try to enhance our general brand exposure, in particular to sports enthusiasts,
through our sponsorship of sports events. For example, we were the sole sports product partner of
thEE A RIS T E = BGES®  (the 10th National Games of China), the sole title sponsor of
HhiE T EERTBEE  (Women's Chinese Basketball Association (WCBA)) and Z:BEd% EERESE
(National Basketball League (NBL)). We are also participating in the promotion of the Beijing 2008
Olympic Games by being the sole sponsor of one of only four Olympic Trains, F3BUET#H  (Xtep
Olympic Train), a passenger train operated by the Ministry of Railways of the PRC that services the
Beijing-Shanghai route which has been decorated with various Xtep logos and trademarks and images
relating to the Beijing 2008 Olympic Games. In addition, we are the only PRC sportswear enterprise
that has successfully purchased television commercial airtime during all finals of the Beijing 2008
Olympic Games.

We have our own production facilities in Quanzhou, Fujian province, which enable us to control
our production costs and product quality more effectively and to respond to consumer demand more
quickly. We operated 8, 12 and 12 footwear production lines with capacity of approximately 7.9
million, 9.5 million and 11.5 million pairs of footwear products per annum as at 31 December 2005,
2006 and 2007, respectively. We commenced our own apparel production at the end of 2007 and we
operated 12 apparel production lines with capacity of approximately one million pieces of apparel
products per annum as at 31 December 2007. Our Directors confirm that the utilisation rates of our
footwear production facility were approximately 98%, 100% and 83% for the three years ended 31
December 2005, 2006 and 2007, respectively, and the utilisation rate of our apparel production facility
was approximately 100% for the year ended 31 December 2007. The utilisation rate of our footwear
production facility decreased in 2007 because our Group chose to increase the outsourcing percentage
of its footwear production in 2007 as the operation of the lean footwear production lines was at a trial
stage during that time. “Lean footwear production lines” refers to a special manufacturing process and
factory arrangement in which the layout and flow of the production line are designed in such a way
that it minimises the need for warehousing of partially finished goods and shorten production cycle
times. In addition, our Group chose not to fully utilise the additional production capacity in order to
leave capacity for unexpected demand and seasonal fluctuation if needed. For the three years ended
31 December 2005, 2006 and 2007, we self-produced approximately 97.4%, 100% and 68.8% of our
footwear products, respectively. For the same periods, approximately 2.6%, nil and 31.2%,
respectively, of our footwear products were manufactured by sub-contractors and contract
manufacturers. We commenced our own apparel production at the end of 2007 and, in line with our
outsourcing strategy, we intend to continue to outsource some of our apparel production to
sub-contractors and contract manufacturers. We also outsourced the production of all of our accessory
products during the Track Record Period. We believe such outsourcing strategy has allowed us to
adjust our product mix in a timely manner and on an asset-light basis, allowing us to capture more
strategic opportunities.

We grew rapidly during the Track Record Period. Our revenue increased from RMB297.4 million
for the year ended 31 December 2005 to RMB483.6 million for the year ended 31 December 2006, and
to RMB1,364.9 million for the year ended 31 December 2007, representing a CAGR of approximately
114.2%. The significant growth of our revenue over the Track Record Period reflects the increased
market demand and improved PRC economic conditions, and more importantly our strategic decision

— 3 —



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

SUMMARY

to focus on the sales of our branded products, which grew from RMB70.3 million in 2005 to
RMB197.6 million in 2006, and to RMB1,259.1 million in 2007, representing 23.6%, 40.9% and
92.2% of our total revenue in 2005, 2006 and 2007, respectively. Our net profit also grew significantly
from RMB8.2 million in 2005 to RMB50.1 million in 2006, and to RMB221.9 million in 2007.

We distribute our branded products through a number of sales channels. The following table sets
out the breakdown of our revenue from the sales of our branded products by sales channel during the
Track Record Period:

For the year ended 31 December

Revenue 2005 2006 2007
RMB ' 000 % RMB ' 000 % RMB ’ 000 %
Distributors . ........... 23,705 33.7 164,742 83.4 1,175,236 93.3
Group’s direct sales
customers. ............ 46,625 66.3 32,864 16.6 81,894 6.5
Group’s retail outlets ... .. — — — — 2,009 0.2
Total ................. 70,330 100.0 197,606 100.0 1,259,139 100.0

OUR COMPETITIVE STRENGTHS

We are the leading domestic fashion sportswear enterprise in the PRC, where the fashion
sportswear market accounted for approximately 17% of the total sportswear market in the PRC in
2007. The following sets forth our key competitive strengths:

o Leading PRC fashion sportswear brand name

° Multi-brand product offerings

° Strong product design and development capabilities

° Innovative and multi-faceted marketing strategies

o Extensive nationwide distribution network in the PRC

° Strong production capability

° Experienced management team

Our primary goal isto grow our business and increase market share by continuously building our
market position as the leading provider of fashion sportswear products that appeal to a wide range of

consumer segments in the PRC. The following sets forth elements of our key strategic initiatives:

° Continue to enhance our leading brand name
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° Continue to reinforce our multi-brand advantage

° Continue to strengthen product design and development capabilities

° Expand and optimise our distribution network

° Continue to improve our management of production

RISK FACTORS

Our Group’s operations are subject to a number of risks, a detailed discussion of which is set out
in the section headed ‘*Risk Factors in this document. These risks can be broadly classified into:

° Risks relating to our Group’s business;

° Risks relating to the sportswear industry; and

o Risks relating to conducting business in the PRC.

Set out below is a list of the risks referred to above.

Risks relating to our Group’s business

° Failure to effectively maintain or promote our brands may adversely affect our future
success

° We may not be able to anticipate and respond in a timely manner to rapid changes in
consumers’ tastes in the PRC

° We are dependent on third-party distributors and third-party retailers over whom we have
limited control for sales of our products to consumers and, to some extent, the promotion
of our brands

° Selling prices of our products are subject to changes which may be beyond our control

° We may not be able to accurately track the inventory level at our distributors and retail
outlets

o The loss of, or significant decrease in, sales to our major customers could have a material
adverse effect on our financial condition and results of operations

° We are heavily dependent on certain of our key executives, design and technical personnel.
Our inability to attract, retain and motivate qualified personnel could adversely affect our
business and growth prospects
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o We face certain risks relating to the Disney License Agreement

° The Disney Sport and Koling brands have limited histories

° We have a limited operating history in the branded sportswear industry

° The use of trademarks or brands that are same as or similar to our trademarks or brands by
other parties may have a negative impact on the goodwill, value and images of our brands

° We may not be able to adequately protect our intellectual property rights, which could harm
our brands and our business

° Our business could be adversely affected by claims by third-parties for possible
infringement of their intellectual property rights

° We are dependent on our sub-contractors and contract manufacturers for the production of
a portion of our footwear, most of our apparel and all of accessory products. Any disruption
to the supply of or unfavourable changes in the prices or quality of the finished products
we source from, or terms of agreement with, sub-contractors or contract manufacturers
could have a material adverse effect on our results of operations

° We may not be able to implement successfully our plans to expand production capacity and
improve production efficiency, which would have a material adverse effect on our ability
to execute our growth strategy

° Any significant damage to our administrative or production facilities could have a material
adverse effect on our results of operations

° We are exposed to environmental liability. Changes in existing laws and regulations or
additional or stricter laws and regulations on environmental protection in China may cause
us to incur additional capital expenditures

° Fluctuations in the price, availability and quality of raw materials could cause production
delays and increase production costs

° We may fail to execute our growth strategy or maintain our growth rate if we cannot
adequately increase internal resources to manage our expanded business

° Historical financial performance should not be used as an indicator for our future financial
performance

o We recorded negative operating cash flow in 2005 and 2006 and positive operating cash
flow in 2007, and we cannot assure you that we will record positive operating cash flow
again in the future
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° If we are unable to optimise and adjust our product and business mix, our sales may
fluctuate and our profit margins may decline substantially

° Our ability to obtain additional financing may be limited, which could delay or prevent the
completion of one or more of our strategies

° Our owned properties in the PRC may be subject to legal irregularities

° Labour disputes could significantly affect our operations

° We may be exposed to product liability claims, which may adversely affect our reputation
and business

° We may be subject to penalties for our past loan advancing activities to an Independent
Third Party

Risks relating to the sportswear industry

° We operate in avery competitive market and the intense competition we face may result in
a decline in our market share and lower profit margins

° Our industry has historically experienced seasonality, which we expect to continue. This
could cause our operating results to fluctuate

Risks relating to conducting business in the PRC

° Fluctuations in consumer spending caused by changes in macro economic conditions in the
PRC may significantly affect our business and financial performance

° Changes in the laws, regulations and policies adopted by the PRC Government, including
in relation to the environment, labour and taxation, may adversely affect our business,

growth strategies, operating results and financial condition

° Restrictions on foreign exchange and payments of dividends may limit our operating
subsidiaries’ ability to remit payments to our Group

o Fluctuations in foreign exchange rates may adversely affect our financial condition and
results of operations

° Any change in our tax treatment, including an unfavourable change in preferential
corporate tax rates in the PRC, may have a negative impact on our operating results

° Gains on the sales of our Shares may become subject to PRC income taxes

° Dividends on our Shares may become subject to PRC income taxes
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° It may be difficult to effect service of process on, or to enforce any judgements obtained
outside the PRC against, our Directors or our senior management members who reside in
the PRC

° The PRC legal system is not fully developed and has inherent uncertainties regarding the
interpretation and enforcement of PRC laws and regulations which could limit the legal
protections available to investors

° Our business could be adversely affected by intellectual property rights disputes

° Natural disasters, acts of war, political unrest and epidemics, which are beyond our control,
may cause damage, loss or disruption to our business

° Failure to comply with the SAFE regulations relating to the establishment of offshore
special purpose companies by our beneficial owners may adversely affect our business
operations

° New labour laws in the PRC may adversely affect our results of operations
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SUMMARY FINANCIAL INFORMATION

The table below summarises the consolidated financial information of our Group for the three
years ended 31 December 2007. The following summary consolidated income statements, balance
sheets and cash flow information was derived from our Company’s audited consolidated financial
information prepared in accordance with HKFRS as set out in the accountants’ report in Appendix |
to this document and you should read the entire accountants report, including the notes thereto,
included in Appendix | for more details.

Summary Consolidated Income Statements Information

For the year ended 31 December

2005 2006 2007
RMB’000 RMB’000 RMB’000
Revenue
Footwear .. ....... ... ... ... i 294,817 441,948 849,135
Apparel . ... . 2,628 40,596 497,635
ACCESSONIBS . . vttt et e — 1,018 18,177
297,445 483,562 1,364,947
Costofsales.......... ... ... ... ... (237,731) (347,474) (921,804)
Gross profit ....... ... ... 59,714 136,088 443,143
Other incomeand gains. . ................. 437 963 4,417
Selling and distribution costs. . .. ........... (29,251) (56,153) (119,414)
General and administrative expenses .. ....... (13,170) (17,651) (42,151)
Other operating expenses. . . ............... (3,372) (6,227) (16,627)
Finance costs. .. ....... ... i (5,270) (6,948) (14,179)
Profit beforetax........................ 9,088 50,072 255,189
TaX oo (877) (3) (33,311)
Profit for theyear ...................... 8,211 50,069 221,878
Dividend .. ....... .. ... ... . . . — — 129,455
Earnings per Share attributable to equity
holders of our Company
Basic (RMB cents) ..................... 0.56 3.41 15.11
Diluted (RMB cents) ................... N/A N/A 14.52
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Summary Consolidated Balance Sheets Information

As at 31 December

2005 2006 2007
RM B’ 000 RM B’ 000 RM B’ 000
Assets

Non-current assets .. ................... 81,906 107,484 128,637
Current assets. . . ........... ..., 234,024 414,918 774,890
Total @SSetS . ... v 315,930 522,402 903,527

Equity and liabilities
Current liabilities. . ... ................. 183,813 335,035 405,808
Non-current liabilities. . .. ............... — — 217,923
Total equity . ...... ... ... ... .. ... .. .. ... 132,117 187,367 279,796
Total liabilities and equity . .. .............. 315,930 522,402 903,527

Summary Consolidated Cash Flow Information

For the year ended 31 December

2005 2006 2007
RM B’ 000 RM B’ 000 RM B’ 000
Net Cash Inflow/(Outflow) from Operating
Activities . . ... (13,671) (62,938) 12,892
Net Cash Flow used in Investing Activities . . . . (43,284) (42,186) (9,971)
Net Cash Inflow from Financing Activities . . .. 63,729 112,931 189,881

Summary Revenue Breakdown

The following table sets out the breakdown of our revenue by branded product and OEM sales
during the Track Record Period:

For the year ended 31 December
Revenue 2005 2006 2007
RMB’000 % RMB’000 % RMB’000 %

BRANDED PRODUCT

SALES
Xtep . ..o 70,330 23.6 197,606 40.9 1,199,231 87.9
Other brands .. .......... — — — — 59,908 4.3
Subtotal ............... 70,330 23.6 197,606 40.9 1,259,139 92.2
OEM SALES ........... 227,115 76.4 285,956 59.1 105,808 7.8
Total .................. 297,445 100.0 483,562 100.0 1,364,947 100.0
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We began to reposition ourselves to develop our own brands and introduced our Xtep brand in
2002, and we introduced the Disney Sport and our Koling brands in 2007. Owing to our strategic
decision to focus on the sales of branded products and also the increased market demand and improved
PRC economic conditions, our revenue derived from the sales of our branded products grew rapidly
from RMB70.3 million in 2005 to RMB197.6 million in 2006, and to RMB1,259.1 million in 2007,
representing 23.6%, 40.9% and 92.2% of our total revenue for the years ended 31 December 2005,
2006 and 2007, respectively.

Our Group’s revenue from OEM sales was scaled down over the Track Record Period as we
began to implement our strategy to emphasise and allocate more resources to our branded product
sales. Revenue from OEM sales represented 76.4%, 59.1% and 7.8% of our total revenue for the years
ended 31 December 2005, 2006 and 2007, respectively. We expect that revenue contribution from our
OEM sales will scale down further in the future as we continue to expand our business through sales
of branded products under the three brands, Xtep, Disney Sport and Koling.

INVESTMENT BY CARLYLE

On 13 June 2007, CAGP L.P. and CAGP Ill, L.P, both being investment funds managed by
entities within Carlyle, entered into the Convertible Loan Agreement and the Investment Agreement
with, among others, Mr. Ding and our Company. The Convertible Loan Agreement and the Investment
Agreement were amended on 24 August 2007, pursuant to the entering of the Supplemental Agreement
and on 17 September 2007, pursuant to the entering of the Second Supplemental Agreement.

Pursuant to the Convertible Loan Agreement, the Carlyle Investment Funds agreed to provide our
Company with a convertible loan of an aggregate principal amount of approximately RMB40 million
convertible into Series A Preferred Shares. On 18 September 2007, pursuant to the Convertible Loan
Agreement (as amended), the Carlyle Convertible Loan was converted into 2,161,010 and 86,180
Series A Preferred Shares which were held by CAGP L.P. and CAGP 111, L.P, respectively.

Pursuant to the Investment Agreement, the Carlyle Investment Funds agreed to further subscribe
to Series A Preferred Shares at an aggregate consideration of approximately RMB180 million. On 18
September 2007, pursuant to the Investment Agreement (as amended), our Company issued 9,724,551
and 387,809 Series A Preferred Shares to CAGP L.P. and CAGP 111, L.P, respectively.

On 21 March 2008, the numbers of Series A Preferred Shares held by CAGP L.P. and CAGP I,
L.P. were adjusted to 10,380,417 and 413,965 Series A Preferred Shares respectively based on the
financial performance of our Group companies for the year ended 31 December 2007 with reference
to the pre-determined share adjustment formula stipulated in the Convertible Loan Agreement (as
amended) and the Investment Agreement (as amended). Based on such pre-determined adjustment
formula, CAGP L.P. and CAGP III, L.P. converted 1,505,144 and 60,024 Series A Preferred Shares
previously held by each of them respectively into 1,505,144 and 60,024 ordinary shares of our
Company and transferred the said converted ordinary shares of our Company to Group Success as
beneficial owner free from all encumbrances for nominal consideration of US$1.00. Other than this
share adjustment mechanism, there is no further adjustment as part of the terms of the investments by
Carlyle.
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SUMMARY

As at the Latest Practicable Date, CAGP L.P. and CAGP III, L.P. were holding a total of
10,380,417 and 413,965 Series A Preferred Shares, respectively, on a fully diluted basis constitute
approximately 9.2% and 0.4% shareholding in our Company, respectively.

Pursuant to the Convertible Loan Agreement (as amended) and the Investment Agreement (as
amended), the Carlyle Investment Funds are entitled to convert their Series A Preferred Shares into
such number of ordinary share of HK$0.01 par value in the capital of our Company at any time. Unless
the Carlyle Investment Funds choose to convert their Series A Preferred Shares into ordinary shares
of our Company before the completion of the Global Offering, their Series A Preferred Shares will be
converted automatically into such number of ordinary shares upon the completion of the Global
Offering.

On 7 May 2008, CAGP L.P. and CAGP 111, L.P. delivered a conversion notice to our Company
to convert, conditional upon satisfaction of the conditions to the Listing as set out in this document,
the Series A Preferred Shares into our Shares and requested our Company to issue 10,380,417 Shares
and 413,965 Shares respectively to CAGP L.P. and CAGP |11, L.P prior to Listing, after adjusting for
the subdivision and capitalisation of our Shares. This conversion is based on a one-for-one conversion
of each Series A Preferred Share into a Share and the conversion price is a pre-determined fixed price,
subject to adjustments upon the occurrence of certain events, such as consolidation, subdivision and
capitalisation of our Shares.

Following such conversion and upon the completion of the Global Offering, CAGP L.P. and
CAGPIII, L.P. will be holding atotal of 152,436,424 and 6,079,076 Shares, respectively, representing
approximately 6.9% and 0.3% shareholding in our Company, respectively, assuming there are no
diluting issuances by our Company such as consolidation, subdivision or capitalisation of our Shares.
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DEFINITIONS

In this document, unless the context otherwise requires, the following expressions have the

following meanings:

“affiliate”

“Articles of Association” or
“Articles’

“associate(s)”
“Board” or “Board of Directors”

“Business Day”

“BVI”
“CAGR”

“CAGPL.P”

“CAGP III, L.P”

“Carlyle’

“Carlyle Convertible Loan”

“Carlyle Investment Funds”

“China” or “PRC”

“Companies Law”

“Companies Ordinance”

any other person, directly or indirectly, controlling or
controlled by or under direct or indirect common control with
such specified person

the articles of association of our Company adopted on 7 May
2008 and as amended from time to time, a summary of which
is set out in Appendix V to this document

has the meaning ascribed thereto under the Listing Rules
the board of Directors

a day on which banks in Hong Kong are generally open for
business to the public and which is not a Saturday, Sunday or
public holiday in Hong Kong

the British Virgin Islands
acronym for compound annual growth rate

Carlyle Asia Growth Partners |11, L.P., an exempted limited
partnership established under the laws of the Cayman Islands

CAGP IIl Co-investment, L.P, an exempted Ilimited
partnership established under the laws of the Cayman Islands

the entities, investment funds and companies collectively
doing business under the name “The Carlyle Group”, details
of which are set out in the section headed “Investment by
Carlyle” in this document

a convertible loan in the amount of approximately RMB40
million granted to us by the Carlyle Investment Funds, as
further described in the section headed “Investment by
Carlyle” in this document

collectively, CAGP L.P. and CAGP III, L.P.

the People’s Republic of China excluding, for the purpose of
this document, Hong Kong, the Macau Special Administrative
Region of the PRC and Taiwan

the Companies Law, Cap 22 (Law 3 of 1961, as consolidated
and revised) of the Cayman Islands

the Companies Ordinance (Chapter 32 of the Laws of Hong
Kong)
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“Company” or “our Company”

“connected person(s)”

“Controlling Shareholders”

“Convertible Loan Agreement”

“Corporate Reorganisation”

“CSRC”

“Deed of Non-compete”

“Director(s)”

“Disney License Agreement”

Xtep International Holdings Limited R BIEREERAIRAF |, an
exempted company incorporated with limited liability under
the laws of the Cayman Islands on 10 April 2007

has the meaning ascribed thereto under the Listing Rules

has the meaning ascribed thereto under the Listing Rules and
unless the context requires otherwise, refers to Group
Success, Mr. Ding, Ms. Ding Mei Qing (the sister of Mr.
Ding), Henley Hope and Mr. Ding Jin Chao (the father of Mr.
Ding) who, together, will control the exercise of
approximately 67.8% voting rights in the general meeting of
our Company immediately after the Global Offering and the
Capitalisation Issue (assuming that the Over-allotment Option
is not exercised).

the convertible loan agreement dated 13 June 2007 between
CAGPL.P, CAGPIII, L.P., our Company, Xtep Development,
Xtep Enterprise, Koling (HK), Xtep (China), Xtep Jinjiang,
Koling (Fujian), Xtep Xiamen, Mr. Ding, Ms. Ding Mei Qing,
Mr. Ding Jin Chao and Group Success, details of which are set
out in the section headed “Investment by Carlyle” in this
document

the corporate reorganisation of our Group conducted in
preparation for the Listing, details of which are set out in the
paragraph headed “Corporate Reorganisation” under the
section headed “History and Corporate Structure” in this
document

PERE SRR EEEZE S (China Securities Regulatory
Commission), a regulatory body responsible for the
supervision and regulation of the securities markets in the
PRC

a deed of non-compete dated 7 May 2008 entered into by the
Controlling Shareholdersin favour of our Company, details of
which are disclosed in the section headed “Relationship with
Controlling Shareholders”

the directors of our Company

the license agreement, including all schedules and
attachments entered into on 1 November 2006 by and between
Disney (Shanghai) and Xtep (China) and the amendments
thereto as of 1 January 2007 for the territory of the PRC

— 14 —
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“Disney (Shanghai)”

“Disney Sport brand” or
“Disney Sport”

“Euromonitor International”

“GDP”

“Group”, “our Group”,
“we" or “us”

“Group Success’

“Henley Hope”

“HK$” and “cents”

“HKAS’

“HKFRS”

“HKICPA”

“Hong Kong”, “HKSAR” or
“HK”

“Independent Third Party(ies)”

The Walt Disney Company (Shanghai) Limited
ferp-Le( b HBRAT , a company incorporated under the
laws of the PRC, an Independent Third Party

the Disney Sport and Disney trademarks and logos licensed to
us pursuant to the Disney License Agreement

Euromonitor International (Asia) Pte Ltd, an Independent
Third Party, which engages in the provision of international
market intelligence on consumer products, services and
lifestyles

gross domestic product

our Company and its subsidiaries or, where the context so
requires in respect of the period before our Company became
the holding company of our present subsidiaries, the present
subsidiaries of our Company and the businesses carried on by
such subsidiaries or (as the case may be) their predecessors

Group Success Investments Limited (HEEKEHRLA), a
company incorporated in the BVI with limited liability on 23
February 2007, the entire issued share capital of which is
directly owned as to 63.2% by Mr. Ding and 36.8% by Ms.
Ding Mei Qing

Henley Hope Limited, a company incorporated in the BVI
with limited liability on 10 October 2007, the entire issued
share capital of which is 100% directly owned Mr. Ding Jin
Chao

Hong Kong dollars and cents respectively, the lawful currency
of Hong Kong

Hong Kong Accounting Standards

Hong Kong Financial Reporting Standards (including HKAS
and Interpretations) issued by HKICPA

Hong Kong Institute of Certified Public Accountants

the Hong Kong Special Administrative Region of the PRC

an individual (s) or a company(ies) who or which is/are not
connected with (within the meaning of the Listing Rules) any
Director, chief executive or substantial Shareholder (within
the meaning of the Listing Rules) of our Company, its
subsidiaries or any of their respective associates
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“Investment Agreement”

“Investor’s Rights Agreement”

“Koling brand” or “Koling”

“Koling (Fujian)”

“Koling (HK)”

“Memorandum of Association” or
“Memorandum”

“Mr. Ding”

“ OEM ”

“our branded products”

“our brands”, “our Xtep brand”,
“the Disney Sport brand” and
“our Koling brand”

the investment agreement dated 13 June 2007 between CAGP
L.P, CAGPIII, L.P.,, our Company, Xtep Development, Xtep
Enterprise, Koling (HK), Xtep (China), Xtep Jinjiang, Koling
(Fujian), Xtep Xiamen, Mr. Ding, Ms. Ding Mei Qing, Mr.
Ding Jin Chao and Group Success, details of which are set out
in the section headed “lInvestment by Carlyle” in this
document

the investor’s rights agreement dated 18 September 2007
between our Company, Group Success, CAGP L.P., CAGPIII,
L.P., Mr. Ding, Ms. Ding Mei Qing, Mr. Ding Jin Chao and
Group Success, details of which are set out in the section
headed “Investment by Carlyle” in this document

the Koling trademarks and logos registered in the name of
members of our Group as more particularly set forth in the
paragraph headed “Intellectual Property Rights of our Group”
in Appendix VI to this document

MR IREEMRAR (Koling (Fujian) Garment Co., Ltd.), a
wholly foreign-owned enterprise incorporated under the laws
of the PRC on 5 February 2007 and an indirect wholly-owned
subsidiary of our Company

Koling (HK) Development Co., Limited
(FTMHRCEE)ZRARAE), a company incorporated in Hong
Kong with limited liability on 13 September 2006 and an
indirect wholly-owned subsidiary of our Company

the memorandum of association of our Company

Mr. Ding Shui Po, the founder of our Group, the chairman, the
chief executive officer of our Company and one of our
Controlling Shareholders

acronym for original equipment manufacturer, a business that
manufactures goods or equipment for branding and resale by
others

generally refer to products of our Xtep brand, the Disney
Sport brand and our Koling brand

generally refer to the Xtep brand and the Koling brand which
are owned by us, and also the Disney Sport brand, which is
licensed to us in the PRC pursuant to the Disney License
Agreement, as the case may be
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“PBOC”

“PRC Government” or “State”

“Pre-1PO Share Option Scheme”

“SAFE”

“Sanxing Sports”

“SARS”

“Second Supplemental
Agreement”

“Series A Preferred Share(s)”

“SFC”

“ SFO”

“Share(s)”

TR ARERTT (the People’s Bank of China), the central bank of
China

the central government of the PRC, including all political
sub-divisions (including provincial, municipal and other
regional or local government entities) and instrumentalities
thereof

the existing share option scheme for employees of our Group
approved and adopted by our Company pursuant to a
resolution passed by our Shareholders and holder of Series A
Preferred Shares on 7 May 2008, the principal terms of which
are summarised under the paragraph headed “Pre-1PO Share
Option Scheme” in Appendix VI to this prospectus

rhaE A RILFIBBIZ S MEE RS (the State Administration of
Foreign Exchange of the PRC)

SN =MEERSERAR (Sanxing Sports Goods Co., Ltd.
Quanzhou), a wholly foreign-owned enterprise incorporated
under the laws of the PRC on 3 February 1999 and an indirect
wholly-owned subsidiary of our Company

severe acute respiratory syndrome

the second supplemental agreement dated 17 September 2007
between CAGP L.P, CAGP Ill, L.P, our Company, Xtep
Development, Xtep Enterprise, Koling (HK), Xtep (China),
Xtep Jinjiang, Koling (Fujian), Xtep Xiamen, Mr. Ding, Ms.
Ding Mei Qing, Mr. Ding Jin Chao and Group Success, details
of which are set out in the section headed “Investment by
Carlyle” in this document

the series A preferred share(s) with a nominal value of
HK$0.01 each in the capital of our Company

the Securities and Futures Commission of Hong Kong

The Securities and Futures Ordinance (Chapter 571 of the
Laws of Hong Kong)

ordinary share(s) with a nominal value of HK$0.01 each in
the capital of our Company, which are to be subscribed for
and traded in Hong Kong dollars and listed on the Stock
Exchange

— 17 —
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DEFINITIONS

“Share Option Scheme”

“Shareholder(s)”
“Stock Exchange’

“subsidiary(ies)”

“Supplemental Agreement”

“Track Record Period”

“Xtep brand” or “Xtep”

“Xtep (China)”

“Xtep Development”

“Xtep Enterprise”

the share option scheme conditionally adopted by our
Company on 7 May 2008, the principal terms of which are
summarised under the paragraph headed “Share Option
Scheme” in Appendix VI to this document

holder(s) of the Share(s)
The Stock Exchange of Hong Kong Limited

has the meaning ascribed thereto in section 2 of the
Companies Ordinance

the supplemental agreement dated 24 August 2007 between
CAGPL.P, CAGPIII, L.P., our Company, Xtep Development,
Xtep Enterprise, Koling (HK), Xtep (China), Xtep Jinjiang,
Koling (Fujian), Xtep Xiamen, Mr. Ding, Ms. Ding Mei Qing,
Mr. Ding Jin Chao and Group Success, details of which are set
out in the section headed “Investment by Carlyle” in this
document

the three years ended 31 December 2007

the Xtep trademarks and logos registered in the name of
members of our Group as more particularly set forth in the
paragraph headed “Intellectual Property Rights of our Group”
in Appendix VI to this document

R (FB)AMRAH (Xtep (China) Co., Ltd.), previously known
as RINTIFPE#EE HERAE (Tebu Sports Goods Co., Ltd.
Quanzhou) and #INTFEHEEAHRAR (Xtep Sports Goods
Co., Ltd. Quanzhou), a wholly foreign-owned enterprise
incorporated under the laws of the PRC on 7 February 2002
and an indirect wholly-owned subsidiary of our Company

Xtep International Development Limited
(R ERERRARAR), previously known as Able Great
Enterprises  Limited (#WUERARAR), a  company
incorporated in the BVI with limited liability on 9 February
2007 and a wholly-owned subsidiary of our Company

Xtep (Hong Kong) Enterprise Limited (&R EIEARAH),
previously known as Leader Gain Investments Limited
(FLREHAIRAH), a company incorporated in Hong Kong
with limited liability on 27 March 2007 and an indirect
wholly-owned subsidiary of our Company
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DEFINITIONS

“Xtep Jinjiang” BILTR P RERmARAT (Xtep Sports Goods Co., Ltd.
Jinjiang), previously known as isERHEARARAH  (Fujian
Xingte Shoes & Garments Co., Ltd.), a wholly foreign-owned
enterprise incorporated under the laws of the PRC on 1
November 2004 and an indirect wholly-owned subsidiary of
our Company

“Xtep Xiamen” EFR PR EEIRAR (Xiamen Xtep Investment Co., Ltd.*),
previously known as EFIRFHERERMERAF (Xiamen Xtep
Investment Holdings Co., Ltd.*), a limited liability company
incorporated under the laws of the PRC on 5 January 2007 and
an indirect wholly-owned subsidiary of our Company

Unless otherwise specified, all relevant information in this document assumes no exercise of the
Over-allotment Option.
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FORWARD-LOOKING STATEMENTS

This document contains forward-looking statements that are, by their nature, subject to
significant risks and uncertainties. These forward-looking statements include, without limitation,
statements relating to:

° our business strategies and plan of operation;

° our capital expenditure plans;

o the amount and nature of, and potential for, future development of our business;

° our operations and business prospects;

o our dividend policy;

o projects under construction or planning;

° the regulatory environment of our industry in general; and

o future development in our industry.

The words “anticipate”, “believe”, “could”, “estimate”, “expect”, “intend”, “may”, “plan”,
“seek”, “will”, “would” and similar expressions, as they relate to us, are intended to identify a number
of these forward-looking statements. These forward-looking statements reflecting our current views
with respect to future events are not a guarantee of future performance and are subject to certain risks,
uncertainties and assumptions, including the risk factors described in this document. One or more of

these risks or uncertainties may materialise, or underlying assumptions may prove incorrect.

Subject to the requirements of the Listing Rules, we do not intend to publicly update or otherwise
revise the forward-looking statements in this document, whether as a result of new information, future
events or otherwise. As a result of these and other risks, uncertainties and assumptions, the
forward-looking events and circumstances discussed in this document might not occur in the way we
expect, or at all. Accordingly, you should not place undue reliance on any forward-looking
information. All forward-looking statements in this document are qualified by reference to this
cautionary statement.
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RISK FACTORS

RISKS RELATING TO OUR GROUP’S BUSINESS
Failure to effectively maintain or promote our brands may adversely affect our future success

We believe that our brands are critical for our success as a fashion sportswear enterprise, as in
our view, market perception of a brand is one of the determining factors for consumers in making
purchasing decisions for sportswear products. Our brand marketing efforts are concentrated on
establishing and maintaining for each of our brands a unique and distinctive set of cultural, lifestyle
and trend-setting images. For example, our Xtep brand is marketed as a trend-setting, high-quality and
fashionable brand to the trendy and youthful mass market segment, the Disney Sport products are
marketed as a fun and casual sports brand and our Koling brand is marketed as a daring, bold and
alluring style to the high-end, fashion conscious consumer. We spent approximately RMB22.8 million,
RMBA41.7 million, and RMB75.8 million on advertising and promotion in 2005, 2006 and 2007,
respectively, which represented 7.7%, 8.6% and 5.6% of our total revenue for the three years ended
31 December 2005, 2006 and 2007, respectively. If we are unsuccessful in promoting these images or
fail to maintain our brand position among those targeted consumer groups, market perception and
consumer acceptance of our brands may be eroded, and our business, financial condition, results of
operations and prospects may be adversely affected. Since we also promote our brands and images
through engaging entertainment celebrities as our image and brand representatives, we are, in part,
dependent on the market perception of these entertainment celebrities, over which we have no control.
Any negative publicity, whether in the PRC or abroad, regarding any of our brands, our image or brand
representatives could have a material and adverse effect on the public’s perception of our brands,
which could have a negative effect on our sales and results of operations.

In addition, we have incurred and expect to continue to incur significant costs and expenses in
association with our brand-building activities, including, but not limited to engaging in marketing
campaigns using entertainment celebrities, and television advertising during the Beijing 2008 Olympic
Games which we estimate will account for approximately 49% of our total advertising and marketing
budget in 2008. These brand-building and marketing activities may not be successful and, if so, this
could have a negative effect on our business, financial condition and results of operations.

We may not be able to anticipate and respond in atimely manner to rapid changesin consumers’
tastes in the PRC

As our sportswear products are closely linked with fashions and trends, our sales are dependent
on our ability to cater to different consumer fashion tastes. We believe that a substantial portion of
our revenues is dependent on market perception and consumers acceptance that our brands are
fashionable and trendy, which require continued anticipation and responsiveness to ever changing
market and fashion trends. Our failure to anticipate accurately and respond to market and fashion
trends in a timely manner could result in our distributors and third-party retailers experiencing lower
sales volumes, lower selling prices and lower profits. This could in turn negatively affect our sales to
our distributors in the future, as well as our financial condition and results of operations.

We are dependent on third-party distributors and third-party retailers over whom we have
limited control for sales of our productsto consumers and, to some extent, the promotion of our
brands

We only operate two self-managed retail outlets and rely mostly on our distributors and
third-party retailers over whom we have limited control to distribute our products, and through whom
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we conduct substantially all of our current sales. We substantially reduced our sales to direct sales
customers as a proportion of our branded products sales in 2007, which drove down average selling
prices and contributed to the decrease in our gross profit margin for Xtep branded products from
42.9% for the year ended 31 December 2006 to 34.4% for the year ended 31 December 2007. Starting
in 2007, we sold most of our branded products to our distributors. Revenues from sales to all of our
independent distributors accounted for approximately 33.7%, 83.4% and 93.3%, of our total branded
product sales for the three years ended 31 December 2005, 2006 and 2007, respectively. For our Xtep
brand, we had 28 distributors as at 31 December 2005, 2006 and 2007, respectively. There was no
change of distributors for our Xtep brand during the Track Record Period. Both Disney Sport products
and Koling brand were launched in 2007, for which we had 31 and 30 distributors as at 31 December
2007, respectively. Aswe rely on and will continue to rely on our distributors as well as their network
of third-party retailers for substantially all of our sales, our future success is dependent on the growth
of our distributors and their ability to grow their network of retailers.

Further, the distributors of our branded products are generally given exclusivity over their
territories. In particular, we mainly rely on one or two distributors for each province in China to
distribute our Xtep branded products and in some cases, one distributor for several adjacent provinces.
If any of them terminates or does not renew its distributorship agreement with us, we may not be able
to replace it with a new distributor in a timely manner, or the replacement distributor(s) may not be
able to manage the same network of third-party retailers or a network of third-party retailers of similar
scale. As a result, our business, financial condition and results of operations may be materially and
adversely affected.

Aswerely on third-party retailers over whom we only have limited direct control and with whom
we do not have direct contractual relationships, our ability to ensure their adherence to our retail
policies, which cover, among other operational requirements, exclusivity, customer service, store
image and pricing, is limited. We can give no assurance that current arrangements for controlling
quality, operations and pricing at the retail level are sufficient to ensure the success of, or to prevent
negative market opinion about, our brands. While we sell our branded products to all of our
distributors at a fixed discount to the suggested retail prices, we have no control over our distributors
and third-party retailers regarding sales of our branded products to end customers at a discount to the
suggested retail prices 60 days after such products are introduced into the consumer market. We can
give no assurance that our distributors and the third-party retailers will not aggressively discount the
sales price of our branded products to end consumers in order to reduce their inventory levels or for
other reasons. Further, material deviations from our policies by a substantial number of third-party
retailers, or aggressive discounting of the sales prices of our branded products by our distributors or
third-party retailers could result in, among others, erosion of goodwill, decrease in the market value
of our brands and an unfavourable public perception about the quality of our products, which could
have a material adverse effect on our business, financial condition, results of operations and prospects.
Our recourse in the event of a deviation or breach is generally limited to payment of fines by the
relevant distributor or termination of the distributorship agreement with the relevant distributor.

Selling prices of our products are subject to changes which may be beyond our control

We have limited control over the prices at which our distributors or customers are willing to
purchase our products as prices are driven mainly by economic factors such as demand and supply. We
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do not enter into any agreement with our distributors which provide for a minimum purchase price by
the distributors of our products. In addition, our business model also significantly affects the selling
prices of our products. For instance, under our current business model, we sell most of our products
to distributors rather than directly to consumers or retailers. Under this model, despite benefits such
as a more extensive distribution network which is intended to generate higher sales, the selling prices
of our products are generally and naturally lower than the selling prices of those sold directly to
consumers or retailers. Should the selling prices of our products decrease or if we are unable to
maintain the prices of our products at desired levels, our growth targets, and our business, financial
condition, and results of operations may be negatively affected.

We may not be able to accurately track the inventory level at our distributors and retail outlets

Our ability to track the sales by our distributors to third-party retailers and the ultimate retail
sales by the retail outlets, and consequently their respective inventory levels, is limited. At present,
according to our policy, we require our distributors to provide us with their monthly inventory and
sales reports and we carry out random on-site inspections of our distributors to track their inventories.
The purpose of tracking the inventory level is mainly to allow us to gather sufficient information and
data regarding the market acceptance of our products so that we can reflect the consumers’ preferences
in the design of our products in the next season. The tracking of inventory level also provides useful
information such as the market recognition of our productsin a particular region so that we can realign
our marketing strategy if needed. However, the implementation of the policy requires the cooperation
of the distributors in accurately and timely reporting and submitting the relevant data to us, and we
may not be able to ensure the accuracy of the data provided by our distributors. In addition, we began
using a distribution resource planning (“DRP”) system in 2007 which is designed to allow us to track
inventory levels and movements of our products at our warehouses and retail outlets operated by us,
our distributors and third-party retailers. However, not all of our distributors and retail outlets had
adopted the DRP system as at the Latest Practical Date. As at the Latest Practicable Date, sales to our
distributors which had adopted the DRP system accounted for approximately 25% of our total sales.
Due to the above reasons, we may not be able to accurately track the inventory levels at our
distributors’ and their respective third-party retailers’ retail outlets, or to identify or prevent any
excessive inventory build-up at these retail outlets.

Theloss of, or significant decreasein, salesto our major customers could have a material adverse
effect on our financial condition and results of operations

Our five largest customers, which consist of distributors of our branded products and our OEM
customers, together accounted for approximately 71.8%, 61.5% and 29.9%, respectively, of our total
revenues and our largest customer accounted for approximately 38.0%, 35.6% and 7.2%, respectively,
of our total revenues for the three years ended 31 December 2005, 2006 and 2007. For our branded
products, our agreements generally have a term of one to two years with our distributors, and we can
give no assurance that their agreements with us will be renewed on the same or similar terms, or at
all. Although we set annual sales and expansion targets for each of our distributors, no minimum
purchase amount is stipulated in the distributorship agreements and we can give no assurance that our
existing distributors will continue to place orders at historical levels or at all, or that we would be able



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

RISK FACTORS

to find other distributors to purchase similar types and quantities of orders should we lose any of our
existing distributors. If any of our major distributors substantially reduces its volume of purchases
from us or ceases its business relationship with us, our financial condition and results of operations
may be materially and adversely affected.

We are heavily dependent on certain of our key executives, design and technical personnel. Our
inability to attract, retain and motivate qualified personnel could adversely affect our business
and growth prospects

Our success depends heavily on our ability to attract, retain and motivate key employees,
including senior managerial, design and technical personnel. In particular, we rely on the continued
services of our executive Directors: Mr. Ding, Ms. Ding Mei Qing, Mr. Lin Zhang Li, Mr. Ding Ming
Zhong and Mr. Ye Qi, as well as our senior management members, Mr. Ho Yui Pok, Eleutherius, Mr.
Wang Jia Ye, Mr. Chen Jian Jun, Mr. Wu Lian Yin, Mr. Liu Qing Xian and Mr. Huang Hai Qing. Most
of them have been part of our management team since the inception of our business. If we lose the
services of any of these key executives and cannot replace them in a timely manner, our business and
prospect may be adversely affected.

In addition, we believe that the competition for qualified senior managerial, design and technical
personnel is very intense, and we face competition for such personnel from competitors in our
industry. The competition for qualified personnel may be more acute for us given the early stage of
our development. In particular, we believe that currently there is a shortage of qualified personnel with
sportswear design expertise and industry experience in the PRC. If we are unable to retain or are
unsuccessful in recruiting qualified design personnel, we may not be able to maintain our position as
the leading domestic fashion sportswear brand in China that meets market expectations for fashion and
trendiness. This may lead to us not being able to meet our growth targets, and our business, financial
condition, and results of operations will be negatively affected.

We face certain risks relating to the Disney License Agreement

We entered into the Disney License Agreement whereby we were granted a license to design,
create, manufacture or source, and sell arange of footwear, apparel and accessory products in the PRC
under the Disney Sport brand, using certain Disney trademarks (i.e., “Disney”, “Disney Sport”,
“WtJe” and “HLJEizsi & %] ") and certain Disney standard characters (i.e., Mickey Mouse, Minnie
Mouse, Donald Duck, Daisy Duck, Goofy and Pluto). The Disney License Agreement also permits us
to operate physical retail storesthat are free-standing or located within shopping malls using the name
“Disney Sport” and “il-1:Jizz) %% " and to sell Disney Sport products to consumers in those stores.
Apart from being the designer and manufacturer of these productsin the PRC, we were also authorised
to sell these products to retailers and wholesalers in the PRC in particular through distribution
channels that are subject to Disney (Shanghai)’s approval. Our Group does not have the exclusive right
to sell the Disney Sport branded products to retailers and wholesalers in the PRC as the terms of the
Disney License Agreement do not restrict Disney (Shanghai) from designing, manufacturing, selling
and distributing products under the Disney Sport name, or licensing others to do so. The term of the
Disney License Agreement is for an initial period from 1 November 2006 to 31 December 2009. We
have an option to renew the Disney License Agreement at the end of the initial term for a further three
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years to 31 December 2012, contingent upon Disney (Shanghai) being satisfied with our performance
under the Disney License Agreement, including the degree of success in selling the Disney Sport
products, our credit rating, and the payment of an agreed-upon amount of royalties to Disney
(Shanghai) in 2009.

We can provide no assurance that sales of Disney Sport products will be sufficient to support the
minimum royalty payment obligations under the Disney License Agreement or that we will be able to
maintain the necessary credit rating. In addition, we can give no assurance that Disney (Shanghai) will
be satisfied with our performance under the Disney License Agreement and that we will be able to
renew the Disney License Agreement on the same or similar terms, or at all.

We can provide no assurance that we will be able to realise the benefits of the Disney Sport
products before the expiration of the license term or that we will be successful in avoiding
cannibalisation of the Disney Sport products and our other brands. If we are unsuccessful in the
implementation of our business strategy relating to the Disney Sport products, we may not be able to
meet our revenue goals or achieve the product and business mix required to maximise our operating
margins, which could have a material adverse effect on our business and results of operations.

If any other party is granted the right to manufacture, sell and distribute Disney Sport products,
or if Disney (Shanghai) itself manufactures, sells and distributes Disney Sport products, after we have
devoted a significant capital and other resources to marketing the Disney Sport brand in the PRC, we
will face competition from such additional entrants and our results of operations may be negatively
affected.

For details of the Disney License Agreement, please refer to the paragraph headed “Disney
Sport” under the section headed “Business” in this document.

The Disney Sport and Koling brands have limited histories

The Disney Sport and Koling brands have limited histories upon which you can evaluate their
prospects. We began selling products under both brands in 2007 and during the year ended 31
December 2007, revenues from sales of the Disney Sport and Koling brands were RMB59.9 million,
accounting for a total of 4.3% of our total revenue. Because we have a limited history in the design,
manufacturing and marketing of products under these two brands, there is no assurance that they will
succeed as we expect or that either brand will ever grow into a significant source of revenue as
compared to our Xtep brand.

We have a limited operating history in the branded sportswear industry

We have a limited operating history in the branded sportswear industry. Until 2005, most of our
revenues were derived from our OEM activities. You should consider our business and prospects in
light of the risks and difficulties we face with a limited operating history in the branded sportswear
industry and should not rely on our past results as an indication of our future performance. In
particular, our management may have less experience in implementing our business plan and strategy,
including our strategy to increase our market share and build our brand recognition. In addition, we
may face challenges in planning our growth strategy and forecasting market demand accurately as a
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result of our limited historical data and inexperience in implementing and evaluating our business
strategies. If we are unable to successfully address these risks, difficulties and challenges as a result
of our inexperience and limited operating histories in the branded sportswear industry, our ability to
implement our strategic initiatives could be adversely affected, which may in turn have a material
adverse effect on our business, financial condition and results of operations and prospects.

The use of trademarks or brands that are same as or similar to our trademarks or brands by
other parties may have a negative impact on the goodwill, value and images of our brands

The laws of the PRC permit other parties to register trademarks which may be similar to our
registered trademarks under certain circumstances. Such activities may cause confusion among
consumers. Our control over the quality of products or services provided by third parties who use
trademarks similar to ours is limited. We may initiate legal proceedings to defend the ownership of
our trademarks or brands against unlawful infringement by third parties. These legal proceedings may
be time-consuming and we might be required to devote substantial management time and resources in
an attempt to achieve a favourable outcome. We can give no assurance that such legal proceedings
would be successful. The goodwill and value of our trademarks and public perception of our brands
and images may be adversely affected by the inferior quality of the products and services provided by
third parties who use trademarks similar to ours. A negative perception of our brands and images could
have a material adverse effect on our sales, and therefore on our business, financial condition and
results of operations and prospects.

We may not be able to adequately protect our intellectual property rights, which could harm our
brands and our business

We believe our trademarks and other intellectual property rights are crucial to our success. Our
principal intellectual property rights include our trademarks for Xtep and Koling brands, as well as
patents for certain technologies. We are currently applying for the registration of trademarks for a
number of logos and patents for a number of technologies. The success of these applications depends
upon a number of factors, and we cannot guarantee that we will be successful in registering trademarks
and obtaining patents for technologies currently under application or which we may develop in the
future. We depend to a significant extent on PRC laws to protect our trademarks, patents or other
intellectual property rights. There is no assurance that third parties will not infringe our intellectual
property rights. We have discovered counterfeit versions of our products on the market. Our efforts
to enforce or defend our intellectual property rights may not be adequate and may require significant
attention from our management and may be costly. The outcome of any legal actions to protect our
intellectual property rights may be uncertain. If we are unable to adequately protect or safeguard our
intellectual property rights, our business, financial condition and results of operations and prospects
may be adversely affected.

Our business could be adversely affected by claims by third-parties for possible infringement of
their intellectual property rights

Third parties, including our competitors, may believe that one or more of our products infringe

their intellectual property rights and initiate legal proceedings against us. If any legal proceedings
against us for infringement of intellectual property rights is successful, and we are unable to obtain
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a license for the usage of such intellectual property right on suitable terms, or at all, or unable to
design around such intellectual property right, we may be prohibited from manufacturing or selling
products which are dependent on the usage of such intellectual property. In such cases, they could have
a material adverse effect on our business and results of operations. We may also be subject to other
legal and equitable claims, as well as damage to our reputation and image, and such proceedings and
their consequences could divert management attention from our business, all of which could have a
material adverse effect on our business and results of operations.

We are dependent on our sub-contractors and contract manufacturers for the production of a
portion of our footwear, most of our apparel and all of accessory products. Any disruption to the
supply of or unfavourable changes in the prices or quality of the finished products we source
from, or terms of agreement with, sub-contractors or contract manufacturers could have a
material adverse effect on our results of operations

For the three years ended 31 December 2005, 2006 and 2007, approximately 2.6%, nil and
31.2%, respectively, of the footwear we produced were manufactured by sub-contractors and contract
manufacturers. Before we commenced our own apparel production at the end of 2007, we also
outsourced the production of all of our apparel products for the two years ended 31 December 2005
and 2006, and we outsourced approximately 94.5% of our apparel products sold for the year ended 31
December 2007. Ever since we began to sell accessory products in 2006, we have outsourced the
production of all of our accessory products. We have historically relied on sub-contractors and
contract manufacturers to produce certain parts or products which we do not produce internally. As we
expect that our business and revenue will continue to grow in 2008, we expect that our reliance on
sub-contractors and contract manufacturers will also increase in 2008. In future, asit is likely that the
planned increases in our production capacity and enhancements to our production efficiencies may not
be sufficient to keep pace with our potential future growth in demand, we believe that we will continue
to rely on sub-contractors and contract manufacturers to support our periodic need for additional
capacity. Problems with any of our sub-contractors or contract manufacturers’ production facilities or
processes could result in product defects or failure to produce an adequate number of products meeting
the required quality standards. If such events occur, we could be required to recall products previously
dispatched, delay delivery of products, or be unable to supply products at all. Product defects or poor
quality products could also adversely affect our reputation and brand image. In addition, we may need
to record periodic charges associated with manufacturing failures or other production-related costs
that are not absorbed into inventory or incur costs to secure additional sources of capacity.

A number of factors could cause prolonged interruptions in the operations of our contract
manufacturers’ production facilities, including:

o the inability of a supplier to provide raw materials used for the manufacture of our
products;

° equipment obsolescence, malfunctions or failures;

° damage to a facility, including warehouses and distribution facilities due to natural
disasters;
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o changes in law that require modifications to manufacturing processes;

° a contract manufacturer’s going out of business or failing to manufacture products as
contractually required,;

° labour disputes; and
° other similar factors.

Difficulties or delays in our contract manufacturers’ manufacturing and supply of existing or new
products could increase our costs, cause us to lose revenue or market share and damage our reputation,
any of which could have a material adverse effect on our business, financial condition and results of
operations and prospects.

In addition, we do not enter into long-term agreements with our contract manufacturers. Instead,
for each order, we enter into separate purchase contracts which set out the terms regarding the price,
purchase quantity, delivery terms, confidential obligations and settlement terms with raw material
suppliers among others. We can give no assurance that our existing contract manufacturers will
continue to accept our future purchase orders on the same or similar terms (including prices and
quantities), or at all. We also can give no assurance that we would be able to find other contract
manufacturers to supply the same or similar types and quantities of finished products should we lose
the services of any of our existing contract manufactures. If any of our major contract manufacturers
substantially reduces its volume of supply to us or terminates its business relationship with us, our
financial condition and results of operations may be materially and adversely affected.

We may not be able to implement successfully our plans to expand production capacity and
improve production efficiency, which would have a material adverse effect on our ability to
execute our growth strategy

We believe that achieving economies of scale can yield competitive advantages, such as the
ability to negotiate better prices for raw materials and to leverage existing administrative and other
fixed costs. Greater scale in production and improvements in production processes can result in a
lower cost structure that may make us more competitive in our industry. As aresult, we seek to expand
production capacity and improve production efficiencies through our research and development
efforts. We plan to increase our apparel production capacity from approximately one million to
approximately 10 million pieces of apparel per annum by establishing a new apparel production
facility and increasing our apparel production lines from 12 to approximately 120. We also plan to
enhance production efficiencies of our existing production facilities and production lines by
introducing advanced facility design. If we are unsuccessful in expanding our production facilities or
improving our existing production processes, we may become less competitive, and our business and
results of operations may be materially and adversely affected. There are a number of factors that
could delay these expansion projects or increase the costs of building and installing the necessary
equipment for these and future production facilities in accordance with our plans. Such factors
include, but are not limited to:

° unexpected increases in equipment and construction material costs;
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° delays, shortages and late delivery of quality building materials and manufacturing
equipment;

° seasonal factors, such as a long and intensive typhoon season that limits productive
construction time;

° labour disputes with our employees or a labour dispute, work stoppage or slowdown at any
of our service providers, such as raw material or equipment providers, or at construction or
engineering firms engaged in the build-out of our production facilities;

° design or construction changes with respect to building spaces or equipment layout;

° delays in securing the necessary governmental approvals; and

° changes in technologies, capacity and other changes to our plans for new facilities
necessitated by changes in market conditions or customer demands.

As aresult of any of the above factors, our projections relating to production capacity, process
technology capabilities or technology developments may significantly differ from actual production
capacity, process technology capabilities or technology developments. In addition, delays in the
construction and the equipping or expansion of our production facilities could result in the loss or
delayed receipt of revenues, cause us to breach material terms of our contracts with our distributors,
and cause an increase in financing costs, any of which could materially and adversely affect our
business, financial condition and results of operations and prospects.

Any significant damage to our administrative or production facilities could have a material
adverse effect on our results of operations

Our ability to meet demands of, and our contractual obligations with, our distributors and our
ability to grow our business are heavily dependent on efficient, proper and uninterrupted operations
at our facilities. Power failures or disruptions, the breakdown, failure or substandard performance of
equipment, the improper installation or operation of equipment and the destruction of buildings,
equipment and other facilities due to natural disasters such as hurricanes, fire or earthquakes would
severely affect our ability to continue our operations. We currently do not carry any business
interruption insurance. No assurance can be given that our insurance coverage would be adequate to
compensate us for the actual cost of replacing such buildings, equipment and infrastructure nor can
we assure you that such events would not have a material adverse effect on our business, financial
condition and results of operations and prospects.

We are exposed to environmental liability. Changesin existing laws and regulations or additional
or stricter laws and regulations on environmental protection in China may cause us to incur
additional capital expenditures

Our business operation in the PRC is subject to the environmental laws and regulations issued

by the PRC Government. During the Track Record Period, Xtep (China), our PRC subsidiary, received
an administrative penalty notice on 6 February 2007 from the Quanzhou Environmental Protection
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Bureau that ordered the one of our production facilities to cease production immediately and to pay
a fine of RMB50,000 because Xtep (China) had not reported the expansion of such production facility
before commencing production. Xtep (China) has paid the fine and reported the expansion of such
production facility and Quanzhou Environmental Protection Bureau approved such production facility
to commence production on 18 April 2007. Save as disclosed above, we have fully complied with the
relevant environmental laws and regulations during the Track Record Period. The relevant
environmental laws and regulations may be revised by the PRC Government from time to time to
reflect the latest environmental needs. Any changes to such regulations and guidelines can increase
our cost and burden in complying with them.

Further, our new apparel production facility, which we expect will commence production in
2010, is subject to PRC environmental protection laws and regulations. These laws and regulations
require enterprises engaged in manufacturing that may cause environmental wastes to adopt effective
measures to control and properly dispose of industrial wastes. If failure to comply with such laws or
regulations results in pollution, the administrative department for environmental protection can levy
fines. Moreover, the PRC government has the discretion to cease or close any operation if the failure
to comply with such laws or regulations is serious. There can also be no assurance that the PRC
government will not change the existing laws or regulations or impose additional or stricter laws or
regulations. Compliance with any of these additional or stricter laws or regulations may cause us to
incur additional capital expenditure, which we may be unable to pass on to our customers through
higher prices for our products.

Fluctuationsin the price, availability and quality of raw materials could cause production delays
and increase production costs

Fabrics, soles, rubber, plastics and nano-silver anti-bacterial chemicals are the principal raw
materials used in the production of our footwear products. The principal raw materials used in the
production of our apparel products are fabrics. Substantially all of our raw materials are sourced from
PRC suppliers, with a relatively small portion from the international markets. Approximately 21.1%,
28.7% and 26.3% of our raw material needs were sourced from our top five suppliers for the three
years ended 31 December 2005, 2006 and 2007, respectively. We do not enter into long-term
agreements with our raw material suppliers. For each order, we enter into separate purchase contracts
which set out the terms regarding the price, purchase quantity, delivery terms, confidential obligations
and settlement terms among others. We can give no assurance that our suppliers will continue to
supply us the raw materials we need to produce our products at favourable or similar prices, or at all.

In addition, market prices for our raw materials are subject to fluctuation and may be dependent
on the prices of commaodities. Our results of operations may be adversely affected by increases in the
market prices of raw materials, particularly if we are unable to pass on the increased cost of raw
materials to our customers by selling our products at higher prices.

We may fail to execute our growth strategy or maintain our growth rate if we cannot adequately
increase internal resources to manage our expanded business

Our future growth will impose significant additional responsibilities on our management,
including the need to identify, recruit, train and integrate additional employees, and oversee the
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expansion of our production facilities and distribution network. In addition, rapid and significant
growth is expected to place a strain on our administrative and operational infrastructure, in particular
on our internal accounting and financial reporting processes and systems. As our operations expand,
we expect that additional resources will be required to manage new relationships with additional
distributors and their third-party retailers and to oversee an increasing number of retailers, as well as
other third parties, including contract manufacturers, equipment providers, consultants and others. Our
ability to manage our operations and growth will require us to continue to improve our operational,
financial and management controls, reporting systems and procedures. If we are unable to manage our
growth effectively, it may be difficult for us to execute our business strategy.

Historical financial performance should not be used as an indicator for our future financial
performance

We believe that we currently enjoy relatively high profit margins due to our competitive cost
structure and ability to charge higher prices for our products as compared to similar products offered
by our competitors. We can provide no assurance that we will continue to maintain our profit margins
if our cost structure increases as a result of, among other factors, increased labour, manufacturing, raw
materials or transportation costs. Our profit margins may also be negatively affected if we must, in
the face of increasing competition, provide more favourable terms to our distributors, such as product
rebates and sales discounts. Further, if we are unable to sustain our brand recognition and a positive
public perception of our brand, we may not be able to continue to enjoy the premium pricing for our
products. In addition, our strategy for increasing our apparel manufacturing economies of scale by
increasing our production capacity may not be successful if we are unable to recruit a sufficient
number of production staff for our new apparel production facility, and we may have to manufacture
apparel with our current economies of scale and continue to rely on contract manufacturers to supply
our apparel products.

With our transformation from a primarily OEM-based business to a branded products business,
we have enjoyed a continued profit margin growth that may not be sustainable after completion of the
transition. We can give no assurance that we will be successful in implementing our other strategies
for growth or that our strategies for growth will, even if successfully implemented, result in expected
growth.

We recorded negative operating cash flow in 2005 and 2006 and positive operating cash flow in
2007, and we cannot assure you that we will record positive operating cash flow again in the
future

We recorded negative operating cash flow of RMB13.7 million and RMB62.9 million in 2005 and
2006, respectively and positive operating cash flow of RMB12.9 million in 2007. The main reason for
our historical negative operating cash flow was the increase in our trade and bill receivables, which
was primarily due to the granting of more favourable credit terms to our customers in order to promote
our Xtep branded products. The increase in inventories and the increase in prepayments, deposits and
other receivables, which were primarily due to the increased purchase of raw materials, also
contributed to our negative operating cash flow in 2006. Following the improvement of trade
receivables collection and inventory management, we recorded positive operating cash flow of
RMB12.9 million in 2007. However, we cannot assure you that we will record positive operating cash
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flow in our rapid growth stage. Our liquidity and our operations may be adversely affected by our
negative operating cash flow. For details of the indebtedness and liquidity, financial resources and
capital structure of our Group, please refer to the paragraph headed “Liquidity and Capital Resources’
under the section headed “Financial Information” in this document.

If we are unable to optimise and adjust our product and business mix, our sales may fluctuate
and our profit margins may decline substantially

Our ability to achieve and maintain increased profitability depends on our ability to optimise and
adjust our product and business mix. We offer a wide range of branded products for both men and
women, including footwear, apparel and accessory products. We continuously monitor our product mix
and develop new products that we believe will generate higher customer demand and increase our
revenue and profit margin. During the Track Record Period, we underwent a shift in the mix of revenue
generated from our different product categories and increased the proportion of our revenue derived
from sales of apparel products, thereby increasing our overall revenue. We will continue to adjust our
product mix and enhance our product positioning in an effort to increase our revenue and gross profit.
As we adjust our product mix, our gross profit will be affected both by any change in revenue and by
any change in cost of sales attributable to each product category. If we are unable to optimise and
adjust our product and business mix, our sales may fluctuate and our profit margins may not meet
expectations.

Our ability to obtain additional financing may be limited, which could delay or prevent the
completion of one or more of our strategies

We have, to date, financed our working capital and capital expenditure needs primarily through
the investment by the Carlyle Investment Funds or debt financing in the form of bank loans from local
banking institutions and from operating revenues. We expect our working capital needs and our capital
expenditure needs to increase in the future as we continue to expand and enhance our production
facilities, increase our design, research and development capabilities and as we continue to implement
our other strategies. Our ability to raise additional capital will depend on the financial success of our
current business and the successful implementation of our key strategic initiatives, financial,
economic and market conditions and other factors, some of which are beyond our control. No
assurance can be given that we will be successful in raising the required capital at reasonable cost and
at the required times, or at all. Further equity financings may have a further dilutive effect on our
stockholders. In addition, we currently have significant levels of short-term debt in the form of bank
borrowings which may adversely affect our ability to get future borrowings or obtain debt financing.
If we require additional debt financing, the lenders may require us to agree on restrictive covenants
that could limit our flexibility in conducting future business activities, and the debt service payments
may be a significant drain on our free capital allocated for research and other activities. If we are
unsuccessful in raising additional capital we may not be able to continue our business operations, and
advance our development programmes.
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Our owned propertiesin the PRC may be subject to legal irregularities

As at the Latest Practicable Date, we had not obtained valid building ownership certificates with
respect to a gross floor area of 15,937.7 sq.m. of our buildings, out of which:

° 12,288.7 sq.m. are used by us as warehouses, representing approximately 21% of the total
gross floor area of all of our buildings used by us as warehouses;

° 3,649 sq.m. are used as dormitories, representing approximately 9% of the total gross floor
area of all of our buildings used as dormitories.

We may be required to cease occupation and usage of the above buildings in respect of which
no valid building ownership certificates have been issued, in which case we will have to relocate the
staff members currently residing in the dormitories and the inventory stored at the storage area, as the
case may be. If our Group is required to vacate these properties, our Directors estimate that additional
costs of approximately RMB1 million may be incurred, including relocation expenses, and it may take
up to approximately one month to complete the relocation. Our Controlling Shareholders have
undertaken to indemnify us for all costs and losses suffered by us as a result of the lack of valid title
certificates for the above buildings, including relocation costs and expenses. Details of the properties
are set out in no. 1 in the section headed “Group | — Property interests held and occupied by our
Group in the PRC” in Appendix 1V to this document. If we are prevented from usage of the above
premises, our operations and financial performance may be adversely affected.

Labour disputes could significantly affect our operations

Labour disputes with our employees or labour disputes, work stoppages or slowdowns at any of
our contract manufacturers or suppliers or at construction or engineering firms engaged in the
construction of our production facilities could significantly disrupt our operations or our expansion
plans. Delays caused by any such disruptions could materially affect our projections for increased
capacity, production and revenues, which could have a material adverse effect on our business and
results of operations.

We may be exposed to product liability claims, which may adversely affect our reputation and
business

The development, manufacture and marketing of sportswear may be subject to product liability
claims. We may be subject to product liability claims in the event that any of our products is alleged
to have a defect which causes harm or damage to a consumer, and we may, as a result, have to expend
significant financial and managerial resources to defend against such claims. We believe that such
product liability claim risks will increase as legal conceptsin product liability claims begin to develop
and mature in the PRC and in other countries and regions where our products may be sold. In line with
the standard industry practice, we do not maintain product liability insurance coverage and we cannot
provide any assurance that our business, results of operations and prospects will not be negatively
affected by a successful product liability claim against us. Regardless of the ultimate merits of aclaim
or dispute, we may face significant costs and expenses to defend against such claims or enter into
settlement agreements, and we may suffer serious damage to our reputation, be subject to material
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monetary damages and be subject to government investigations. In such cases, it may lead to fines and
sanctions against us and which may result in negative public perception of our brands, all of which
could have a material adverse effect on our business, prospects, financial condition and results of
operations.

We may be subject to penalties for our past loan advancing activities to an Independent Third
Party

We have made advances to an Independent Third Party in the past. The aggregate principal
amounts of such advances were RMB10 million and RMB15 million as at 31 December 2005 and 2006,
respectively. Such amounts were fully repaid in October 2007, and we have not made any such
advances since then. As confirmed by our PRC legal adviser, Jingtian & Gongcheng, such lending
activities contravened certain provisions of the Lending General Provisions ( &G ) promul gated by
the PBOC in 1996. According to the Lending General Provisions, the maximum penalty that may be
imposed on our Group by the PBOC for such contravention is a total fine of approximately RMB8.6
million. Although we are not aware of any plans to levy such a fine or other penalty, there can be no
assurance that the PBOC will not take such action. In addition, although the Controlling Shareholders
have agreed to indemnify us for any such penalty, such indemnity may not be enforceable or the
amount of the fine may exceed what the Controlling Shareholders are able to pay. Such a penalty may
also adversely affect our reputation.

RISKS RELATING TO THE SPORTSWEAR INDUSTRY

We operate in a very competitive market and the intense competition we face may result in a
decline in our market share and lower profit margins

The sportswear industry is characterised by intense competition from both international and
domestic brands. We face competition in each of our brands based on, among other factors, brand
recognition, design, quality and price. The market is ever-evolving, and we face competition from
brands with similar brand positioning, as well as others. Our strategy of leveraging our business model
of having our own production facilities to provide higher quality products and be more responsive to
market conditions may not prove to be effective. We can provide no assurance that we will be able to
compete effectively against competitors who may have greater financial resources, greater scales of
production, superior technology, better brand recognition and a wider, more diverse and established
distribution network. To compete effectively and maintain market share, we may be forced to, among
other actions, reduce prices, provide more sales incentives to our distributors, and increase capital
expenditures, which may in turn negatively affect our profit margins and other results of operations.

In addition, the PRC'’s accession to the World Trade Organisation, or WTO, may result in further
changes to and developments in our industry, such as the removal of entry barriers for international
brands so that foreign-invested enterprises may engage in the retail business and reduction of import
tariffs, all of which may result in greater competitive pressures on our business.

Our industry has historically experienced seasonality, which we expect to continue. This could
cause our operating results to fluctuate

We typically achieve higher sales when we sell summer and autumn products to our distributors
due to seasonality of demand for sportswear. In addition, weather conditions, such as unusual weather

— 34 —



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

RISK FACTORS

or temperatures may affect our sales, which are dependent on the sales of our distributors and
third-party retailers. Our quarterly operating results may fluctuate from period to period based on
changes in fashion trends, consumer demand and the seasonality of consumer spending on sportswear
products. Therefore, any comparison of our operating results between interim and annual results may
not be meaningful. Our results of operations are likely to continue to fluctuate due to seasonality.

RISKS RELATING TO CONDUCTING BUSINESS IN THE PRC

A substantial portion of our assets are located in the PRC and substantially all of our revenues
are derived from our operations in the PRC. As a result, our operations and assets are subject to
significant political, economic, legal and other uncertainties associated with doing business in the
PRC, which are discussed in more detail below.

Fluctuations in consumer spending caused by changes in macro economic conditionsin the PRC
may significantly affect our business and financial performance

Our sales and growth are dependent on consumer consumption and the continued improvement
of macroeconomic conditions in the PRC, where all of our revenues have been generated in the past
and are expected to be generated in the future. There are many factors affecting the level of consumer
spending, including but not limited to, interest rates, currency exchange rates, recession, inflation,
deflation, political uncertainty, taxation, stock market performance, unemployment level and general
consumer confidence. In addition, we believe that our historical growth rates were largely dependent
on the general growth of the PRC economy, where the PRC’s nominal GDP was estimated by the
National Bureau of Statistics to have grown at a CAGR of approximately 16.1% from 2003 to 2007.
We can provide no assurance that the PRC will continue to grow at historical rates, or at all, and any
slowdowns or declines in the PRC economy or consumer spending may materially and adversely affect
our prospects and operating results.

Changes in the laws, regulations and policies adopted by the PRC Government, including in
relation to the environment, labour and taxation, may adversely affect our business, growth
strategies, operating results and financial condition

The economic, political and social conditions in the PRC differ from those in more developed
countries in many respects, including structure, government involvement, level of development,
growth rate, control of foreign exchange, capital reinvestment, allocation of resources, rate of
inflation and trade balance position. For the past three decades, the PRC Government has implemented
economic reform and measures emphasising the utilisation of market forces in the development of the
PRC economy. Although we believe these economic reforms and measures will have a positive effect
on the PRC’s overall and long-term development, we cannot predict whether the resulting changes will
have any adverse effect on our current or future business, financial condition or results of operations.
Despite these economic reforms and measures, the PRC Government continues to play a significant
role in regulating industrial development, the allocation of natural resources, production, pricing and
management of currency, and there can be no assurance that the PRC Government will continue to
pursue a policy of economic reform or that the direction of reform will continue to be market friendly.



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

RISK FACTORS

Our ability to successfully expand our business operations in the PRC depends on a number of
factors, including macro-economic and other market conditions, and credit availability from lending
institutions. The PRC Government has recently articulated the need to control economic growth by
tightening bank lending standards. Stricter lending policies in the PRC may affect our ability to obtain
external financing, which may reduce our ability to implement our expansion strategies. We cannot
assure you that the PRC Government will not implement any additional measures to tighten lending
standards, or that, if any such measure is implemented, it will not adversely affect our future results
of operations or profitability.

Demand for our products and our business, financial condition and results of operations may be
adversely affected by the following factors:

° political instability or changes in social conditions of the PRC;

° changes in laws, regulations, and administrative directives or the interpretation thereof;

° measures which may be introduced to control inflation or deflation;

° changes in the rate or method of taxation; and

° reduction in tariff protection and other import and export restrictions.

These factors are affected by a number of variables which are beyond our control.

Restrictions on foreign exchange and payments of dividends may limit our operating
subsidiaries ability to remit payments to our Group

At present, the RMB is not freely convertible to other foreign currencies, and conversion and
remittance of foreign currencies are subject to PRC foreign exchange regulations. Under current PRC
laws and regulations, payments of current account items, including profit distributions, interest
payments and operation-related expenditures, may be made in foreign currencies without prior
approval from SAFE, but are subject to procedural requirements including presenting relevant
documentary evidence of such transactions and conducting such transactions at designated foreign
exchange banks within China that have the licenses to carry out foreign exchange business. Strict
foreign exchange control continues to apply to capital account transactions. These transactions must
be approved by or registered with SAFE, and repayment of loan principal, distribution of return on
direct capital investment and investment in negotiable instruments are also subject to restrictions.
Under our current Group structure, our Company’s source of funds will primarily consist of dividend
payments and repayment of inter-company loans by its subsidiaries in the PRC denominated in RMB.
We cannot assure you that we will be able to meet all of our foreign currency obligations or to remit
profits out of China. If the subsidiaries are unable to obtain SAFE approval to repay loans to our
Company, or if future changes in relevant regulations were to place restrictions on the ability of the
subsidiaries to remit dividend payments to our Company, our Company’s liquidity and ability to
satisfy its third-party payment obligations, and its ability to distribute dividends in respect of the
Shares, could be materially adversely affected.
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Fluctuations in foreign exchange rates may adversely affect our financial condition and results
of operations

The value of the Renminbi against other foreign currencies is subject to changes in the PRC
Government’s policies and international economic and political developments. Under the current
unified floating exchange rate system, the conversion of Renminbi into foreign currencies, including
Hong Kong and US dollars, has been based on rates set by the PBOC, which has generally been stable.
However, the PRC Government reformed the exchange rate regime in 21 July 2005 by moving into a
managed floating exchange regime based on market supply and demand with reference to a basket of
currencies. As a result, the Renminbi appreciated against the Hong Kong and US dollars by
approximately 2.0% on the same date. On 23 September 2006, the PRC Government widened the daily
trading band for Renminbi against non-US dollar currencies from 1.5% to 3.0% to improve the
flexibility of the new foreign exchange system.

There has been pressure from foreign countries on the PRC recently to adopt a more flexible
currency system that could lead to further appreciation of the Renminbi. The Renminbi may be
revalued further against the US dollar or other currencies, or may be permitted to enter into a full or
limited free float, which may result in an appreciation or depreciation in the value of the Renminbi
against the US dollar or other currencies. It is uncertain if the exchange rates of Hong Kong and US
dollars against Renminbi will further fluctuate. Any appreciation of the Renminbi may subject us to
increased competition from imported sportswear products. Also, since our revenues and profits are
denominated in Renminbi, any depreciation of Renminbi would materially and adversely affect our
financial position and the value of, and any dividends payable on, our Shares in foreign currency
terms, as well as our ability to service our foreign currency obligations.

Any changein our tax treatment, including an unfavourable change in preferential corporate tax
rates in the PRC, may have a negative impact on our operating results

On 16 March 2007, the National People’s Congress of the PRC promulgated the
rh A RILFIE R3PS L (Enterprise Income Tax Law of the PRC) (“New Tax Law”), which came
into effect on 1 January 2008 and supersedes both the Foreign-invested Enterprise and Foreign
Enterprise Income Tax Law (“FIE Tax Law”) and the Provisional Regulations on Enterprise Income
Tax of the PRC. The New Tax Law consolidates the two separate tax regimes for domestic enterprises
and foreign-invested enterprises and imposes a unified enterprise income tax rate of 25% for both
types of enterprise.

Under the New Tax Law, foreign-invested enterprises that enjoyed a preferential tax rate prior
to the New Tax Law’s promulgation will gradually transit to the new tax rate over five years from 1
January 2008. Foreign-invested enterprises that enjoyed a tax rate of 24% will have their tax rate
increased to 25% in 2008. Enterprises which enjoyed a fixed period of tax exemption and reduction
prior to the New Tax Law’s promulgation will continue to enjoy such preferential tax treatment until
the expiry of such prescribed period, and for those enterprises whose preferential tax treatment has not
commenced before due to lack of profit, such preferential tax treatment will commence from 1 January
2008.
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Under the previous tax regime, Xtep (China), being a foreign-invested enterprise engaged in
manufacturing business, is entitled to an enterprise income tax exemption for two years commencing
from the first profit-making year (after offsetting all tax losses carried forward from previous years),
and a 50% tax reduction for the following three consecutive years. Xtep (China) enjoyed a full
exemption from state enterprise income tax in 2005 and 2006, as well as a 50% reduction of its current
state enterprise income tax rate of 24% in 2007, which had a significant positive effect on our profit
after taxation during the years ended 31 December 2005, 2006 and 2007. Under the New Tax Law, we
expect that Xtep (China) will continue to be entitled to a 50% reduction of the phased-in enterprise
income tax rate of 25% for the two years from 2008 to 2009, and will thereafter be subject to a 25%
tax rate from 2010 onwards. We expect that upon the expiry of the partial exemption from enterprise
income tax previously enjoyed by Xtep (China), other considerations aside our Group’s tax payment
will increase from 2010 onwards.

Koling (Fujian), being a foreign-invested enterprise engaged in the manufacturing business and
incorporated before the New Tax Law’s promulgation, is also entitled to the above enterprise income
tax exemption for its first two profitable years and a 50% tax reduction for the following three
consecutive years. Under the New Tax Law, we expect that Koling (Fujian) will enjoy such tax
exemption for the two years from 2008 to 2009 and a 50% reduction of the phased-in enterprise
income tax rate of 25% for the three years from 2010 to 2012. We expect that upon the expiry of the
full exemption from enterprise income tax currently enjoyed by Koling (Fujian), other considerations
aside our Group’s tax payment will increase from 2010 onwards and will further increase from 2012
following the expiry of the above preferential tax treatment.

Under the New Tax Law, if an enterprise incorporated outside the PRC has its “effective
management” located within the PRC, such enterprise may be recognised as a PRC tax resident
enterprise and be subject to the unified enterprise income tax rate of 25% for its worldwide income.
We cannot rule out the possibility that members of our Group which are not incorporated in the PRC
may in the future be recognised as a PRC tax resident enterprise according to the New Tax Law by
the PRC taxation authorities. According to the New Tax Law, dividends received by a qualified PRC
tax resident from another PRC tax resident are exempted from enterprise income tax. However, given
the short history of the New Tax Law, it remains unclear as to the detailed qualification requirements
for such exemption and whether dividends declared and paid by members of our Group in the PRC to
their overseas holding companies will be exempted from enterprise income tax if they are recognised
as PRC tax residents. Our financial performance will be adversely affected if such dividends are
subject to enterprise income tax.

Gains on the sales of our Shares may become subject to PRC income taxes

Under the New Tax Law and its implementation rules, our Company may in the future be
recognised as a PRC tax resident enterprise by the PRC taxation authorities, capital gains realised by
shareholders from sales of our Shares may be regarded as income from “sources within the PRC” and
therefore become subject to a 10% withholding income tax. If foreign Shareholders are required to pay
PRC income tax on capital gains on sales of Shares, the value of the investment in our Shares may
be materially affected.
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Dividends on our Shares may become subject to PRC income taxes

Under the New Tax Law and its implementation rules, our Company may in the future be
recognised as a PRC tax resident enterprise by the PRC taxation authorities, dividends on our Shares
may be regarded as income from “sources within the PRC” and therefore become subject to a 10%
withholding income tax. If foreign Shareholders are required to pay PRC income tax on dividends on
our Shares, the value of the investment in our Shares may be adversely and materially affected.

It may be difficult to effect service of process on, or to enforce any judgements obtained outside
the PRC against, our Directors or our senior management members who reside in the PRC

Substantially all of our operating assets, officers and directors are located in the PRC.
Accordingly, it may not be possible for investors to effect service of process upon these persons or
to enforce against them court judgements obtained outside of the PRC, as the PRC does not have
treaties providing for the reciprocal recognition and enforcement of judgements awarded by courts in
many developed countries, including the United States, the United Kingdom, Japan and the Cayman
Islands. Hence, the recognition and enforcement in the PRC of judgements of a court in any of these
jurisdictions in relation to any matter not subject to a binding arbitration provision may be difficult
or even impossible.

The PRC legal system is not fully developed and has inherent uncertainties regarding the
interpretation and enforcement of PRC laws and regulations which could limit the legal
protections available to investors

Substantially all of our operations are conducted in the PRC. The PRC legal system is based on
written statutes, and prior court decisions can only be cited as reference and are non-binding. Since
1979, the PRC Government has been developing a comprehensive system of laws, rules and
regulations in relation to economic matters, such as foreign investment, corporate organisation and
governance, commerce, taxation and trade. However, as these laws and regulations have not yet been
fully developed, and because of the limited volume of published cases and their non-binding nature,
the interpretation and enforcement of these laws, rules and regulations involve some degree of
uncertainty, which may lead to additional restrictions and uncertainty for our business and uncertainty
with respect to the outcome of any legal action investors may take against us in the PRC.

Our business could be adversely affected by intellectual property rights disputes

Infringement of trademarks and counterfeiting of products is not uncommon in the PRC.
Although we rely on the registration of trademarks to protect our intellectual property, there is no
assurance that this measure will be sufficient to prevent any misappropriation of our intellectual
property, or that our competitors will not independently develop designs and technologies that are
substantially similar to ours. The legal framework governing intellectual property in the PRC is still
evolving and the level of protection of intellectual property rights in the PRC differs from those in
other more developed jurisdictions such as the United States and United Kingdom. In the event that
the steps we have taken and the protection afforded by law do not adequately safeguard our intellectual
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property rights, we could suffer losses due to the weakening of our competitive edge and the sales of
competing products that exploit or infringe our intellectual property. In addition, we have in the past
had to instigate, and may in the future have to instigate, legal proceedings in order to safeguard our
intellectual property rights, which will require us to incur legal costs and divert the efforts of our
management. If we do not succeed in these proceedings, we may |ose our proprietary rights over our
intellectual properties.

Natural disasters, acts of war, political unrest and epidemics, which are beyond our control, may
cause damage, loss or disruption to our business

Natural disasters, acts of war, political unrest and epidemics, which are beyond our control, may
adversely affect the economy, infrastructure and livelihood of the people of the PRC. Some cities in
the PRC are particularly susceptible to floods, earthquakes, sandstorms and droughts. Our business,
financial condition and results of operations may be materially and adversely affected if such natural
disasters occur. Political unrest, acts of war and terrorists attacks may cause damage or disruption to
us, our employees, our facilities, the distribution channels operated by our distributors or their
third-party retailers and our markets, any of which could materially and adversely affect our sales, cost
of sales, overall operating results and financial condition. The potential for war or terrorists attacks
may also cause uncertainty and cause our business to suffer in ways that we cannot currently predict.
In addition, certain Asian countries, including the PRC, have encountered epidemics such as SARS,
or incidents of the avian flu. Past occurrences of epidemics have caused different degrees of damage
to the national and local economies in the PRC. A recurrence of an outbreak of SARS, avian flu or
any other similar epidemic could cause a slowdown in the levels of economic activity generally, which
could in turn adversely affect our results of operations and the price of the Shares.

Failure to comply with the SAFE regulations relating to the establishment of offshore special
purpose companies by our beneficial owners may adversely affect our business operations

On 21 October 2005, the SAFE issued a new public notice which became effective on 1
November 2005. The notice requires PRC residents to register with the local SAFE branch before
establishing or controlling any company, referred to in the notice as a “special purpose offshore
company”, outside of the PRC for the purpose of capital financing, and to register again after
completing an investment in or acquisition of any operating subsidiaries in the PRC, which we refer
to herein as a round-trip investment. Also, any change of shareholding or any other material capital
alteration in such special purpose offshore company involving no round-trip investment shall be filed
within 30 days starting from the date of shareholding transfer or capital alteration. Our beneficial
owners fall within the definition of PRC residents and thus are required to comply with the relevant
requirements in all material respects in connection with our investments and financing activities. If
such beneficial owners fail to comply with the relevant requirements, such failure may subject the
beneficial owners to fines and legal sanctions, which may consequently also adversely affect our
business operations.
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New labour laws in the PRC may adversely affect our results of operations

Asat 30 April 2008, we had 6,188 employees in the PRC. On 29 June 2007, the PRC Government
promulgated a new labour law, namely, H# A RILHIEZ 5 F% (the Labour Contract Law of the PRC)
(the “New Labour Law”) which became effective on 1 January 2008.

The New Labour Law imposes greater liabilities on employers and significantly impacts the cost
of an employer’s decision to reduce its workforce. Further, it requires certain terminations to be based
upon seniority and not merit. If we decide to significantly change or decrease our workforce in the
PRC, the New Labour Law could adversely affect our ability to enact such changes in a manner that
is most advantageous to our circumstances or in a timely and cost effective manner, thus our results
of operations could be adversely affected.
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WAIVER FROM COMPLIANCE WITH THE LISTING RULES

In preparation for the Listing, we have sought the following waiver from strict compliance with
the relevant provisions of the Listing Rules:

MANAGEMENT PRESENCE

Rule 8.12 of the Listing Rules requires that a new applicant applying for a primary listing on the
Stock Exchange must have a sufficient management presence in Hong Kong. This normally means that
at least two of its executive Directors must be ordinarily resident in Hong Kong. Since our principal
business operations and production facilities are located in China, members of our senior management
are and will therefore be expected to continue to be based in China. At present, Mr. Ho Yui Pok,
Eleutherius, our company secretary and qualified accountant, is ordinarily resident in Hong Kong but
none of our executive Directors are ordinarily resident in Hong Kong or based in Hong Kong. We have
applied to the Stock Exchange for a waiver from strict compliance with the requirement under Rule
8.12.

We have received from the Stock Exchange a waiver from compliance with Rule 8.12 of the
Listing Rules subject to the following conditions:

(&) We appoint two authorised representatives pursuant to Rule 3.05 of the Listing Rules who
will act as our principal communication channel with the Stock Exchange and will ensure
that they comply with the Listing Rules at all times. The two authorised representatives
appointed are Mr. Ho Yui Pok, Eleutherius, who is ordinarily resident in Hong Kong, and
Mr. Ding, an executive Director. Each of the authorised representatives will be available to
meet with the Stock Exchange in Hong Kong within a reasonable period of time upon
request and will be readily contactable by telephone, facsimile or e-mail. Each of the two
authorised representatives has been duly authorised to communicate on our behalf with the
Stock Exchange;

(b) We appoint a compliance adviser pursuant to Rule 3A.19 of the Listing Rules who will also
act as our communication channel with the Stock Exchange for a period commencing on the
Listing Date and ending on the date on which we distribute the annual report for the first
full financial year after the Listing Date in accordance with Rule 13.46 of the Listing Rules;

(c) Both the authorised representatives have means to contact all members of the Board
(including the non-executive Director and the independent non-executive Directors)
promptly at all times as and when the Stock Exchange wishes to contact the members of the
Board for any matters. We will implement a policy whereby (a) each executive Director will
provide his or her mobile phone number, residential phone number, fax number and e-mail
address to the authorised representatives; (b) each executive Director will provide valid
phone numbers or means of communication to the authorised representatives when he or she
is travelling; and (c) each executive Director will provide his or her mobile phone number,
residential phone number, office phone number, fax number and e-mail address to the Stock
Exchange; and

(d) All executive Directors, non-executive Director and independent non-executive Directors
who are not ordinarily resident in Hong Kong have confirmed that they possess valid travel
documents to visit Hong Kong and will be able to meet with the Stock Exchange within a
reasonable period of time, when required.
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Name
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Ding Shui Po

Ding Mei Qing

Lin Zhang Li

Ding Ming Zhong
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431 Detai Road
Economic and Technical
Development Zone
Quanzhou City

Fujian Province

PRC 362000

Unit 502

Sanxing Building

431 Detai Road
Economic and Technical
Development Zone
Quanzhou City

Fujian Province

PRC 362000

Unit 502

Sanxing Building

431 Detai Road
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Quanzhou City

Fujian Province
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Quanzhou City

Fujian Province
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DIRECTORS

Name

Ye Qi

Non-executive Director

Xiao Feng

Independent non-executive Directors

Sin Ka Man

Xu Peng Xiang

Gao Xian Feng

Address

Room 404, Block 2
Xtep Dormitory Building
431 Detai Road
Economic and Technical
Development Zone
Quanzhou City

Fujian Province

PRC 362000

7-2-2905,

Green Lake International
Apartment,

Chaoyang District
Beijing

PRC

Flat A, 9/F
Kingston Heights
Belair Gardens
Shatin

New Territories
Hong Kong

10-301 Baocheng Huayuan
Qianban Xincun

Fengze District

Quanzhou City

Fujian Province

PRC

Room 1803, Block 1-A
Fu Run Jia Yuan

No. 6, Xueyuan Road
Haidian District
Beijing

PRC
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CORPORATE INFORMATION

Registered office Cricket Square
Hutchins Drive
P.O. Box 2681
Grand Cayman KY1-1111
Cayman Islands

Head office in the PRC Economic and Technical Development Zone
Quanzhou City
Fujian Province
PRC 362000

Principal place of business in Hong Kong  Suite 2401-2
24/F, Shui On Centre
6-8 Harbour Road
Wanchai
Hong Kong

Company’s website www.xtep.com.hk (information contained in this
website does not form part of this document)

Qualified accountant Ho Yui Pok, Eleutherius AcCA, CPA
Company secretary Ho Yui Pok, Eleutherius ACA, CPA
Authorised representatives Ding Shui Po

Unit 501

Sanxing Building

431 Detai Road
Economic and Technical
Development Zone
Quanzhou City

Fujian Province

PRC 362000

Ho Yui Pok, Eleutherius
Unit B, 4th Floor,
Sutherland Court,

Ville de Cascade,

2-4 Lai Wo Lane,
Fotan, Shatin,

New Territories,

Hong Kong

Audit committee Sin Ka Man (Chairman)
Xu Peng Xiang
Gao Xian Feng
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Remuneration committee Xu Peng Xiang (Chairman)
Gao Xian Feng
Ding Mei Qing

Nomination committee Ding Shui Po (Chairman)
Xu Peng Xiang
Gao Xian Feng

Compliance adviser Shenyin Wanguo Capital (H.K.) Limited
28th Floor
Citibank Tower
Citibank Plaza
3 Garden Road
Central
Hong Kong

Principal bankers Quanzhou Qingmeng Sub-branch
China Construction Bank
114 Detai Road
Economic and Technical
Development Zone
Quanzhou City
Fujian Province
PRC

Quanzhou Economic and Technical Development
Zone Sub-branch

Agricultural Bank of China

1-2F Prince Restaurant

Detai Road

Economic and Technical

Development Zone

Quanzhou City

Fujian Province

PRC

Quanzhou Quanxiu Sub-branch
China Merchants Bank

Jingdu International Building
Quanxiu Road

Quanzhou City

Fujian Province

PRC

— 46 —



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

CORPORATE INFORMATION

Jinjiang Chen Geng Sub-branch
Industrial Bank Co., Ltd.

Si Jing

Chen Geng Town

Jinjiang City

Fujian Province

PRC

Quanzhou Branch

Bank of Communications
550 Fengze Street
Fengze District
Quanzhou City

Fujian Province

PRC

Xiamen Branch
Industrial Bank Co., Ltd.
Industrial Bank Building
78 North Hubin Road
Xiamen City

Fujian Province

PRC

Cayman Islands principal share registrar Butterfield Fund Services (Cayman) Limited
and transfer office Butterfield House

68 Fort Street

P.O. Box 705

Grand Cayman KY1-1107

Cayman Islands

Hong Kong branch share registrar Computershare Hong Kong Investor Services
and transfer office Limited

Shops 1712-1716, 17th Floor

Hopewell Centre

183 Queen’'s Road East

Wanchai

Hong Kong
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INDUSTRY OVERVIEW

This section contains information and statistics relating to the Chinese economy and the industry
in which we operate. We have derived such information and data partly from publicly available
government official sources which have not been independently verified by us, [®], [®] [®] or any
of their respective affiliates or advisers. Our Directors have taken reasonable care in the
reproduction of such information. The information in such government official sources may not be
consistent with the information compiled within or outside China. Investors should also note that
we commissioned Euromonitor International to prepare an independent report on the sportswear
market of the PRC. Euromonitor International is the world's leading independent provider of
business intelligence on industries, countries and consumers. Industries in which Euromonitor
International conducts research are wide-ranging and include clothing and footwear, personal and
leisure goods and retailing. Founded in 1972, Euromonitor International has offices in London,
Chicago, Singapore, Shanghai and Vilnius and has a team of over 600 in-country analysts
worldwide. Its Global Market Information Database (GMID) has been named “Best Business
Information Product” by the international information industry. A fee of US$25,000 was paid to
Euromonitor International for the preparation of the independent report. We make no representation
as to the correctness or accuracy of any of such information and accordingly such information
should not be unduly relied on. We have taken such care as we consider reasonable in the
reproduction and extraction of such information.

INTRODUCTION

Our Company operates primarily in the fashion sportswear industry in the PRC, where the
fashion sportswear market accounted for approximately 17.0% of the total sportswear market in the
PRC in 2007. The performance of the PRC fashion sportswear industry is driven by the growth of the
Chinese economy and in particular the increase in disposable income in the Chinese population.
Furthermore, market demand for sportswear products has been on the rise, especially as interest in
sports participation increases in anticipation of the Beijing 2008 Olympic Games.

RAPID GROWTH OF THE CHINESE ECONOMY AND ITS CONSUMER SPENDING POWER

Growth of the PRC economy

The PRC economy has expanded rapidly since the “reform and market liberalisation” policies
initiated by the Chinese government in the late 1970s. Since then, the PRC Government has actively
sought to become engaged in international trade. Economic growth was further spurred by the launch
of special economic zones along coastal PRC in the early 1990s. From 2003 to 2007, the PRC’s
National Bureau of Statistics estimated that the PRC’s nominal GDP grew at a CAGR of approximately
16.1%, making the PRC’s economy one of the fastest growing economies in the world. The following
chart illustrates the nominal GDP and nominal GDP per capita in the PRC between 2003 and 2007.
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(RMB billion)

in GDP and GDP per capita in the PRC from 2008 to 2012.

(RMB billion)
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In addition, according to the Economist Intelligence Unit? (“EIU”), economic expansion in the
PRC is expected to remain strong in the coming years. The chart below illustrates the expected growth

2008 — 2012 Nominal GDP and nominal GDP per capita in the PRC*
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The EIU is a specialist publisher serving companies establishing and managing operations across national borders. The
EIU provides a constant flow of analysis and forecasts on more than 200 countries and eight key industries.
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Accelerating urbanisation trend and increasingly affluent urban residents

Urbanisation has accelerated in the PRC as a result of the country’s rapid economic growth.
Populations in urban cities have swelled with the influx of people from rural and less developed areas.
During the short span between 2003 and 2007, the total urban population in the PRC increased by
approximately 70 million or approximately 13.4%. In 2007, the total urban population was
approximately 594 million and accounted for around 44.9% of the total population. The table below
shows the growth of the urban population in the PRC from 2003 to 2007.

2003 — 2007 Growth of urban population in the PRC

2003 2004 2005 2006 2007 CAGR
Urban population (millions) . 524 543 562 577 594 3.2%
Total population (millions). . 1,292 1,300 1,306 1,314 1,321 0.6%
Urbanisation rate (%). . . ... 40.5% 41.8% 43.0% 43.9% 44.9%

Source: National Bureau of Statistics of China

Associated with the growth in GDP and the proportion of urban residents is an improvement in
living standards and an increase in purchasing power. Per capita annual disposable income levels of
urban PRC residents have increased substantially since 2003. The chart below illustrates the per capita
disposable income levels in the PRC from 2003 to 2007.

2003 — 2007 Per capita disposable income of urban households in the PRC
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THE BOOMING RETAIL INDUSTRY IN THE PRC

The PRC’s market for consumer goods expanded rapidly in the past few years amid the PRC's
strong economy, growing middle class and increasing affluence. These changing demographics have
coincided with the increase in disposable income per capita, suggesting that the consumption power
of consumers in the PRC has risen. This has undoubtedly contributed to the development of the retail
industry. Total retail sales in the PRC between 2002 and 2006 grew from RMB4,814 billion to
RMB7,641 billion, representing a CAGR of 12.2%, as shown in the chart below. According to the EIU,
retail sales growth is expected to remain strong through year 2011 to reach RMB14,766 billion in
sales, representing a 2006 to 2011 CAGR of 14.1%.

2002 — 2011 Retail sales and growth rate in the PRC
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Source: National Bureau of Statistics of China — China Statistical Yearbook (2007) for historical figures 2002-2006
EIU for forecast figures 2007E-2011E

Key drivers of sustainable growth in the PRC’s retail market

The increasing size of the PRC’s middle class and growing affluence in the PRC overall have
greatly contributed to the increasing consumption of lifestyle-enhancing products such as
entertainment, leisure, technology, and fashion apparel and footwear. As the level of disposable
income increases among these people, their purchase decisions become increasingly less driven by
price and functionality, but more by brand image, product design and style.

The PRC’s generation Y, those born between 1980 and 1990, are expected to be a large driver
of consumption among the population. This generation grew up amidst rising consumerism and
entrepreneurship in the PRC, free from famine and political instability experienced by the previous
generation. Their higher education and stronger earning power coupled with the influx of Western
culture and mentality into the PRC have slowly bred a completely different perception of borrowing
for consumption.
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THE GROWING APPAREL MARKET IN THE PRC

Since joining the World Trade Organisation in 2002, the PRC has benefited from freer trade and
liberalisation from many trade restrictions on textile and apparel products. According to Euromonitor
International, these liberalisations are expected to result in a gradual upward growth trend in apparel
sales over the next few years. As shown in the chart below, apparel sales in the PRC are expected to
grow from approximately RMB598 billion in 2006 to reach approximately RMB1,173 billion by 2011,
representing a CAGR of 14.4%.

2002 — 2011 Annual apparel sales in the PRC
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Source: © Euromonitor International

According to Euromonitor International, the proportion of apparel salesrelative to footwear sales
are expected to increase going forward as apparel fashions and trends tend to change more quickly,
giving consumers a reason to make more frequent apparel purchases.

THE PRC FOOTWEAR INDUSTRY

According to SATRA Technology Centre?, in 2005, the PRC’s footwear production increased to
9 billion pairs, representing a 62% share of global footwear production. Consumption of footwear in
2005 in the PRC reached 2.1 billion pairs, representing 16% of global footwear consumption.

The following chart illustrates annual sales for footwear in the PRC between 2002 and 2011.
Annual footwear sales grew from approximately RMB14.1 billion in 2002 to approximately RMB22.9
billion in 2006, representing a CAGR of 12.9%, and are expected to continue this strong growth from
2006 to 2011 at a CAGR of 7.6% to reach approximately RMB33.0 billion in sales by 2011.

. SATRA Technology was formed in 1919 to serve the footwear industry and is the world’s |eading research and technol ogy
centre of its kind.
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2002 — 2011 Annual footwear sales in the PRC
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EXPANDING SPORTS CULTURE IN THE PRC

The PRC has emerged as a major sporting nation over the past decade and as host of the
upcoming Beijing 2008 Olympic Games the nation is expected to be near or at the top of the medals
charts in Beijing in 2008. Along with the 2009 East Asian Games in Hong Kong and the 2010 Asian
Games in Guangzhou, these high-profile sporting events will help grow and sustain the PRC public’s
interest in sports for the next few years. Furthermore, the emergence of world-class athletes such as
basketball star Yao Ming and world hurdling champion Liu Xiang has boosted interest in sports across
the PRC. These developments should drive the growth of domestic demand for sporting apparel and
footwear.

More people than ever are improving their health by engaging in sports, as health consciousness
among the PRC population has increased in recent years. Through constructing sporting facilities and
organising events, the PRC’s General Administration of Sport, a PRC government sports body, has
provided people with more opportunities to exercise.

China’s per capita GDP has surpassed a level where its consumers’ main expenditure is likely to
have shifted to higher-value lifestyle goods and services and away from basic goods. According to
Euromonitor International, by 2010, sports-related industries in China are expected to account for
0.3% of GDP, but this still lags behind the estimated 1.0%-3.0% average for more developed countries.
In the near future, therefore, there remains significant scope for further sustained growth in
sports-related industries in the PRC.

There is a link between increasing income levels and the rising popularity of sports and trend
toward health and fashion. The PRC’'s General Administration of Sport has published data that
generally shows an increasing level of participation in sportsin the PRC, driven mainly by improving
living standards and increasing levels of income. According to the PRC’s +—7i#8&## (The 11th Five
Year Plan for Sports), the PRC Government targets to have an additional 55 million active participants
in sports activities by 2010.
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The increased popularity of sports and fitness in the PRC is also evidenced by the number of
sporting events held in the PRC at the county level, increasing from 24,880 in 1995 to 40,281 in 2006.

THE PRC SPORTSWEAR INDUSTRY

The PRC sportswear market, which includes footwear, apparel and accessories, has expanded
rapidly in recent years. Important factors contributing to the growth of the PRC sportswear market are
the overall GDP growth in the PRC, rising income levels and shifting consumption preferences of
increasingly affluent consumers.

According to Euromonitor International, looking at the products under review, sportswear in
China (“sportswear market”) can basically be classified into three key style sectors: professional
sportswear, casual sportswear and fashion sportswear. Professional sportswear refers to sportswear
that is tailor-made for a certain sports game in view of its athletic characteristics, rules and athletes’
physiological needs, with an attempt to better athletic achievement. Casual sportswear refers to
footwear, apparel and accessories not only catering to the sports needs, but also suitable for casual
wear. Finally, fashion sportswear is a hybrid of casual sportswear and fashion wear and places an
emphasis on the combination of sports functions and fashion tastes and trends.

Estimated PRC’s sportswear market size

The PRC’s sportswear market has experienced double-digit growth in recent years, with the 2006
sportswear market having a total size of approximately RMB32.8 billion. The sportswear market is
expected to quadruple in size from RMB32.8 billion in 2006 to RMB131.2 billion in 2012,
representing a CAGR of 26.0%. The chart below illustrates the size of the PRC sportswear market as
measured by revenue.

2003 — 2012 Sportswear market in the PRC*
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Source: © Euromonitor International
1 The chart represents the total sportswear market
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According to Euromonitor International, leading sportswear brands in the PRC include
well-known international brands such as Nike, adidas and Kappa, as well as top domestic brands such
as Li Ning, Anta and Xtep.

2007 Breakdown by revenue of the sportswear market in the PRC?

Nike
11.1%

adidas
9.8%

Li Ning
9.3%
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0
Xtep! 4.0%

3.4%

Source: © Euromonitor International

1 The chart represents the total sportswear market
2 Xtep's market share increased from 1.2% in 2006 to 3.4% in 2007

Relevant market research by Euromonitor International indicates that domestic brands are
becoming increasingly prominent and successful. Despite the higher positioning and name recognition
of major international brands, domestic brands are very effective in capturing market share by
penetrating all levels of the Chinese market, whereas international brands tend to be less effective in
penetrating markets beyond major cities such as Beijing, Shanghai and Guangzhou due to their brand
positioning. The charts below set forth the share of international sportswear brands in the top 10
versus the share of domestic sportswear brands in the top 10 in terms of revenue in 2005 and in 2007.

2005 and 2007 Market share between international and
domestic sportswear brands in the top 10

2005 2007

0 Domestic

0, 0,
42%  48% M International

52%

Source: © Euromonitor International
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Fashion sportswear market in the PRC

Overall, there is a trend in the sportswear industry toward fashion and comfort. Fashion
sportswear serves both the functional needs of consumers engaging in sports activities as well as the
need for convenience and comfort for everyday wear. Due to this combination, the fashion sportswear
market has been growing rapidly since 2003, its growth far exceeds that of other sportswear segments.
From 2003 to 2007, the fashion sportswear market grew at a CAGR of 36.3%. Euromonitor
International estimates that, in 2007, the fashion sportswear market size was RMB6.9 billion in terms
of revenue, or 17.0% of the total sportswear market in the PRC, up from the 10% share in 2003. In
2012, this segment is expected to account for 27.0% of the total market, or RMB35.4 billion in terms
of revenue.

2003-2012 Fashion sportswear market in the PRC
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Fashion sportswear segment’s share of the sportswear market
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In light of this growth potential, international brands such as Nike and adidas have introduced
fashion sportswear series. For example, in 2007, adidas introduced Adilibria and adi-Fuse for women
and Nike added its Nikewomen series. Other players such as Kappa, Xtep and Puma have positioned
themselves as fashion sportswear brands and have experienced substantial growth. The chart below
sets forth the share in terms of revenue in the fashion sportswear market for the top 5 brands in 2007:

2007 Market share breakdown of the top 5 fashion sportswear brandsin the PRC

adidasfashion  £pa
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Source: ©Euromonitor International

Note: The market share of Nike and adidas brands only include their product series that fit the description of “fashion
sportswear”

It is expected that fashion sportswear brands will become increasingly popular and spending in
this area will increase. In addition, the PRC Government has consistently promoted competitive
athletics and athletic programmes for the general public. The upcoming Beijing 2008 Olympic Games
is expected to increase the Chinese public’s interest in, and awareness of, sports and fitness. We expect
that the Beijing 2008 Olympic Games will stimulate consumer spending generally, and in particular,
spending in sporting goods, including sportswear.
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REGULATIONS

This section sets out summaries of certain aspects of the PRC laws and regulations, which are
relevant to our Group’s operation and business.

Establishment, operation and management of a wholly foreign-owned enterprise

The establishment, operation and management of corporate entities in China is governed by
rhEE ARIEAIEIA FE  (the Company Law of the PRC) (the “Company Law”), which was promulgated
by ZBIARARFKAREHHZEESE (the Standing Committee of the National People’s Congress) on 29
December 1993 and became effective on 1 July 1994. It was subsequently amended on 25 December
1999, 28 August 2004 and 27 October 2005. The Company Law generally governs two types of
companies — limited liability companies and joint stock limited companies. The Company Law shall
also apply to foreign-invested limited liability companies. Where laws on foreign investment have
other stipulations, such stipulations shall apply.

The establishment procedures, verification and approval procedures, registered capital
requirement, foreign exchange restriction, accounting practices, taxation and labour matters of a
wholly foreign-owned enterprise are governed by H#EAREMESIEEERFEE  (the Wholly
Foreign-owned Enterprise Law of the PRC) (the “Wholly Foreign-owned Enterprise Law”), which
was promulgated on 12 April 1986 and amended on 31 October 2000, and Implementation Regulation
under the Wholly Foreign-owned Enterprise Law, which was promulgated on 12 December 1990 and
amended on 12 April 2001.

Investment in the PRC conducted by foreign investors and foreign-owned enterprises shall
comply with M &SRB S H# (the Guidance Catalogue of Industries for Foreign Investment) (the
“Catalogue”), which was amended and promulgated by @## (the Ministry of Commerce) and
HRBENICEZES®  (the National Development and Reform Commission) on 31 October 2007. The
Catalogue, as amended, became effective on 1 December 2007 and contains specific provisions
guiding market access of foreign capital, stipulating in detail the areas of entry pertaining to the
categories of encouraged foreign-invested industries, restricted foreign-invested industries and

prohibited foreign investment. Any industry no listed in the Catalogue is a permitted industry.

Taxation

Income tax

Prior to 1 January 2008, income tax payable by foreign-invested enterprises in the PRC was
governed by H#EA RILFIESM G H&E REMISMNE R3PS HIE  (the Foreign-invested Enterprise and Foreign
Enterprise Income Tax Law of the PRC) (“FIE Tax Law”) promulgated on 9 April 1991 and effective
on 1 July 1991 and the related implementation rules. Pursuant to the FIE Tax Law, a foreign-invested
enterprise was subject to a national income tax at the rate of 30% and a local tax at the rate of 3%
unless a lower rate was provided by law or administrative regulations. The income tax on
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foreign-invested enterprises established in Special Economic Zones, foreign enterprises which have
establishments or placesin Special Economic Zones engaged in production or business operations, and
on foreign-invested enterprises of a production nature in Economic and Technological Development
Zones, was levied at the reduced rate of 15%. The income tax on foreign-invested enterprises of a
production nature established in coastal economic open zones or in the old urban districts of cities
where the Special Economic Zones or the Economic and Technological Development Zones are
located, was levied at the reduced rate of 24%. Any foreign-invested enterprise of a production nature
scheduled to operate for a period of not less than ten years was exempted from income tax for two
years commencing from the first profit-making year (after offsetting all tax losses carried forward
from previous years) and allowed a fifty percent reduction in the following three consecutive years.

According to the newly promulgated H#E A RIFIEIBZEFTSHE (Enterprise Income Tax Law of
the PRC) (“New Tax Law”), which was promulgated on 16 March 2007, the income tax for both
domestic and foreign-invested enterprises will be at the same rate of 25% effective from 1 January
2008. However, there will be atransition period for enterprises that previously receive preferential tax
treatments under the FIE Tax Law. Foreign-invested enterprises that are subject to an enterprise
income rate lower than 25% may continue to enjoy the lower rate and gradually transit to the new tax
rate after the effective date of the Income Tax Law. Foreign-invested enterprises that enjoy a tax rate
of 24% will have their tax rate increased to 25% in 2008. Foreign-invested enterprises which enjoy
a fixed period of exemptions or reductions under the existing applicable rules and regulations may
continue to enjoy such treatment until the expiry of such prescribed period, and for those enterprises
whose preferential tax treatment has not commenced due to lack of profit, such preferential tax
treatment will commence from the effective date of the New Tax Law.

Value-added tax

Pursuant to H#E A RILFIES{EME TG (the Provisional Regulations on Value-added Tax of the
PRC) effective from 1 January 1994 and its implementation rules, all entities or individualsin the PRC
engaging in the sale of goods, the provision of processing services, repairs and replacement services,
and the importation of goods are required to pay value-added tax (“VAT”). VAT payable is calculated
as “output VAT” minus “input VAT”. The rate of VAT is 17% or in certain limited circumstances, 13%,
depending on the product type.

Environmental protection

According to 7 ARILFIBERE(R#1E  (the Environmental Protection Law of the PRC) (the
“Environmental Protection Law”), promulgated and effective in 26 December 1989:

° any entity that discharges pollutants must establish environmental protection rules and
adopt effective measures to control or properly treat waste gas, waste water, waste residues,
dust, malodorous gases, radioactive substances, noise, vibration and electromagnetic
radiation and other hazards it produces;
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° any entity that discharges pollutants must report to and register with the relevant
environmental protection authorities; and

° any entity that discharges pollutants in excess of the prescribed national or local standards
must pay a fee therefore.

Violation of the Environmental Protection Law may result in fines, suspension of operation,
close-down or even criminal liabilities.

Foreign currency exchange and dividend distribution

Foreign currency exchange

The principal regulations governing foreign currency exchange in China is
HhaE A RALFIRISMNEEER B (the Foreign Exchange Administration Rules of the PRC) (the “Foreign
Exchange Administration Rules”), promulgated by Ei#F: (the State Council) on 29 January 1996
and became effective on 1 April 1996 and amended on 14 January 1997. Under these rules, Renminbi
is freely convertible for payments of current account items, such as trade and service-related foreign
exchange transactions and dividend payments, but not freely convertible for capital account items,
such as direct investment, loan or investment in securities outside China unless prior approval of the
SAFE is obtained.

Under the Foreign Exchange Administration Rules, foreign-invested enterprises in the PRC may
purchase foreign exchange without the approval of SAFE for trade and services-related foreign
exchange transactions by providing commercial documents evidencing such transactions. They are
also allowed to retain foreign currency (subject to a cap approval by SAFE) to satisfy foreign
exchange liabilities or to pay dividends. In addition, foreign exchange transaction involving direct
investment, loans and investment in securities outside China are subject to limitations and require
approvals from SAFE.

Dividend distribution

The principal regulations governing distribution of dividends paid by wholly foreign-owned
enterprises include Wholly Foreign-owned Enterprise Law, which was promulgated on 12 April 1986
and amended on 31 October 2000, and Implementation Regulation under the Wholly Foreign-owned
Enterprise Law, which was promulgated on 12 December 1990 and amended on 12 April 2001.

Under these regulations, wholly foreign-owned enterprises in China may only pay dividends
from accumulated after-tax profits, if any, determined in accordance with PRC accounting standards
and regulations. In addition, such enterprises are required to set aside at least 10% of their after-tax
profits each year, if any, to fund certain reserve funds until the accumulated reserve amounts to 50%
of its registered capital. Such enterprises are also required to set aside funds for the employee bonus
and welfare fund from their after-tax profits each year at percentages determined at their sole
discretion. These reserves are not distributable as cash dividends.
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Overseas investment by domestic residents

According to BfASERJE R EEE SM Ik B B9 BIRE SRR & S EE B FIRTERYEHA]  (the Notice on
Issues Relating to the Administration of Foreign Exchange in Fund-raising and Return Investment
Activities of Domestic Residents Conducted via Offshore Special Purpose Vehicles) (the “SPV”),
which was issued by SAFE on 21 October 2005, and effective on 1 November 2005:

° domestic residents who plan to establish or control an overseas SPV must conduct foreign
exchange registration with the local foreign exchange authority;

° domestic residents who have contributed their assets or shares of a domestic enterprise into
an overseas SPV, or have raised funds overseas after such contribution, must conduct
foreign exchange registration for the modification of the record concerning the overseas
SPV with the local foreign exchange authority; and

° domestic residents who are the shareholder of an overseas SPV are required to go through
registration for the modification of the record with the local foreign exchange authority
within 30 days from the date of any major capital change event, such as an
increase/decrease of capital, share transfer, share swap, merger or division, long term
equity or debt investment or foreign guarantee where no round-trip investment is involved.

Anti-unfair Competition

The principal legal provisions governing market competition are set out in
i A RIS A IEEBE5%  (the Anti-unfair Competition Law of the PRC) (the “Competition Law”),
which was promulgated on 2 September 1993 and came into effect on 1 December 1993.

The Competition Law provides that business operators shall not undermine their competitors by
engaging in the following improper market activities:

° infringement of trademark rights or confidential business information;

° false publicity through advertising or other means, or forgery and dissemination of false
information that infringes upon the goodwill of competitors or the reputation of their
products; and

° other improper practices, including commercial bribery, cartels, dumping sales at
below-cost prices, and offering prizes as sales rebates illegally.

Violations of the Competition Law may result in the imposition of fines and, in serious cases,
revocation of its business license as well as incurrence of criminal liability.
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Product Quality

The principal legal provisions governing product liability are set out in HE A RIFIBI A 5E &k
(the Product Quality Law of the PRC) (the “Product Quality Law”), which was promulgated on 22
February 1993 and amended on 8 July 2000.

The Product Quality Law is applicable to the production and sale of any product within the PRC,
and producers and sellers shall be liable for any failure of their products to meet quality standards in
accordance with the Product Quality Law.

Violations of the Product Quality Law may result in the imposition of fines. In addition, the
seller or producer will be ordered to suspend its operations and its business license will be revoked.
Criminal liability may be incurred in serious cases.

According to the Product Quality Law, consumers or other victims who suffer injury or property
losses due to product defects may demand compensation from the producer as well as the seller. Where
the responsibility lies with the producer, the seller shall, after settling compensation, have the right
to recover such compensation from the producer, and vice versa.

Consumer Protection

The principal legal provisions for the protection of consumer interests are set out in
rhif A\ RILFIBNE S E AR fR7i% (the Consumer Protection Law of the PRC) (the “Consumer Protection
Law”), which was promulgated on 31 October 1993 and came into effect on 1 January 1994.

The Consumer Protection Law sets out standards of behaviour which business operators must
observe in their dealings with consumers.

Violations of the above Consumer Protection Law may result in the imposition of fines. In
addition, the business operator will be ordered to suspend its operations and its business license will
be revoked. Criminal liability may be incurred in serious cases.

According to the Consumer Protection Law, a consumer whose legal rights and interests are
prejudiced during the purchase or use of goods may demand compensation from the seller. Where the
responsibility lies with the manufacturer or another seller that provides the goods to the seller, the
seller shall, after settling compensation, have the right to recover such compensation from that
manufacturer or that other seller. Consumers or other injured parties who suffer injury or property
losses due to product defects in commodities may demand compensation from the manufacturer as
well as the seller. Where the responsibility lies with the manufacturer, the seller shall, after settling
compensation, have the right to recover such compensation from the manufacturer, and vice versa.
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BACKGROUND

Our history began with the establishment of Sanxing Sports on 3 February 1999 with an initial
registered capital of HK$16.8 million invested by our chairman and founder Mr. Ding. On 1 November
1999, Mr. Ding contributed an additional HK$20 million to the registered capital of Sanxing Sports,
which was then increased to HK$36.8 million during the same year and the equity interest in Sanxing
Sports continued to be wholly owned by Mr. Ding. Sanxing Sports primarily manufactured OEM
sports footwear products for various international brands until 2005 when it ceased to manufacture
such products. In 2006, the entire OEM sports footwear business of Sanxing Sport was transferred to
Xtep (China). After the said transfer, Sanxing Sports has not carried on any other business activities
and holds the land use rights and building ownership certificates of a number of properties used by
our Group.

As the PRC economy has been growing significantly since 2000, our Group started to reposition
ourselvesin the sportswear industry and set up FMNiiRSHEERSERAF (Tebu Sports Goods Co., Ltd.
Quanzhou) on 7 February 2002 to focus on and develop our own Xtep brand, which is a fashion
sportswear brand. At the time of the establishment of ®INiiFEF#8E M ARAR (Tebu Sports Goods
Co., Ltd. Quanzhou), it had an initial registered capital of HK$8.8 million held entirely by Ms. Ding
Ming Fang, the wife of Mr. Ding, on trust for Mr. Ding. The reason for such trust arrangement is that
Mr. Ding intended to keep his ownership of FRJNmikiP#EE AR ARAF (Tebu Sports Goods Co., Ltd.
Quanzhou) confidential for commercial reasons. Our PRC legal adviser, Jingtian & Gongcheng, has
confirmed that the said trust arrangement did not violate any laws or regulations in the PRC. On 30
January 2003, FMNiF e E RS ERAE (Tebu Sports Goods Co., Ltd. Quanzhou) changed its English
name to Xtep Sports Goods Co., Ltd. Quanzhou with the same Chinese company name. On 2 April
2004, Ms. Ding Ming Fang executed an equity transfer agreement to transfer all of her equity interests
in the then FRINiFEEE A AERAF  (Xtep Sports Goods Co., Ltd. Quanzhou) to Hong Kong Xtep
Sports Goods Co. (FERHEEMAAH) at a consideration of HK$8.8 million determined with
reference to the registered capital of the company at the time of transfer. Subsequent to the transfer,
the registered capital of RINMiRHEEHSERAR  (Xtep Sports Goods Co., Ltd. Quanzhou) was
increased to HK$100 million, and its name was changed to % (hE) AR E (Xtep (China) Co., Ltd.).
On 22 May 2007, Hong Kong Xtep Sports Goods Co. (Fi#ki S #aH AR ) entered into an equity
transfer agreement with Xtep Enterprise, then indirectly and wholly-owned by Mr. Ding, to sell its
100% equity interests in Xtep (China) to Xtep Enterprise for a total consideration of HK$900. The
consideration was determined with reference to the par value of the 900 shares in Xtep Enterprise to
be subscribed by Xtep Development, nominated by Hong Kong Xtep Sports Goods Co.
(BIEFP B RMAF ), as part of our Group's restructuring. After the acquisition, the entire equity
interests in Xtep (China) are owned by Xtep Enterprise.

For the period beginning on 2 April 2004 and ending on 22 May 2007, the registered owner of
Xtep (China) was Hong Kong Xtep Sports Goods Co. (&R #EHMAHR ), which was beneficially
owned and controlled by Mr. Ding. Hong Kong Xtep Sports Goods Co. (&#ERA#EEHMMAE ) was a
trade name used by Mr. Ding in carrying out business in Hong Kong as a sole proprietor. During the
period from 2 April 2004 and ending on 6 September 2006, Mr. Ding Ming Zhong, the brother of Mr.
Ding, was holding the equity interest in the trade name Hong Kong Xtep Sports Goods Co.
(FERPBEHAAT) on trust for Mr. Ding. The reason for such trust arrangement is that Mr. Ding
intended to keep his ownership of Xtep (China) confidential for commercial reasons. Mr. Ding Ming
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Zhong registered the trade name Hong Kong Xtep Sports Goods Co. (F&ERA#EE AR ) solely for
the purpose of holding Mr. Ding’s business interests on trust for Mr. Ding. During such period, Mr.
Ding Ming Zhong did not carry out any business and was a vice president of Xtep (China) primarily
responsible for procurement management. On 7 September 2006, Mr. Ding became the registered
owner of the trade name Hong Kong Xtep Sports Goods Co. (F#RFt#EMSAR ) and he remained
as the registered owner of such trade name at the time of the transfer of 100% equity interestsin Xtep
(China) from Hong Kong Xtep Sports Goods Co. (&F#FR#8E AR ) to Xtep Enterprise on 22 May
2007.

The principal business of the sole proprietorship business Hong Kong Xtep Sports Goods Co.
(FERAHEENSAT) was investment holding, and Mr. Ding used the trade name Hong Kong Xtep
Sports Goods Co. (Fi#F#EEMNMATR) solely to hold his investment in Xtep (China) and Xtep
Jinjiang. After the transfers of Xtep (China) and Xtep Jinjiang to Xtep Enterprise, Mr. Ding has ceased
to use Hong Kong Xtep Sports Goods Co. (&R H#8EHmm/AH ) as a trade name to carry out any
business in Hong Kong or elsewhere. Hong Kong Xtep Sports Goods Co. ( F#RAf#EHMAHR ) did not
receive any dividend from Xtep (China) and Xtep Jinjiang. It did not generate any revenue on its own
and there are no financial results to be incorporated in our Group’s financial statement during the
Track Record Period.

As evidenced by atrust agreement (BHERFHH# ) dated 8 August 2002 between Mr. Ding and Mr.
Ding Ming Zhong, Mr. Ding Ming Zhong had been holding the interest of the trade name of Hong
Kong Xtep Sports Goods Co. (F#ERAHEEHMAH ) in his personal capacity for and on behalf of Mr.
Ding since the time when Mr. Ding Ming Zhong had registered the trade name. The said arrangement
is further confirmed by Mr. Ding and Mr. Ding Ming Zhong by statutory declarations executed by each
of them. As confirmed by our Company’s PRC legal adviser, Jingtian & Gongcheng, such trust
arrangement did not violate any laws or regulations in the PRC.

In 2006, we started our multi-brand strategy and pursuant to the Disney License Agreement, we
were granted a license to design, create, manufacture or source, and sell a range of footwear, apparel
and accessory products in the PRC, using certain Disney trademarks (i.e., “Disney”, “Disney Sport”,
“#tje” and “i#i+J/EiEsh£5 ") and certain Disney standard characters (i.e., Mickey Mouse, Minnie
Mouse, Donald Duck, Daisy Duck, Goofy and Pluto). The Disney License Agreement also permits us
to operate physical retail stores that are free-standing or located within shopping malls using the name
“Disney Sport” and “ii+:/gizzh &% " and to sell Disney Sport products to consumers during the term
of the Disney License Agreement. Apart from being the designer and manufacturer of these products
in the PRC, we are also authorised to sell these products to retailers and wholesalers in the PRC in

particular through distribution channels that are subject to Disney (Shanghai)’s approval.

Following the multi-brand strategy, we started to develop our Koling brand business in 2007.
Koling (HK) was incorporated in Hong Kong on 13 September 2006. At the time of its incorporation,
Koling (HK) was held as to one share by Mr. Ding (50%) and one share by Ms. Ding Ming Fang (50%),
the wife of Mr. Ding, on trust for Mr. Ding. The reason for such trust arrangement is because at |east
two members are necessary to hold a general meeting under the then articles of association of Koling
(HK). Subsequently, Koling (Fujian) was established on 5 February 2007 as a wholly foreign owned
enterprise in the PRC with a registered capital of HK$8 million, wholly-owned by Koling (HK). On
23 January 2007, Mr. Ding and Ms. Ding Ming Fang (on behalf of Mr. Ding) transferred their
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respective one share in Koling (HK) to Mr. Cai Hui Ting (an employee of our Group) and Ms. Ding
Ru Nan (a sister of Ms. Ding Ming Fang), respectively, each at a consideration of HK$1 equivalent
to the par value of the share. Each of the said shares in Koling (HK) was held on trust by Mr. Cai Hui
Ting and Ms. Ding Ru Nan respectively for Mr. Ding. The reason for such trust arrangement is that
Mr. Ding intended to keep his ownership in Koling (Fujian) confidential for commercial reasons. On
14 May 2007, Mr. Ding acquired the legal interest of these shares from Mr. Cai Hui Ting and Ms. Ding
Ru Nan for an aggregate consideration of HK$2, equivalent to the par values of these shares. Koling
(Fujian) is principally engaged in the development of our Koling brand business. Our legal adviser as
to Hong Kong laws advised that the above trust arrangements did not violate any laws or regulations
in Hong Kong.

We are now the leading domestic fashion sportswear enterprises in the PRC focusing on
developing and selling our own branded products. Our Group now comprises our Company, Xtep
Development, Xtep Enterprise, Xtep (China), Sanxing Sports, Xtep Jinjiang, Xtep Xiamen, Koling
(HK) and Koling (Fujian). Our Group’s principal operating subsidiaries are Xtep (China) and Koling
(Fujian), held by our wholly-owned subsidiary Xtep Enterprise and Koling (HK) respectively. For
details of our subsidiaries, please refer to the section “ Statutory and General Information” in Appendix
VI to this document.

CORPORATE REORGANISATION

Set out below is the shareholding structure of Sanxing Sports and other companies owned by Mr.
Ding immediately prior to the Corporate Reorganisation:

Mr. Ding
100% 100% 100%
Hong Kong Xtep . .
Sanxing Sports Koling (HK)
Sports Goods Co.
I
100% 100%
Xtep (Ching) Xtep Jinjiang

In order to rationalise our organisational structure, our Group underwent the Corporate
Reorganisation prior to the Listing which involves the following steps:-

(a) establishment of our offshore shareholding structure; and

(b) restructuring of our PRC operating subsidiaries.
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Establishment of our offshore shareholding structure

We streamlined our offshore holding structure in April 2007 in preparation for investments by
the Carlyle Investment Funds in us and in contemplation of our Global Offering.

(1) Our Company

Our Company was incorporated as an exempted company in the Cayman Islands on 10 April 2007
to act as the ultimate holding company of the subsidiaries in our Group. At the time of its
incorporation, our Company was wholly-owned by Mr. Ding. On 28 May 2007, Group Success
acquired one share in our Company, which represented its entire issued share capital at that time, from
Mr. Ding. At the time of the said acquisition, Group Success was held by Mr. Ding, Mr. Ding Jin Chao
and Ms. Ding Mei Qing. No monetary consideration was paid by Mr. Ding Jin Chao and Ms. Ding Mei
Qing for the acquisition of their indirect interests in our Company as Mr. Ding intended to divide the
relevant interests among his family members. Our Company issued and allotted an aggregate of 99
new Shares to Group Success on 27 June 2007. On 17 September 2007, our Company issued and
allotted an additional 99,999,900 new Shares credited as fully paid to Group Success. On 22 December
2007, in consideration of Mr. Ding Jin Chao transferring the entire interest held by him in Group
Success to Mr. Ding and Ms. Ding Mei Qing respectively, Group Success, at the directions of Mr. Ding
and Ms. Ding Mei Qing, transferred 5,000,000 Shares held by it in our Company to Henley Hope, a
BVI company wholly-owned by Mr. Ding Jin Chao. On 21 March 2008, pursuant to the pre-determined
share adjustment formula stipulated in the Convertible Loan Agreement (as amended) and the
Investment Agreement (as amended) based on the financial performance of our Group companies for
the year ended 31 December 2007, CAGP L.P. and CAGP 111, L.P. converted 1,505,144 and 60,024
Series A Preferred Shares previously held by each of them respectively into 1,505,144 and 60,024
ordinary Shares of our Company and transferred the said converted ordinary Shares of our Company
to Group Success as beneficial owner free from all encumbrances for nominal consideration of
US$1.00. For details of the investments by the Carlyle Investment Funds and the aforesaid share
adjustment, please refer to the section headed “Investment by Carlyle” in this document.

(2) Xtep Development

Xtep Development, previously known as Able Great Enterprises Limited, was incorporated in the
BVI on 9 February 2007 with an authorised share capital of US$50,000 divided into 50,000 shares of
US$1.00 each. On 10 April 2007, our Company subscribed for one share in Xtep Development, which
became our wholly-owned subsidiary.

(3) Xtep Enterprise

Xtep Enterprise, previously known as Leader Gain Investments Limited, was incorporated in
Hong Kong on 27 March 2007 with an authorised share capital of HK$10,000 divided into 10,000
shares of HK$1.00 each. On 10 April 2007, Mr. Ding acquired from Harefield Limited one share of
HK$1.00 each in Xtep Enterprise for a consideration of HK$1.00 and nine shares of HK$1.00 each in
Xtep Enterprise were allotted and issued credited as fully paid to Xtep Development for a
consideration of HK$9.00, equivalent to the par values of these shares. Subsequent to our acquisition
of Xtep Development on 10 April 2007, Xtep Development acquired one share in Xtep Enterprise held
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by Mr. Ding for a consideration of HK$1.00 on 11 April 2007 and after the acquisition, Xtep
Enterprise also became our wholly-owned subsidiary. The consideration was determined with
reference to the par value of the share. On 27 June 2007, an additional 990 shares of HK$1.00 in Xtep
Enterprise were allotted and issued credited as fully paid to Xtep Development for a consideration of
HK$990, equivalent to the par value of those shares.

(4) Koling (HK)

Koling (HK) was incorporated as a limited liability company in Hong Kong on 13 September
2006 with an authorised share capital of HK$10,000 divided into 10,000 shares of HK$1.00 each. At
the time of its incorporation, two shares of HK$1.00 each in Koling (HK) were allotted and issued
credited as fully paid to Mr. Ding and Ms. Ding Ming Fang, on trust for Mr. Ding for the consideration
of HK$1.00 each, respectively. The consideration was determined with reference to the par values of
these shares. On 23 January 2007, Mr. Cai Hui Ting and Ms. Ding Ru Nan acquired from Mr. Ding
and Ms. Ding Ming Fang two shares of HK$1.00 each in Koling (HK) for an aggregate consideration
of HK$2.00, equivalent to the par values of these shares. Each of the said shares in Koling (HK) was
held on trust by Mr. Cai Hui Ting and Ms. Ding Ru Nan respectively for Mr. Ding. On 14 May 2007,
Mr. Ding acquired from Mr. Cai Hui Ting and Ms. Ding Ru Nan the legal interest in two shares of
HK$1.00 each in Koling (HK) for an aggregate consideration of HK$2.00, equivalent to the par values
of these shares.

On 13 June 2007, Xtep Development acquired two shares in Koling (HK), which represented its
entire issued share capital at that time, from Mr. Ding for an aggregate consideration of HK$2.00,
equivalent to the par values of these shares. As a result of the acquisition, Koling (HK) became our
wholly-owned subsidiary. Pursuant to the same sale and purchase agreement, Xtep Development
acquired the entire shareholder’s loan of HK$8,106,712 provided by Mr. Ding to Koling (HK) by the
issue and allotment of an aggregate of 9,999 new shares of Xtep Development to our Company as
directed by Mr. Ding.

The following diagram sets out our offshore shareholding structure upon completion of the above
steps:

The Company

(Cayman Islands)

100%

Xtep Development

(BVI)
100% 100%

Xtep Enterprise Koling (HK)
(Hong Kong) (Hong Kong)
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Restructuring of our PRC operating subsidiaries
(1) Xtep (China)

On 22 May 2007, Hong Kong Xtep Sports Goods Co. (&Fi#fiHEANAHR ) entered into an
equity transfer agreement with Xtep Enterprise to sell its 100% equity interests in Xtep (China) to
Xtep Enterprise for a total consideration of HK$900. The consideration was determined with reference
to the par value of the 900 sharesin Xtep Enterprise to be subscribed by Xtep Development, nominated
by Hong Kong Xtep Sports Goods Co. ( Fi#sfrp#aaHMmATH ), as part of our Group’s restructuring.
After the acquisition, the entire equity interests in Xtep (China) are owned by Xtep Enterprise. On 15
October 2007, the registered capital of Xtep (China) was increased from HK$100 million to HK$280
million.

(2) Xtep Jinjiang

Xtep Jinjiang, previously known as Fujian Xingte Shoes & Garments Co., Ltd.
(TR ARRAH ), was established on 1 November 2004 with a registered capital of US$6 million
held entirely by Hong Kong Xtep Sports Goods Co. ( F#ERA#EHMAF ), a trade name used by Mr.
Ding in carrying out business in Hong Kong as a sole proprietor. The initial business scope of Xtep
Jinjiang was to engage in the production of footwear, apparel, footwear materials and accessories. On
17 May 2006, it changed its name to L% #8E HARA R (Xtep Sports Goods Co., Ltd. Jinjiang).
Xtep Jinjiang currently is not involved in any operation but will engage in the operation of new
apparel production facility in future.

On 22 May 2007 and 7 June 2007, Xtep Enterprise entered into an equity transfer agreement and
a supplemental agreement, respectively, with Hong Kong Xtep Sports Goods Co.
(BHEFPHEERAF) to acquire its 100% equity interests in Xtep Jinjiang for a consideration of
HK$90. The consideration was determined with reference to the par value of the 90 shares in Xtep
Enterprise to be subscribed by Xtep Development, nominated by Hong Kong Xtep Sports Goods Co.
(FWErP BN ), as part of our Group’s restructuring. Xtep Enterprise currently holds 100%
equity interests in Xtep Jinjiang.

(3) Sanxing Sports

On 19 September 2007, Xtep Enterprise entered into an equity transfer agreement with Mr. Ding
to acquire his 100% equity interests in Sanxing Sports for a consideration of HK$36.8 million. The
consideration was determined with reference to the registered capital of Sanxing Sports at the time of
transfer. Xtep Enterprise currently holds 100% equity interests in Sanxing Sports.

(4) Xtep Xiamen

Xtep Xiamen was established on 5 January 2007 as ajoint stock limited company in the PRC with
aregistered capital of RMB50 million, contributed as to RMB32.5 million by Xtep (China) (65%) and
RMB17.5 million by Mr. Lin Zhang Li (35%). On 2 November 2007, Xtep Xiamen was converted from
ajoint stock limited company to a limited liability company incorporated under the laws of PRC. In
order to achieve absolute management control and to have 100% controlling interest in Xtep Xiamen,
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on 15 November 2007, Xtep (China) entered into an equity transfer agreement with Mr. Lin Zhang Li
to acquire his 35% equity interests in Xtep Xiamen for a consideration of RMB 17.5 million. The
consideration was determined with reference to the registered capital of Xtep Xiamen at the time of
transfer. Mr. Lin Zhang Li has assigned the right to receive such consideration to Mr. Ding as the
initial capital injected in Xtep Xiamen of RMB17.5 million was borrowed by Mr. Lin Zhang Li from
Mr. Ding. Xtep Enterprise currently indirectly holds 100% equity interests in Xtep Xiamen through
Xtep (China). Xtep Xiamen has not yet commenced any operation but will perform the function of
sales and marketing centre as well as research and development centre of our Group in future.

(5) Koling (Fujian)

Koling (Fujian) was established by Koling (HK) as awholly foreign owned enterprise in the PRC
with a registered capital of HK$8 million on 5 February 2007.

On 8 August 2006, six PRC governmental and regulatory agencies, including the Ministry of
Commerce and the CSRC, promulgated BN &EEHEEAMHENEE (the Provisions on the
Acquisition of Domestic Enterprises by Foreign Investors) (the “M & A Regulation”), which became
effective on 8 September 2006. Article 40 of the M&A Regulation requires that an offshore special
purpose vehicle formed for the purposes of an offshore listing and controlled directly or indirectly by
PRC companies or individuals, shall obtain the CSRC approval prior to the listing and trading of the
securities of such offshore special purpose vehicle on an overseas stock exchange. Our PRC legal
adviser, Jingtian & Gongcheng, has confirmed that the foreign investment companies of our Group in
PRC were all established before 8 September 2006 and have obtained all approvals from relevant
authorities, therefore, the Listing does not require the approval of CSRC and any other PRC
government authorities under current PRC laws, regulations and rules.

On 21 October 2005, the SAFE issued a new public notice which became effective on 1
November 2005. The notice requires PRC residents to register with the local SAFE branch before
establishing or controlling any company, referred to in the notice as a “special purpose offshore
company”, outside of the PRC for the purpose of capital financing, and to register again after
completing an investment in or acquisition of any operating subsidiaries in the PRC, which we refer
to herein as a round-trip investment. Also, any change of shareholding or any other material capital
alteration in such special purpose offshore company involving no round-trip investment shall be filed
within 30 days starting from the date of shareholding transfer or capital alteration. Our PRC legal
adviser, Jingtian & Gongcheng, has confirmed that our beneficial owners who fall within the
definition of PRC residents comply with all relevant SAFE registration requirements under the PRC
laws which are applicable to them in respect of their investments in our Group.

Our PRC legal adviser, Jingtian & Gongcheng, has confirmed that we have obtained all approvals
and permits required under PRC laws and regulations in connection with each stage of the
reorganisation and the Listing.



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

HISTORY AND CORPORATE STRUCTURE

Set out below is the shareholding structure of our Group immediately following the Corporate
Reorganisation and before the Global Offering, the conversion of Series A Preferred Shares and the
Capitalisation |ssue:

Mr. Ding Ms. Ding Mei Qing Mr. Ding Jin Chao
63.2% 36.8% 100%
I
Gro”(%\sl‘l’)cm He"('g{/'l*)"pe CAGPL.P CAGPIII, LP
(investment holding) (investment holding) (Cayman Islands) (Cayman Idlands)
85.9% 4.5% 9.2% 0.4%
Our Company

(Cayman Islands)
(investment holding)

| 100%

Xtep Development
BVI
(investment holding)

100% 100%
Xtep Enterprise Koling (HK)
(Hong Kong) (Hong Kong)
(investment holding) (investment holding)
100% 100% 100% 100%
Sanxing Sports Xtep (China) Xtep Jinjiang Koling (Fujian)
(PRC) (PRC) (PRC) (PRC)
100%
Xtep Xiamen
(PRC)
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BACKGROUND

On 13 June 2007, CAGP L.P. and CAGP Ill, L.P.,, both being investment funds managed by
entities within Carlyle, entered into the Convertible Loan Agreement and the Investment Agreement
with, among others, Mr. Ding and our Company. The Convertible Loan Agreement and the Investment
Agreement were amended on 24 August 2007, pursuant to the entering of the Supplemental Agreement
and on 17 September 2007, pursuant to the entering of the Second Supplemental Agreement.

Pursuant to the Convertible Loan Agreement, the Carlyle Investment Funds agreed to provide our
Company with a convertible loan of an aggregate principal amount of approximately RMB40 million
convertible into Series A Preferred Shares. On 18 September 2007, pursuant to the Convertible Loan
Agreement (as amended), the Carlyle Convertible Loan was converted into 2,161,010 and 86,180
Series A Preferred Shares which were held by CAGP L.P. and CAGP 111, L.P., respectively.

Pursuant to the Investment Agreement, the Carlyle Investment Funds agreed to further subscribe
to Series A Preferred Shares at an aggregate consideration of approximately RMB180 million. On 18
September 2007, pursuant to the Investment Agreement (as amended), our Company issued 9,724,551
and 387,809 Series A Preferred Shares to CAGP L.P. and CAGP Ill, L.P., respectively.

On 21 March 2008, the numbers of Series A Preferred Shares held by CAGP L.P. and CAGP I,
L.P. were adjusted to 10,380,417 and 413,965 Series A Preferred Shares respectively based on the
financial performance of our Group companies for the year ended 31 December 2007 with reference
to the pre-determined share adjustment formula stipulated in the Convertible Loan Agreement (as
amended) and the Investment Agreement (as amended). The pre-determined share adjustment formula
was that if the net income of our Group companies for the year ended 31 December 2007 as agreed
between our Company and the Carlyle Investment Funds (the “2007 Net Profit”) is more than or equal
to RMB200 million, the shareholding percentage held by the Carlyle Investment Funds in the total
issued and outstanding share capital of our Company shall be adjusted downwards as follows:

The shareholding percentage held by the
Carlyle Investment Funds in the total
issued and outstanding share capital of
our Company

11% x (200 million / 2007 Net Profit)

The above references to the 2007 Net Profit being less than, more than or equal to RMB200
million are simply benchmarks that we pre-agreed with the Carlyle Investment Funds for the purposes
of the share adjustment mechanism, which is a purely pre-determined private arrangement among the
parties to the Investment Agreement (as amended) and the Convertible Loan Agreement (as amended).
Based on such pre-determined adjustment formula, CAGP L.P. and CAGP Ill, L.P. converted
1,505,144 and 60,024 Series A Preferred Shares previously held by each of them respectively into
1,505,144 and 60,024 ordinary Shares of our Company and transferred the said converted ordinary
Shares of our Company to Group Success as beneficial owner free from all encumbrances for nominal
consideration of US$1.00. Other than this share adjustment mechanism, there is no further adjustment
as part of the terms of the investments by Carlyle.
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As at the Latest Practicable Date, CAGP L.P. and CAGP III, L.P. were holding a total of
10,380,417 and 413,965 Series A Preferred Shares, respectively, on a fully diluted basis constitute
approximately 9.2% and 0.4% shareholding in our Company, respectively.

INFORMATION REGARDING CARLYLE

Carlyle is one of the world’s largest global private equity firms, with more than US$75.6 billion
under management. Carlyle is independent of, and not connected with, the Directors, chief executives
or substantial Shareholders of our Company (other than via the Carlyle Investment Funds) or any of
our subsidiaries or any of their respective associates. The general partner of CAGP L.P. and CAGPIII,
L.P. is CAGP General Partner L.P., an exempted limited partnership established under the laws of the
Cayman Islands which itself sets by its general partner CAGP Ltd, an exempted company established
under the laws of the Cayman Islands. The Carlyle Investment Funds are principally engaged in
investments across a broad range of sectors with exclusive geographical focus on China, India, Japan
and South Korea.

PRINCIPAL TERMS

The principal terms of the investment by Carlyle are summarised as follows:

Conversion into ordinary shares

Pursuant to the Convertible Loan Agreement (as amended) and the Investment Agreement (as
amended), the Carlyle Investment Funds are entitled to convert their Series A Preferred Shares into
such number of ordinary share of HK$0.01 par value in the capital of our Company at any time. Unless
the Carlyle Investment Funds choose to convert their Series A Preferred Shares into ordinary Shares
of our Company before the completion of the Global Offering, their Series A Preferred Shares will be
converted automatically into such number of ordinary Shares of our Company upon the completion of
the Global Offering.

On 7 May 2008, each of CAGP L.P. and CAGP Ill, L.P. delivered a conversion notice to our
Company to convert, conditional upon satisfaction of the conditions to the Listing as set out in
Appendix VI to this document, the Series A Preferred Shares into our Shares and requested our
Company to issue 10,380,417 Shares and 413,965 Shares respectively to CAGP L.P. and CAGP III,
L.P. prior to Listing, after adjusting for the subdivision and capitalisation of our Shares. This
conversion is based on a one-for-one conversion of each Series A Preferred Share into a Share and the
conversion priceis a pre-determined fixed price, subject to adjustments upon the occurrence of certain
events, such as consolidation, subdivision and capitalisation of our Shares.

Following such conversion and upon the completion of the Capitalisation Issue and the Global
Offering, CAGP L.P. and CAGP 111, L.P. will be holding atotal of 152,436,424 and 6,079,076 Shares,
respectively, representing approximately 6.9% and 0.3% shareholding in our Company, respectively,
assuming there are no diluting issuances by our Company such as consolidation, subdivision or
capitalisation of our Shares.
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The price per Share paid by the Carlyle Investment Funds was approximately HK$1.55 (the
“Entry Price”).

The investment risks that the Carlyle Investment Funds were subject to when making the
investment in our Company back in June 2007 were entirely different from the risks which the
investing public may have to bear in the context of the Global Offering. The Entry Price reflected the
illiquidity of the Shares, the historical financial performance of our Group companies, the lock-up
arrangement, the strategic value added by the Carlyle Investment Funds to our Company as set out
below and the bargaining positions of the parties at that time.

The proceeds from the investment by the Carlyle Investment Funds in our Company were used
as our working capital for the expansion of our business and for our internal restructuring. We believe
that the presence of the Carlyle Investment Funds has added strategic value to our Group including
boosting the profile of our Company and our Shareholder base, reinforcing good corporate governance
practices and generally enhancing accountability and transparency of our Company. In addition, our
Directors believe that the Carlyle Investment Funds global network and previous investments and
expertise in the consumer goods sector can also benefit the development of our Group.

Lock-up

Each of the Carlyle Investment Funds undertakes that without the prior written consent of our
Company, J.P. Morgan Asia Pacific and UBS, it shall not, whether directly or indirectly, at any time
during the period of six months from the Listing Date (the “L ock-up Period”) dispose of any of the
Shares or other securities of our Company which are derived therefrom pursuant to any rights issue,
capitalisation issue or other form of capital reorganisation (the “Relevant Shares”) or any interest in
any company or entity holding any of the Relevant Shares held by the Carlyle Investment Funds on
the Listing Date.

The above restrictions shall not prevent the Carlyle Investment Funds from transferring all or
part of the Relevant Shares to any entities or funds, directly or indirectly, controlling, controlled by
or under common control of Carlyle (“Carlyle Affiliates”). The Carlyle Affiliates will be subject to
the restrictions on disposals imposed on the Carlyle Investment Funds pursuant to the Convertible
Loan Agreement (as amended) and/or the Investment Agreement (as amended). If a Carlyle Affiliate
ceases to be a Carlyle Affiliate during the Lock-up Period, it shall transfer the Relevant Shares to the
Carlyle Investment Funds or another Carlyle Affiliate which undertakes to abide by the terms and
restrictions on disposals imposed on the Carlyle Investment Funds pursuant to the Convertible Loan
Agreement (as amended) and the Investment Agreement (as amended).
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In addition to the lock-up arrangement set out above, each of the Carlyle Investment Funds
undertakes to us that, subject to, among others, (i) the commencement date of trading of the Shares
on the Stock Exchange pursuant to the Listing being before 31 December 2009, and (ii) the conversion
of the Series A Preferred Shares held by the Carlyle Investment Funds into ordinary shares of our
Company before 31 December 2009, the Carlyle Investment Funds shall not:

(a) within the calendar year in which the date of the Listing falls into (the “First PO Year”),
dispose of or enter into any agreement to agree to dispose during the First PO Year of more
than 20% of those ordinary Shares of our Company held by the Carlyle Investment Funds
on the Listing Date;

(b) within the calendar year immediately subsequent to the First IPO Year (the “Second I PO
Year”), dispose of or enter into any agreement to agree to dispose during the Second |PO
Year of more than 30% of those ordinary Shares of our Company held by the Carlyle
Investment Funds on the date of the Listing, provided that (i) this 30% limit shall not
include, and (ii) there shall be no restriction on the rights of the Carlyle Investment Funds
to dispose after the First IPO Year, any ordinary Shares of our Company which they have
the right to dispose but has not disposed of within the First IPO Year.

Redemption of the Series A Preferred Shares

The Carlyle Investment Funds are entitled to redeem their Series A Preferred Shares if, among
others, one of the following events occur:

(a) any event has occurred giving rise to a right to terminate the Convertible Loan Agreement
(as amended) or the Investment Agreement (as amended), including mutual consent,
material breach of any provision of the Convertible Loan Agreement (as amended) or the
Investment Agreement (as amended), and any action by any governmental authority
prohibiting the consummation of any material transactions contemplated therein, or

(b) the initial public offering has not occurred before the fifth anniversary of the initial
issuance of the Series A Preferred Shares.

The redemption price for each Series A Preferred Share shall be equal to the sum of the issue
price for each Series A Preferred Share, plus 15% of the issue price for each Series A Preferred Share
(as adjusted in accordance with the Convertible Loan Agreement (as amended) and the Investment
Agreement (as amended) and for any dividend of shares, division or combination of shares,
recapitalisations and the like) compounded annually from the initial issuance date of the Series A
Preferred Share until completion of the redemption of such Series A Preferred Share, provided that
such interest shall not be applicable for such period when a force majeure event has happened.
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Management of our Company

Pursuant to the terms of the Investor’s Rights Agreement, for so long as the Carlyle Investment
Funds collectively hold any Series A Preferred Shares (including any ordinary Shares of our Company
issued upon conversion thereof), the Carlyle Investment Funds shall have the right to appoint one
director to the board of directors of our Company. The Carlyle Investment Funds shall also elect one
independent director jointly selected by Mr. Ding, Ms. Ding Mei Qing, Mr. Ding Jin Chao and the
Carlyle Investment Funds. The Investor’'s Rights Agreement and the foregoing rights of the Carlyle
Investment Funds to appoint directors shall cease to have effect upon the completion of the Global
Offering.

The Carlyle Investment Funds currently have one representative, Mr. Xiao Feng, on our Board,
which comprises nine Directors.

Preferential rights of the Convertible Loan Agreement, the Investment Agreement, the Investor’s
Rights Agreement and the Right of First Refusal and Co-sale Agreement ceasing to exist upon
completion of the Global Offering

Under the Convertible Loan Agreement (as amended), the Investment Agreement (as amended),
the Investor’s Rights Agreement and the Right of First Refusal and Co-sale Agreement, other than the
right to appointment one director to the board of directors of our Company as set out above, the
Carlyle Investment Funds has been granted preferential rights since the entering of the aforesaid
agreements primarily in relation to the following:

Dividends. The rights of Series A Preferred Shares as regards to dividends shall in all respects
rank pari passu with the ordinary shares of our Company.

Reserved Matters. Certain reserved matters of our Group (such as the approval or amendment of
our Company’s employee option plan, incurrence of indebtedness or expenditure over a certain limit
other than those described and permitted by the business plan and budget, amendment of constitutional
documents and the distribution of dividend by our Group) must be approved by the Carlyle Investment
Funds.

Pre-emptive Right. Each of the Carlyle Investment Funds has a pre-emptive right to purchase up
to its pro rata share of any new securities which our Company may, from time to time, propose to sell,
offer or issue.

Right of First Offer. Each of the Carlyle Investment Funds has a right of first offer over the
Shares proposed to be sold by initial shareholders of our Company.

Tag-along Rights. In the event that any of the initial shareholders of our Company sells any part
of its shareholding interest in our Company to a third party (subject to the approval by the Carlyle
Investment Funds, the shareholders’ rights of first offer and certain other stipulated conditions), the
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Carlyle Investment Funds have the right to have up to a pro rata portion of its shareholding interest
in our Company included in such sale, on substantially the same terms and conditions as such share
sale by the initial shareholders of our Company.

Information Rights. The Carlyle Investment Funds are entitled to have full and equal access to
our financial and accounting information, annual business plan and other books and records subject
to certain confidentiality obligations.

The above-mentioned preferential rights of the Carlyle Investment Funds shall cease to have
effect upon the completion of the Global Offering.
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OVERVIEW

We are the leading domestic fashion sportswear enterprise in the PRC. Our Xtep brand is the
largest domestic fashion sportswear brand in terms of revenue for 2007, and has a market share of
approximately 3.4% in the total PRC sportswear market in 2007 according to Euromonitor
International. The fashion sportswear market accounted for approximately 17% of the total sportswear
market in the PRC in 2007. Fashion sportswear is defined by Euromonitor International as a hybrid
of casual sportswear, which caters to sports needs and is suitable for casual wear, and fashion wear.
In particular, fashion sportswear places an emphasis on the combination of sports functions and
fashion tastes and trends. We are primarily engaged in the design, development, manufacture and
marketing of sportswear, including footwear, apparel and accessory products, sold under the Xtep
brand and the Koling brand, which are owned by us, and the Disney Sport brand, which is licensed
to us in the PRC pursuant to the Disney License Agreement entered into on 1 November 2006, as
amended on 1 January 2007.

Our business began in 1999 as an OEM enterprise which manufactured sports footwear products
for various international brands. Aswe believe that branded sportswear products offer greater business
potential and higher profit margins than OEM products, we began to rebuild our business model to
develop our own brands starting with our Xtep brand in 2002. We are one of the first sportswear
enterprises in the PRC to position our own branded sportswear products with a fashion and trendy
focus in addition to functionality and utility, because we believe the market for fashion sportswear
products has greater potential and such positioning differentiates us from major competitors. Since we
launched our Xtep brand in 2002, it has grown to become the leading domestic fashion sportswear
brand in the PRC. We believe the Xtep brand has become synonymous with trendy, innovative and
high-quality fashion sportswear products in the PRC. Leveraging our success with Xtep brand, we
began to implement a multi-brand strategy to diversify our product offering and launched the Disney
Sport products and our Koling brand in the PRC in 2007. While the Disney Sport brand focuses on
a range of sportswear with fun and casual designs that feature certain Disney images and characters,
the Koling brand provides a more daring, bold and alluring style. This multi-brand strategy has
allowed us to segment our target markets with unique brand names that cater and appeal to different
consumer groups of different ages, disposable income levels, fashion tastes and preferences.

Our business model begins with the product design, research and development with each of our
brands having its own dedicated in-house design team to design sportswear products that meet the
tastes and preferences of target consumers. While we implement innovative and multi-faceted
marketing strategies to promote our brands and our products, new products are usually introduced to
our distributors and third-party retailers at our sales fairs, which are normally held four to six months
ahead of the introduction of a new season’s products to end consumers. Our distributors place most
of their orders for these new products at the sales fairs, and we use these orders to determine
production schedules for the applicable season. The products are then manufactured by us at our own
production facility and/or by a sub-contractor or a contract manufacturer. The products are delivered
to our distributors, which in turn either sell the products directly to consumers or on-sell the products
to their respective third-party retailers for eventual sales to consumers.
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We place great emphasis on meeting consumer demands for fashionable and trendy sportswear
utilising the latest technologies and materials. We believe that our product design teams and research
and development team, which in aggregate comprised approximately 370 staff as at 30 April 2008,
have a proven track record in identifying and responding to market and fashion trends as well as
applying new technologies for fashion sportswear. Each of our brands has its own dedicated in-house
design team. We believe they are capable of designing trendy, innovative and fashionable sportswear
productsin atimely and cost-efficient manner to meet different consumer demands and tastes. We al so
have a research and development team that seeks to enhance the functionality and quality of our
products with new technologies. For example, we have developed a spraying technology to apply
nano-silver anti-bacterial chemicals (which are capable of killing 99% of the bacteria on which they
are applied) to most of our footwear products.

We distribute our branded products through an extensive nationwide distribution network
covering all 31 provinces, autonomous regions and municipalities in the PRC. As at 31 March 2008,
our extensive network of distributors comprised 28, 31 and 30 distributors for the Xtep, Disney Sport
and Koling brands, respectively. As at 31 March 2008, these distributors in turn owned, directly
operated or managed through third-party retailers 4,678, 265 and 50 Xtep, Disney Sport and Koling
retail outlets, respectively. For the Disney Sport branded products, we are authorised to sell them to
retailers and wholesalers in the PRC in particular through distribution channels that are subject to
Disney (Shanghai)’s approval. All of our distributors and their retailers are Independent Third Parties
and we have limited control over our distributors. We also have limited control over the prices at
which our distributors or customers are willing to purchase our products as prices are driven mainly
by economic factors such as demand and supply, and we do not enter into any agreement with our
distributors which provide for a minimum purchase price by the distributors of our products. We
believe our network allows us to penetrate into the mass market within the PRC.

We currently employ different distribution models for Xtep and Disney Sport products, as
compared to Koling products. The distributors of Xtep and Disney Sport products are required to sell
these branded sportswear products exclusively, while the distributors of our Koling branded products
are not required to do so. In addition, while Xtep and Disney Sport products are sold at retail outlets
operated by our distributors and third-party retailers, Koling branded products are sold only at retail
outlets operated directly by our distributors.

We believe our leading position among domestic brands in the PRC fashion sportswear market
is attributable in part to our innovative and multi-faceted marketing strategies. We are one of the first
in our industry in the PRC to deploy a marketing campaign using entertainment celebrities, who are
popular among the Chinese-speaking communities around the world, rather than professional sports
celebrities to promote our brands and products by attracting and appealing to trend-driven consumers.
In addition, we also try to enhance our general brand exposure, in particular to sports enthusiasts,
through our sponsorship of sports events. For example, we were the sole sports product partner of
rhig ARILHIEEE e BGER®  (the 10th National Games of China), the sole title sponsor of
HREIZFEEER AR ZE (Women's Chinese Basketball Association (WCBA)) and %5 FE BRI
(National Basketball League (NBL)). We are also participating in the promotion of the Beijing 2008
Olympic Games by being the sole sponsor of one of only four Olympic Trains, FF9tB#Es[H (Xtep
Olympic Train), a passenger train operated by the Ministry of Railways of the PRC that services the
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Beijing-Shanghai route which has been decorated with various Xtep logos and trademarks and images
relating to the Beijing 2008 Olympic Games. In addition, we are the only PRC sportswear enterprise
that has successfully purchased television commercial airtime during all finals of the Beijing 2008
Olympic Games.

We have our own production facilities in Quanzhou, Fujian province, which enable us to control
our production costs and product quality more effectively and to respond to consumer demand more
quickly. We operated 8, 12 and 12 footwear production lines with capacity of approximately 7.9
million, 9.5 million and 11.5 million pairs of footwear products per annum as at 31 December 2005,
2006 and 2007, respectively. We commenced our own apparel production at the end of 2007 and we
operated 12 apparel production lines with capacity of approximately one million pieces of apparel
products per annum ended as at 31 December 2007. Our Directors confirm that the utilisation rates of
our footwear production facility were approximately 98%, 100% and 83% for the three years ended
31 December 2005, 2006 and 2007, respectively, and the utilisation rate of our apparel production
facility was approximately 100% for the year ended 31 December 2007. The utilisation rate of our
footwear production facility decreased in 2007 because our Group chose to increase the outsourcing
percentage of its footwear production in 2007 as the operation of the lean footwear production lines
was at a trial stage during that time. In addition, our Group chose not to fully utilise the additional
production capacity in order to leave capacity for unexpected demand and seasonal fluctuation if
needed. During the Track Record Period, we self-produced most of our footwear products and
outsourced the production of a small portion of that to various contract manufacturers. We commenced
our own apparel production at the end of 2007 and, in line with our outsourcing strategy, we intend
to continue to outsource some of our apparel production to sub-contractors and contract
manufacturers. We also outsourced the production of all of our accessory products during the Track
Record Period. We believe such outsourcing strategy has allowed us to adjust our product mix in a
timely manner and on an asset-light basis, allowing us to capture more strategic opportunities.

We grew rapidly during the Track Record Period. Our revenue increased from RMB297.4 million
for the year ended 31 December 2005 to RMB483.6 million for the year ended 31 December 2006, and
to RMB1,364.9 million for the year ended 31 December 2007, representing a CAGR of approximately
114.2%. The significant growth of our revenue over the Track Record Period reflects our strategic
decision to focus on the sales of our branded products, which grew from RMB70.3 million in 2005 to
RMB197.6 million in 2006, and to RMB1,259.1 million in 2007, representing 23.6%, 40.9% and
92.2% of our total revenue in 2005, 2006 and 2007, respectively. Our net profit also grew significantly
from RMB8.2 million in 2005 to RMB50.1 million in 2006, and to RMB221.9 million in 2007.

OUR COMPETITIVE STRENGTHS

We are the leading domestic fashion sportswear enterprise in the PRC, where the fashion
sportswear market accounted for approximately 17% of the total sportswear market in the PRC in
2007. The following sets forth our key competitive strengths:

Leading PRC fashion sportswear brand name

We are one of the first sportswear enterprises in the PRC to position our own branded sportswear
products with a fashion and trendy focus in addition to functionality and utility. Our business has
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grown significantly over the past few years and our Xtep brand is the largest PRC fashion sportswear
brand in terms of revenue for 2007, according to Euromonitor International. We believe that our
fashionable and trendy sportswear products have allowed us to differentiate our brands from those of
our competitors and have helped increase our brand recognition. Our Xtep brand was also recognised
by World Brand Laboratory (#5f# &%= ), an international brand research institute specialising in
brand appraisal, training, management and marketing and chaired by Noble Prize-winning economist
Robert Mundell, as one of HE 500&2HESM (China's 500 Most Valuable Brands) in both 2004 and
2006 as well as HEIMFEAREE (No.1) (#EHH ) (the Chinese Brand of the Year and ranked No. 1
in the sports products category) in both 2006 and 2007.(%)

In addition to being fashionable and trendy, we also place great emphasis on quality. As aresult,
since 2002, our Xtep brand, trademark and products have been highly recognised in the PRC and
were awarded five national honours, namely, HEE#REE  (China's Well-Known Trademarks),
R RES (China's Famous Brand Products), s (Exemption of Export Commodities From
Inspection), ZEME &%k (Product Exemption From Quality Surveillance Inspection) and FEI'E 500
713 (China Top 500 Elite Enterprises). For further details of the above recognition, please refer to
the paragraph headed “Brand recognition” in this section of the document.

Multi-brand product offerings

The commercial success of our Xtep branded sportswear products has led to a licensing
arrangement with Disney (Shanghai) to develop and launch products under the Disney Sport brand in
2007. This not only broadens our product offerings, but also adds an international element to our
Group’s image. We also launched the Koling brand in 2007, our high-end fashion sports brand that
features daring, bold and alluring styles. As aresult, we have multiple brands which are differentiated
across consumer segments. We have been successful in developing these distinct brands, which
generally do not overlap in terms of ages, preferences and tastes of the respective targeted consumer
groups. Xtep brand, which was the first brand launched by us and is now the greatest contributor to
our revenue, is targeted towards the trendy and youthful mass market segment. The Disney Sport |abel
is a fun and casual sports brand featuring certain Disney standard characters, and is targeted towards
younger consumers. Our Koling brand, which offers a more daring, bold and alluring style as
compared to our other brands, is our high-end and high-fashion brand targeting relatively
higher-income consumers in the PRC. Our three differentiated brands share the common elements of
fashion in addition to sports functionality.

Strong product design and development capabilities

We believe that our product design teams and research and development team, which in aggregate
comprised approximately 370 staff as at 30 April 2008, have a proven track record in identifying and
responding to market and fashion trends as well as applying new technologies to fashion sportswear.

Note:

@ According to the information available to our Company, the World Brand Laboratory evaluates the current value of a
brand with reference to the profitability level of an enterprise based on its sales income and profits, and taking into
account market and industry competition risk analysis.
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Each of our brands has its own dedicated in-house design team. They designed and developed a total
of approximately 6,000 sportswear designs for the autumn seasonal sales fairs held in February and
March 2008, including approximately 1,700 different footwear designs, 2,900 different apparel
designs and 1,300 different accessory designs. We believe that our product design teams are able to
identify and anticipate market and fashion trends in different regions within the PRC and design
trendy, innovative and fashionable sportswear products to meet any changes in the tastes and
preferences of consumers for each brand in different regions within the PRC.

Our product design teams also work closely with our research and development team in
connection with the latest technologies and raw materials, to help ensure that our products have the
desired function and application, utilise the latest technology and raw materials, and respond to market
developments.

Our total expenditure for research and development amounted to approximately RMB3.4 million,
RMB6.2 million and RMB16.6 million representing 1.1%, 1.3%, 1.2% of our total revenue for the
three years ended 31 December 2005, 2006 and 2007, respectively.

Innovative and multi-faceted marketing strategies

We have implemented innovative and multi-faceted marketing strategies to promote our brands
and our products. Examples of our activities include:

° Promotion by entertainment celebrities. We believe that we are one of the first in our
industry in the PRC to implement marketing campaigns with entertainment celebrities,
rather than professional sports celebrities, to promote our brands and sportswear products
to the fashion-conscious consumers. We select entertainment celebrities, who are popular
in the Chinese-speaking communities around the world, such as Nicolas Tse ( #%# ), Twins
( ZEAIEERRHR ), Jolin Tsai (Z&#&#tk) and Wilber Pan (#%ifd), as brand representatives of
our Xtep brand to add more elements of fashion and lifestyle to our Xtep’s brand image so
as to appeal to the trendy and youthful mass market segment.

° Sponsor ships of sports teams and events. We strategically sponsor selected sports teams
and sports events which give us significant brand exposure to the general public, in
particular to sports enthusiasts. Our sponsorships included being the sole sports product
partner for H#EARILHIESE THEEEGEE® (the 10th National Games of China), the sole title
sponsor of HEZTEIRFHE#E (Women's Chinese Basketball Association (WCBA)),
2B FEREEE (National Basketball League (NBL)) and CX&EIMRIEHTE (CX-Games).
We have recently been selected to be the sole sports product partner for the
rhEE ARSI T — B EE  (the 11th National Games of China) in 2009.

To take advantage of the national, as well as global, media coverage opportunities presented
by the Beijing 2008 Olympic Games, we currently are engaged in, and have planned,
various marketing programmes relating to the Olympic, including H3E85EYHE (Xtep
Olympic Train). We are also the sole provider of footwear, apparel and accessory products
to the Belarusian Olympic delegation to be worn at award ceremonies and other ceremonial
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and social events. In addition, we are the only PRC sportswear enterprise that has
successfully secured television commercial airtime of CCTV Sports Channel, which is the
official television channel in the PRC authorised to broadcast the Beijing 2008 Olympic
Games, during all finals of the Beijing 2008 Olympic Games.

° Media advertising. We utilise media advertising to increase the general public’'s
recognition of our brands, as well as to target specific consumer segments. We strategically
select different forms of media for each of our three brands to match each brand’s image
and market position. In addition to advertisements for Xtep branded products on the
Internet and on billboards, buses and bus stops, we have used and will continue to use
television advertising, on networks such as the CCTV Sports Channel (the official sports
channel in the PRC) and Hunan Satellite TV (one of the most popular entertainment
channels in the PRC) for the promotion of our Xtep products to both sports and
entertainment audiences. We were the title sponsor for the 2007 EIEAIL (Pingpang
Carnival 2007), a high-profile TV show on Hunan Satellite TV organised by the
International Table Tennis Federation, the Chinese Table Tennis Association and Hunan
Satellite TV, which combined “sports” and “entertainment”, the two key elements in our
market positioning, by inviting the audience to play table tennis with world champions or
PRC national champions. We use advertising in print media such as high-end fashion
magazines to promote our Koling brand to those readers with higher purchasing power.

We spent RMB22.8 million, RMB41.7 million, and RMB75.8 million on advertising and
promotion in 2005, 2006 and 2007, respectively, which represented approximately 7.7%,
8.6% and 5.6% of our total revenue for the three years ended 31 December 2005, 2006 and
2007, respectively. Out of the aforesaid expenditure, our total expenditure for media
advertising amounted to approximately RMB15.6 million, RMB30.2 million and RMB30.0
million representing 5.3%, 6.2%, 2.2% of our total revenue for the three years ended 31
December 2005, 2006 and 2007, respectively.

Extensive nationwide distribution network in the PRC

We distribute our branded products through an extensive nationwide distribution network
covering all 31 provinces, autonomous regions and municipalities in the PRC. Each brand generally
has a separate distributor for a relevant territory. As at 31 March 2008, our extensive network of
distributors comprised 28, 31 and 30 distributors for the Xtep, Disney Sport and Koling products,
respectively. As at 31 March 2008, these distributors in turn owned, directly operated or managed
through third-party retailers 4,678, 265 and 50 Xtep, Disney Sport and Koling retail outlets,
respectively. We maintain stable relationships with our distributors and most of the distributors for our
Xtep brand had been our distributors throughout the Track Record Period.

The distributors of Xtep and Disney Sport products are generally given exclusivity over their
territories and are not allowed to market, carry or sell brands of other sportswear companies, which
we believe increases loyalty and provides incentives to our distributors to expand market share,
provide quality customer service and aggressively market our Xtep and Disney Sport products. We
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believe that our distributors are well known and have extensive local experience, know-how and
contacts in their respective territories. We also attribute our success to the rapid increase in size and
number, as well as the location of the retail outlets operated by our distributors and third-party
retailers.

Our distributors are required to follow our pricing policies and adopt our standardised outlet
design and layout, promotional equipment and marketing brochures, which we believe strengthen our
brand recognition and help to build a consistent brand image and management nationwide. All
distributors need our approval to determine the ideal locations for establishment of retail outlets, and
we work closely with them to choose locations that have high retail traffic flow and exposure in order
to improve our brand recognition and our revenues. In addition, we co-operate with our distributors
on various marketing, promotional and advertising campaigns and programmes for our sportswear
products. We also organise frequent training programmes for all distributors and staff working at the
retail outlets.

Strong production capability

We have our own production facilities, which enable us to control our production costs and
product quality more effectively and to respond to consumer demand more quickly. We own and
operate multiple production lines with capacity of approximately 11.5 million pairs of footwear and
capacity of approximately one million pieces of apparel per annum as at the Latest Practicable Date.
While we believe that our current production facilities are cost competitive, we are constantly trying
to refine and improve our production facilities and production lines to improve production rates,
reduce stoppages and improve quality control. We also believe that we have effective management on
the production process and enjoy great flexibility in adjusting our production schedules to meet
unforeseen production demands through the use of both internal and outsourced production.

Our production facilities are strategically located in Quanzhou, Fujian province, which is
considered to be a hub city of the PRC sportswear industry, with many of our raw material providers
located in this area. We have also developed long-term business relationships with our key suppliers.
Given the large volume of purchases made by us, we are able to negotiate competitive prices for our
raw materials and are able to be flexible in maintaining raw material inventory, with purchases being
made only when our manufacturing needs dictate, as suppliers generally make it a priority to supply
our needs and the delivery time is minimal given the proximity of such suppliers to our production
facilities.

Experienced management team

Our senior management, including our executive Directors and senior managers, have extensive
experience in the sportswear industry in design, manufacturing, sales and marketing as well as
financial management. Mr. Ding, our chairman and chief executive officer, has over 20 years’ industry
experience. Ms. Ding Mei Qing, our executive Director and vice president, has over 10 years’
experience in product design and research and development of sportswear and fashion. Mr. Lin Zhang
Li, our executive Director and vice president, has over 10 years’ industry experience. Mr. Ding Ming
Zhong, our executive Director and vice president, has over 10 years' experience in the sportswear
industry. Mr. Ye Qi, our executive Director and vice president, has over 16 years’ sales and industry
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experience. Mr. Ho Yui Pok, Eleutherius, our chief financial officer, qualified accountant, company
secretary and investor relations officer, has over 18 years accounting, financial management and
investor relations experience. We believe that their design, manufacturing, distribution and marketing
experience in the sportswear industry, prudent financial management as well as the broad experience
of Mr. Wang Jia Ye, Mr. Chen Jian Jun, Mr. Wu Lian Yin, Mr. Liu Qing Xian and Mr. Huang Hai Qing
of our senior management team in design, financial management, information technology
management, administrative management and human resources management have been essential for us
to grow rapidly over recent years, and will be critical in implementing our key strategies in the future.

OUR STRATEGIES

Our primary goal isto grow our business and increase market share by continuously building our
market position as the leading provider of fashion sportswear products that appeal to a wide range of
consumer segments in the PRC. The following sets forth elements of our key strategic initiatives:

Continue to enhance our leading brand name

Through the implementation of an innovative and multi-faceted marketing campaigns and
strategies targeted towards our key consumer segments, we will continue to enhance our brand name
and recognition as a leading and innovative developer and manufacturer of fashionable and trendy
sportswear products.

One of our initiatives is to appoint entertainment celebrities, who are popular in the trendy and
youthful mass market and have a fresh image that closely matches the cultural and lifestyle images
that we want our brands to be associated with, to be our image and brand representatives. In addition
to Nicholas Tse (#&E#) and Twins (ZE=fFRIEEKIA), we have recently engaged Jolin Tsai
(Z4#4k ) and Wilber Pan (##48) to be our image and brand representatives, all of whom are popular
entertainment celebrities in Asia.

We will continue to implement our strategy of sponsoring national sports leagues and events to
enhance recognition of our brands. We believe this marketing strategy is a cost-effective and efficient
means of promoting our brands. We will continue to sponsor the National Games of China by being
the sole sports product partner for =3 A RILAEE [—E#EBE (the 11th National Games of China) in
2009. In addition to our sponsorship of sports leagues and events such as HE{ZcTEEERFAERIE
(Women’'s Chinese Basketball Association (WCBA)), BB F#ERkE:#E (National Basketball League
(NBL)) and CX=#:EdfsiRE; 9% (CX-Games), we will also sponsor sports games in universities and
secondary schools. We will also take advantage of the Beijing 2008 Olympic Games to market our
brands to both national and international audiences. In particular, we are the only PRC sportswear
enterprise that has successfully purchased television commercial airtime during all finals of the
Beijing 2008 Olympic Games, in addition to being the sole sponsor of ##5tBELEYIE (Xtep Olympic
Train), which is a passenger train operated by the Ministry of Railways of the PRC that services the
Beijing-Shanghai route.
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Continue to reinforce our multi-brand advantage

Building on our success with our Xtep brand, we launched two additional brands, Disney Sport
(pursuant to the Disney License Agreement with Disney (Shanghai)) and Koling in 2007. This
multi-brand strategy not only enables us to provide a more comprehensive product offering but also
allows us to differentiate and segment our target markets with unique brand names that cater and
appeal to different consumer groups.

We believe that we have an opportunity to substantially grow the business of the Disney Sport
products and our Koling branded products. As purchasing power continues to grow in the PRC and
consumers become more brand-conscious, we believe Disney-themed products will become more
popular.

We will continue to develop and market each of these brands as a distinct and unique brand
targeting differentiated consumer segments. We currently plan to increase public recognition of our
Xtep brand, especially in high-growth markets such as, among others, Changsha, Xiamen, Wuxi and
Shenyang. We will continue to position this brand as the | eading fashion sportswear brand that appeals
to the youth mass market. We believe our marketing efforts will result in increased market penetration
of our brands, especially in the high-growth regions of the PRC.

We believe the popularity of the Disney Sport products will also add an international element to
our Group’s image. We will continue to position our Koling brand as our high-end fashion sports
brand. We will advertise in high-end fashion magazines and organise fashion shows to launch new
designs and products and we intend to continue to build the daring, bold and alluring styles of this
brand.

Continue to strengthen product design and development capabilities

We expect to continue to develop new, trendy and innovative products to appeal to a wide
cross-section of society with themes including various different sports and with other themes, such as
leisure and entertainment. Our design and research and development teams have worked together to
introduce a total of approximately 6,000 sportswear designs for the autumn seasonal sales fairs held
in February and March 2008 and are currently developing new products in all categories of our
products, including footwear, apparel and accessory products. Our product design and research and
development teams have increased from approximately 150 in 2005 to approximately 370 as at 30
April 2008 and we expect that we will continue to hire additional employees, including foreign-trained
designers, dedicated to such functions.

We will also continue to work closely with our distributors in order to keep up with the latest
trends and preferences of our target consumer groups in the various markets throughout the PRC. In
order to continue to expand our product categories and introduce innovative and fashionable products,
we will also aim to retain our current employees and recruit designers and production specialists
globally by offering attractive compensation packages and awork environment that is conducive to the
innovation and design of new products. We will also continue to participate in international fashion
shows and trade shows, gather information and market trends from all of the major fashion centres
throughout the world and engage international fashion trend research and design agencies from South
Korea, France and other countries that are known to be at the forefront of fashion and innovation to
assist us in designing and creating trend-setting fashion sportswear for the PRC market.
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We have al so begun using computer-assisted drawing software for designing our apparel products
to increase accuracy and efficiency in our design process. We believe we are the first sportswear
manufacturer in the PRC to use computer-assisted drawing software provided by Z& ( B4R H
(Infor Global Solutions (Shanghai) Co., Ltd.), a leading global design software system, and this will
further enhance our product design capabilities including data analysis, drawing and sample-making.
We plan to continue to use this software for designing our apparel products and extend the use of it
for designing footwear and accessory products from 2008 onwards.

Expand and optimise our distribution network

We will continue to expand and optimise the distribution network of each of our branded
products by working closely with our distributors. In particular, we plan to continue our existing
practice of providing training on sales and marketing skills as well as detailed criteria for selection
of locations for retail outlets, outlet design and display. In addition to the major metropolitan cities
in the PRC such as Beijing, Shanghai and Guangzhou, we believe that a key to the growth of our
business is to further enhance our distribution network in the fast-growing consumer base of various
medium to large size cities and municipalities throughout the PRC such as, among others, Changsha,
Xiamen, Wuxi and Shenyang.

We will also continue to work closely with our distributors to improve the purchasing experience
at our retail outlets by enhancing the ambiance and atmosphere of the retail outlets and focusing on
improving customer service through training and incentive programmes. In addition, we will continue
to closely monitor our distributors' performance by requiring them to provide us with monthly and
quarterly performance reports. Furthermore, we will continue to work closely with our distributors to
plan the expansion of the existing retail network and place specific requirements on the number and
type of new retail outlets to be opened.

Continue to improve our management of production

While we believe we currently enjoy great flexibility in adjusting our production schedules to
meet production demands by outsourcing production to our contract manufacturers, we will continue
to expand and enhance our production facilities in order to meet the expected growth of our business
and the increasing demands for our sportswear products. In particular, we plan to apply a portion of
the proceeds from the Global Offering to increase our apparel production capacity from approximately
one million to approximately 10 million pieces of apparel per annum by establishing a new apparel
production facility and increasing our apparel production lines from 12 to approximately 120. We plan
to apply approximately HK$200 million of the proceeds from the Global Offering to the construction
of this facility, which is expected to commence production in 2010. We plan to do this in order to
strengthen our control over quality and cost and to respond rapidly to changes in market trends and
preferences. We believe that the growth in our operations and business and production volume will
allow us to improve efficiency in terms of product line utilisation rates and allow us to lower our cost
of raw materials. We will also continue to refine and improve our production facilities to improve
production rates, reduce stoppages and improve quality control.
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BUSINESS MODEL

Our business began in 1999 as an OEM enterprise which manufactured sports footwear products
for various international brands. As we believe that branded sportswear products offer greater business
potential and higher profit margins than OEM products, we began to rebuild our business model to
develop our own brands starting with our Xtep brand in 2002. We are one of the first sportswear
enterprises in the PRC to position our own branded sportswear products with a fashion and trendy
focus in addition to functionality and utility because we believe the market for fashion sportswear
products has greater potential and such positioning differentiates us from major competitors.

We primarily design, develop, manufacture and market sportswear products, including footwear,
apparel and accessory products under the Xtep, Disney Sport and Koling brands. The following
diagram illustrates our business model:

Design and
Development Production Marketing / Distribution
Product Raw Material Production Retail outlets
Design, Procurement Process operated by
Research Distributors distributors
and and third-party
Development Marketing retailers
(including Consumers
collection of .
market Producti on
intelligencey Outsourcing
and (Purchasing from Our self-managed retail outlets
feedback) contract manufacturers) for research and experiment purpose

Each of our brands has its own dedicated in-house design team to design sportswear products that
meet the tastes and preferences of target consumers. We generally manufacture and sell our branded
products on a wholesale and made-to-order basis to our distributors. We distribute our branded
products through an extensive nationwide distribution network covering all 31 provinces, autonomous
regions and municipalities in the PRC. Our distributors generally operate their own retail outlets
and/or manage a network of third-party retailers. All of our distributors and their retailers are
Independent Third Parties. We also operate two retail outlets where we sell our Xtep and the Disney
Sport products directly to consumers primarily to research and experiment with various store designs
and layouts and conduct consumer preference tests.

New products are usually introduced to our distributors and third-party retailers at our sales fairs,
which are normally held four to six months ahead of the introduction of a new season’s products to
end consumers. Prior to 2007, we organised sales fairs twice a year. Starting from 2007, we began to
organise four seasonal sales fairs every year for each of our brands in order to be more responsive to
the market and fashion trends. The four seasonal sales fairs are normally held during the periods of
January to February, April to May, July to August and September to October each year. Our
distributors place most of their orders for these new products at the sales fairs, and we use these orders
to determine production schedules for the applicable season. The products are then manufactured by
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us at our own production facility and/or by a sub-contractor or a contract manufacturer. The products
are delivered to our distributors, which in turn either sell the products directly to consumers or on-sell
the products to their respective third-party retailers for eventual sales to consumers. A very small
percentage of products is sold by us to consumers directly at our self-managed retail outlets.

We believe that the maintenance of our brand images and the public’'s perception of our brands
are critical to our success. Accordingly, we require distributors to undergo mandatory training sessions
upon appointment and at regular intervals and spend a certain percentage of the revenue for
advertising and other approved marketing activities. In addition, we impose operational guidelines for
retail outlets, which include certain standard operating procedures relating to the design and layout of
retail outlets, customer service and pricing policies, to preserve our brand image as a leading fashion
sportswear brand. To ensure compliance with our standard operating procedures, we routinely conduct
random inspections of retail outlets operated by our distributors and third-party retailers. If any
deviations from the standard operating procedures are discovered at aretail outlet, we will work with
the relevant distributor who operates directly or manages through third-party retailers such retail
outlet to rectify them. Our Directors confirmed that there is no non-compliance relating to pricing
policies based on the random inspections of retail outlets conducted by our Group during the Track
Record Period.

BRANDS AND PRODUCTS

We now offer a wide range of fashion sportswear products, including footwear, apparel and
accessory products, sold under the Xtep brand and the Koling brand, which are owned by us, and the
Disney Sport brand, which is licensed to us in the PRC pursuant to the Disney License Agreement
entered into on 1 November 2006, as amended on 1 January 2007. Each of these brands has its own
consumer segment target and is managed by separate management teams, with each team being
responsible for its own strategy, product design and development, production, marketing and
promotion, distribution and retail.

Xtep

The Xtep brand was launched in 2002 and is owned by us. It is widely recognised in the PRC
and we sold approximately 10.4 million pairs of footwear products and approximately 8.8 million
pieces of apparel products under our Xtep brand in 2007. Our brand name “Xtep” comes from the
brand’s Chinese name “### ", which means special steps. The Xtep logo “ _a" isin the shape of the
English letter “X” in a bright red colour, symbolising “extreme”, “unique” and “special”. We believe
that we have been successful in associating an unique and distinctive set of cultural, lifestyle and
trend-setting images with the Xtep brand. We mainly use the following three slogans, which emphasise

uniqueness, to market our Xtep branded products:

o “JE My, meaning “exceptional feeling”
o “HBEEEURAE " meaning “let sports be unique”
o “Fpr — you are the one”
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The Xtep brand focuses on fashionable and trendy sportswear. We position this brand to appeal
to the trendy and youthful mass market segment. We have also created theme-oriented collections
within our Xtep brand, with each collection including a combination of footwear, apparel and
accessory products that have been designed around a common theme. Some major examples of past,
present and planned theme-oriented collections include:

o Bt (Light of Dawn) — the 10th generation of
our Windfire collection since the Windfire
collection started in 2002

o  HEJE (Olympic China) — featuring ancient
Chinese traditions such as #ft#7% (ancient
Chinese characters), Hft&# (ancient Chinese
currencies), FEHlRZET (Chinese knot art) and
Bl (Peking opera masks), in celebration of
the Beijing 2008 Olympic Games

o %z (Music of the Sea) — featuring ocean-
related elements such as harbour, helm, canvas,
ropes, anchors and marine badge styles in
sportswear

o % (Team) — featuring logos of all basketball
leagues and events that we sponsor, for example,
FRE AT BRI R (Women's Chinese Basketball
Association (WCBA)), &ESFEEREZE  (National
Basketball League (NBL)) and HEIZEEREEERAFATEE
(China Basketball Open (CBO))

° ShowHE (Show yourself) — featuring X-game
sports such as kiteboarding, wakeboarding and
skateboarding, as well as hip-hop street styles
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° Car racing collection — featuring motorsports W e
styles
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Apart from theme-oriented collections, we also develop other sportswear collections that focus
on sports activities, combining functionality and fashion elements. These collections include
sportswear for basketball, tennis, football, cross-training, baseball and skiing.

Disney Sport

In 2006, we and Disney (Shanghai) began discussions to create a new product line under license
from Disney (Shanghai) — Disney Sport branded sportswear — in the PRC. We believe our
relationship with Disney (Shanghai) will enhance our Group’s overall image and enable us to further
diversify our product offerings. Our discussions with Disney (Shanghai) culminated in the execution
of the Disney License Agreement in November 2006. In August 2007, we began manufacturing and
selling Disney Sport products, adding an international element to our Group’s image. Pursuant to the
Disney License Agreement, we shall, among other things, formulate a sales and marketing strategy for
all Disney Sport products, design, develop and produce these products, as well as sell and distribute
these products through our nationwide distribution networks.

We launched the Disney Sport products in the PRC in 2007, and are now focused on a range of
sportswear products with fun and casual designs that feature certain Disney standard characters (i.e.,
Mickey Mouse, Minnie Mouse, Donald Duck, Daisy Duck, Goofy and Pluto) and target a younger
market segment. Some examples of past, present and planned collections include:

R E)  (Fashion sports) — featuring fashion sportswear that is popular among young
people

e  MEEF (Campus sports) — featuring the Scottish style of sportswear popular in
prestigious schools in Scotland

o BEGHE) (Competitive sports) — featuring sportswear for basketball, football and tennis

o 7k E3#H) (Water sports) — featuring sportswear for water sports
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The Disney License Agreement

We entered into the Disney License Agreement on 1 November 2006, as amended on 1 January
2007, whereby we were granted a license to design, create, manufacture or source, and sell a range
of footwear, apparel and accessory products in the PRC under the Disney Sport brand, using certain
Disney trademarks (i.e., “Disney”, “Disney Sport”, “ii+:J&” and “illt:Jeizz %% ") and certain Disney
standard characters (i.e., Mickey Mouse, Minnie Mouse, Donald Duck, Daisy Duck, Goofy and Pluto).
The Disney License Agreement also permits us to operate physical retail stores that are free-standing
or located within shopping malls using the name “Disney Sport” and “ii+Jgizg%%| " and to sell
Disney Sport products to consumers in those stores. Apart from being the designer and manufacturer
of these products in the PRC, we were also authorised to sell these products to retailers and
wholesalers in the PRC in particular through distribution channels that are subject to Disney
(Shanghai)’s approval. Our Group does not have the exclusive right to sell the Disney Sport branded
products to retailers and wholesalers in the PRC as the terms of the Disney License Agreement do not
restrict Disney (Shanghai) from designing, manufacturing, selling and distributing products under the
Disney Sport name, or licensing others to do so. The term of the Disney License Agreement is for an
initial period from 1 November 2006 to 31 December 2009. We have an option to renew the Disney
License Agreement at the end of the initial term for a further three years to 31 December 2012,
contingent upon Disney (Shanghai) being satisfied with our performance under the Disney License
Agreement, including the degree of success in selling the Disney Sport products, our credit rating, and
the payment of an agreed-upon amount of royalties to Disney (Shanghai) in 2009.

Koling

The Koling brand was launched in 2007 and is owned by us. The Koling logo .! " isin the
shape of aflying bull, which is the unofficial symbol of Spain. We use the slogan “Koling — The Call
of Living” to market our Koling branded products.

The Koling brand has a more daring, bold and alluring style focusing more on fashion elements
than functionality when compared to our other brands. As a high-end brand, our Koling branded
products are higher priced and are designed to appeal to the consumer group who generally have
stronger purchasing power and are willing to pay more for the additional styling details characterising
this brand. Our design concepts for the Koling brand include the innovative application of sports
concepts on fashion design, the creative mix-and-match of different materials and the bold use of
colours, which represent the latest trends prevailing in the largest metropolitan cities in the world.
Some examples of past, present and planned collections include:

° Car-racing — featuring car-racing flags with the use of leather and jeans materials to
present a carefree and alluring style

° Clubbing — featuring the bold use of eye-catching colours (such as gold and purple)
° Skiing — featuring the winter sports of skiing

° Sword — featuring fencing, a traditional sport in Spain, to present the blue-blood image of
Koling through a gold badge and royal uniform
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Brand recognition

evidenced by the following awards and certificates:

Our Xtep brand, trademark and products have been highly recognised in the PRC since 2002 as

Year

of

grant Award/Certificate Awarding body

2002 Xtep branded sports footwear was g B ARBUF  (People’s Government of
accredited as R4 EMS (Famous Brand Fujian Province)
Products in Fujian Province) (valid until
March 2005)
Xtep trademark was accredited as A AmiEsEZae (Fujian Province
B AFEAERE (Well-known Trademark in Well-known Brand Accreditation
Fujian Province) (valid until March 2005) Committee)

2003  1S09001:2000 (valid until October 2009) FEE RS TL (China Quality Certification

Centre)

EEME =M (Product Exemption from BxE s SRR E#m (State General
Quality Surveillance Inspection) (valid until ~ Administration for Quality Supervision and
December 2006) Inspection and Quarantine)

2004 gl 500 EfE{EmM (China's 500 Most World Brand Laboratory ({5 EE=E )
Valuable Brands)
M REAEMM (Internet Users' Most SINA Corporation
Familiar Brand)

2005 Xtep trademark was accredited as T AR EZE® (Fujian Province

TR EEAME  (Well-known Trademark in
Fujian Province) (valid until August 2008)

Xtep branded outdoor sports footwear was
accredited as HEI#ME N (China's Famous
Brand Products) (valid until September
2008)

TR BB AT A (Ten Famous
Brands from China’'s Most Influential
Industries)

RENAREM v (Asian University
Students’ Most Desirable Brand)

Well-known Brand Accreditation
Committee)

HRE R E R (State General
Administration for Quality Supervision and
Inspection and Quarantine)

ARSI - SRR R Ry Bl

2Bk A (World Union of VIP
Enterprises, US-China Economic Trade &
Investment General Chamber of Commerce
and China Famous Brand Online Inc)

SR JERENAR S R SRR ZS  (Organising
Committee of the First Asian University
Athletics Championship)
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Year
of
grant Award/Certificate Awarding body
2006  HEEEAERE (China's Well-known B T TECE RS  (State Administration for
Trademark) Industry and Commerce)
HCMmess (Exemption of Export HxE R A (State General
Commodities from Inspection) (valid until Administration for Quality Supervision and
January 2009) Inspection and Quarantine)
HhEd 500 AEEMH (China's 500 Most World Brand Laboratory ({H5aAREE=E )
Valuable Brands), 20064 “ Fh[ESHARAR A S
(No.1)" (##EH 428 ) (Chinese Brand of the
Year 2006 and ranked No. 1 in the sporting
goods category) (valid until December
2007)
Xtep brand was accredited as HHEJEERY (China Footwear Online)
&S0 H P REEEE K RpHEBE A (Ten
Most Trusted Domestic Sports Footwear
Brands)
2007 Footwear Product of the Year Global Apparel Accessories & Footwear

Xtep brand was named 20074

“HE RS (No.1)” (#8E M )
(Chinese Brand of the Year 2007 and
ranked No. 1 in the sporting goods
category) (valid until December 2008)

EnE R (Product Exemption from
Quality Surveillance Inspection) (valid until
December 2009)

Xtep brand and products was accredited as
HhE'E & 50051{E3% (China Top 500 Elite
Enterprises)

Committee

World Brand Laboratory ( tH5tipREE= )

HRE R ERERE#m (State General
Administration for Quality Supervision and
Inspection and Quarantine)

AR B#RE&H0 (People’s Daily Internet
Centre), {H#&H#: (Consumption Daily),
rhEIEEFE A (China Quality and
Trustworthiness Net),

HHEIE RSP EHZES (China's Quality
Leading Enterprises Investigation
Committee) and HEEULS)BE R EHEHL
(China Quality and Trustworthiness
(Beijing) Customer Satisfaction
Examination Centre)
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Product offerings

We offer a wide range of products in three categories: footwear, apparel and accessory products.
The table below lists out our main product types under each of these product categories:

Footwear Apparel Accessories
° Jogging footwear ° Vests ° Bags
o Leisure footwear o Short sleeve T-shirts o Hats
° Classic footwear ° Long sleeve T-shirts ° Socks
° Basketball footwear ° Pullover ° Balls
o Tennis footwear o Windbreakers o Protection equipment
° Outdoor sports footwear e Woollen sweater /
° Canvas footwear cardigan
° Beach sandals ° Cotton apparel

° Down coat

° Beach pants

° Short pants

° Long pants

° Cotton pants

° Knitted sportswear set

As it took time for us to rebuild our business model to develop our branded products and to build
up the public recognition and market penetration of our branded products, during 2005 and 2006, the
majority of our revenue was derived from OEM sales, and the remainder of our revenue was derived
from sales of our Xtep branded products. The revenue derived from our Xtep brand increased rapidly
from 23.6% of our total revenue in 2005 to 40.9% of our total revenue in 2006, and from 2007
onwards, the majority of our revenue was derived from sales of our Xtep branded products. We also
began to benefit from our multi-brand strategy after we started selling the Disney Sport products and
our Koling branded products in 2007. The following table sets forth the breakdown of our revenues
by branded product sales and OEM sales during the Track Record Period:

For the year ended 31 December

Revenue 2005 2006 2007
RM B’ 000 % RM B’ 000 % RM B’ 000 %
BRANDED
PRODUCT SALES

Xtep ... 70,330 23.6 197,606 40.9 1,199,231 87.9
Other brands . . ... .. — — — — 59,908 4.3
Subtotal . ......... 70,330 23.6 197,606 40.9 1,259,139 92.2
OEM SALES ...... 227,115 76.4 285,956 59.1 105,808 7.8
Total ............ 297,445 100.0 483,562 100.0 1,364,947 100.0
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The following table sets forth a breakdown of our revenues by product categories during the
Track Record Period:

For the year ended 31 December

Revenue 2005 2006 2007

RM B’ 000 % RM B’ 000 % RM B’ 000 %
Footwear . . ........ 294,817 99.1 441,948 91.4 849,135 62.2
Apparel . .. ...... .. 2,628 0.9 40,596 8.4 497,635 36.5
Accessory products. . . — — 1,018 0.2 18,177 1.3
Total ............ 297,445 100.0 483,562 100.0 1,364,947 100.0

PRODUCT DESIGN AND RESEARCH AND DEVELOPMENT

Product design

As a fashion sportswear enterprise, we believe we must continue to develop new, trendy and
innovative products that appeal to a wide cross-section of society to achieve and maintain success. We
believe that one of our core competitive strengths is our ability to meet consumer demands by
providing leading fashion sportswear products. Each of our brands has its own dedicated product
design team. We plan to continue recruiting additional employees, including foreign-trained designers.
We aim to retain our current employees and recruit designers and production specialists globally by
offering attractive compensation packages and a work environment that is conducive to the innovation
and design of new products.

To add international perspective to our designs, each product design team, as well as members
of our sales and marketing team, visit major cities in Europe and Asia to experience first hand the
leading trends in fashion in those cities, by visiting leading fashion stores, shopping centres and
fashion districts. We also co-operate with and engage international fashion trend research and design
agencies from South Korea, France and other countries that are known to be in the forefront of fashion
and innovation, such as Promostyl, to assist us in designing and creating trend-setting fashion
sportswear for the PRC market. We believe that our three product design teams have a proven track
record in identifying and responding to market and fashion trends. The majority of our designers
graduated from renowned design or art schools with an average of more than three years of work
experience in related fields. Our designers are also highly recognised in the industry and some of them
were accredited as $:#s&EtHT (Elite Designer) during TEIREEGHEES  (Chinese Apparel Design
Expo) and " HEMREGHE (Top Ten Apparel Designer) from HEREEGHmG® (China Garments
Designer Association). For the autumn seasonal sales fairs held in February and March 2008, our
product design teams designed and developed a total of approximately 6,000 sportswear designs,
including approximately 1,700 footwear designs, 2,900 apparel designs and 1,300 accessory designs.
Our Xtep product design team developed the “Windfire (J&k)” design which was one of the
best-selling footwear collections in the PRC in 2002. Due to its popularity, this Windfire collection
has become the representative collection of our Xtep brand, and we will launch the 10th generation
of the Windfire collection in June 2008.



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

BUSINESS

We have al so begun using computer-assisted drawing software for designing our apparel products
to increase accuracy and efficiency in our design process. We believe we are the first sportswear
manufacturer in the PRC to use such computer-assisted drawing software provided by
BEkARAR (Infor Global Solutions (Shanghai) Co., Ltd.), a leading global design software
system, and that using this software will further enhance our product design capabilities including data
analysis, drawing and sample-making. We plan to extend the use of this software to the design of
footwear and accessory products from 2008 onwards.

Our product design process is divided into several stages and the diagram below illustrates the
typical design process for our footwear and apparel products:

Feedback from Feedback from sdles it ';P“t ];rlofr:sh
Market research product exhibition and and marketing internation: Ion

sdesfairs department trenq reseerch _and
design agencies

I

4| Product development |

Design formulation |.— | Product design |

Design blue-prints short-listed by our
major distributors and marketing
managers for production of product prototypes

l

Dev?ecc)ﬁr?(;ﬁ)dgl;/di on Production of product prototypes

Production of product prototypes short-listed
by our major distributors and managers for
display during salesfairs

Design of functionality and
selection of materials

Organise sales fairsfor distributors to
place orders

Our product design teams, with the assistance of international fashion trend research and design
agencies, analyse the latest global fashion trends based on data gathered through market research and
recent product exhibitions and sales fairs. With a deep understanding of the current fashion trends, our
product design teams formulate various fashion themes for our products to cater to the varying tastes
and preferences of consumers in different regions within the PRC. Subsequently, our product design
teams will refine their design ideas by considering the functionalities and features of the products, as
well as the materials used for production. Design blueprints short-listed by our major distributors and
marketing managers will be developed into product prototypes, which will be voted on by our major
distributors and market managers again. The short-listed product prototypes will then be displayed in
seasonal sales fairs where our distributors will place their orders.



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

BUSINESS

Research and Development

As a sportswear enterprise, we believe innovation in technology is critical to providing
functional products with high utility. Our research and development team, focusing on various aspects
of the product manufacturing process, including research and development in connection with the
latest technologies, fibres, materials and raw materials, ensures that our products have the desired
function and application, utilise the latest technology and raw materials, and respond to market
developments. We believe our future success depends in part on our ability to deliver new technologies
and to adopt existing technologies for application in our products. The following technologies were
developed through the efforts of our research and development team:

° Nano-silver anti-bacteria spraying technology — We apply this spraying technology to
apply nano-silver anti-bacterial chemicals (which are capable of killing 99% of the bacteria
on the material on which it is applied) to most of our footwear products. This spraying
technology is the result of our research co-operation with the China Academy of Science.
We are in the process of applying for the relevant patent to be registered.

° Fragrance feature — We apply a fragrance on most of our footwear products. Such
fragrances generally last three to four months and do not affect durability. We import our
fragrances from suppliers in South Korea and hold the exclusive right to use them on our
footwear products in the PRC.

° Organic silicone — starting from the summer of 2008, we will use organic silicone that we
intend to import from the United States on one-sided humidity conducive fabrics to make
our apparel products more heat-resistant and to preserve the silk screen images that are
imprinted on them.

Our total expenditure for research and development amounted to approximately RMB3.4 million,
RMB6.2 million and RMB16.6 million representing 1.1%, 1.3%, 1.2% of our total revenue for the
three years ended 31 December 2005, 2006 and 2007, respectively.

MARKETING AND PROMOTION

Our marketing and promotion strategy has been an important component of our success. We are
one of the first sportswear enterprises in the PRC to position our own branded sportswear products
with a fashion and trendy focus in addition to functionality and utility. We have implemented
innovative and multi-faceted marketing strategies, which includes promotion by entertainment
celebrities, sponsorship of national sporting and entertainment events, various forms of advertising,
including print, billboard, bus, Internet, motion picture and television advertising, retail sales
promotions and other promotional activities. We have also endeavoured to differentiate images, tastes
and styles of the Xtep, Disney Sport and Koling brands for each to appeal to different consumer groups
through different marketing channels. We will continue to centre our marketing strategies around
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images, logos, advertising slogans and hobbies attractive to our target consumer groups. Each of our
brands has its own marketing team, which collects and evaluates market information and trends,
coordinates unified brand marketing strategies among distributors, and organises advertising and
promotional activities.

Promotion by entertainment celebrities

We believe that we are one of the first in our industry in the PRC to deploy a marketing campaign
using entertainment celebrities to promote our brands and products, rather than professional sports
celebrities to attract and appeal to the fashion-conscious consumer. We selected entertainment
celebrities, who are popular among the Chinese-speaking communities, such as Nicolas Tse ( ##Z# )
and Twins (E=HFIEEAE ), as image and brand representatives of our Xtep brand because we believe
they matched our culture and the lifestyle images that we wanted to associate with our Xtep brand.
We believe this marketing strategy has been effective in attracting certain target consumers to our
Xtep brand, which has resulted in increased market awareness and acceptance of our Xtep brand as
trend-setting sportswear brand. Following this strategy, we have also recently engaged other famous
Asian entertainment celebrities such as Jolin Tsai (#:f&#t) and Wilber Pan (##11) to promote our
brands. We will select celebrities who are popular in the trendy and youthful mass market segment,
present a fresh new image and most closely match the cultural and lifestyle images that we are trying
to associate with our brands. We also take advantage of concerts, new CDs release promotional
activities and autograph sessions organised by our brand and image representatives to promote our
brands and products.

Sponsor ships of sports teams and events

We strategically sponsor selected national and college sports leagues and sports events which
give us significant brand exposure to the general public, in particular to sports enthusiasts. Our
sports-related sponsorships include the following:

o Sole sports product partner for H#EA RIS+ 5+ —EaEhEEE (the 10th and the 11th
National Games of China), the largest national sports event sponsored by National Sports
Committee, in 2005 and 2009, respectively

o Sole sportswear provider for 2007 H3E A RILHIEEE Nk i#EE & (the 6th National Cities
Games of the PRC in 2007), a major national multi-sports event held for cities every four
years to promote sports development in cities all over China and to identify more young

sports talent for the Chinese national teams

o Sole sportswear provider for 2006 FHE=JEZEH#HEAE (the 3rd China Sports Games in
2006), a national games for non-Olympic events

o Sole title sponsor of HEZFEERHHHKIE (Women's Chinese Basketball Association
(WCBA))

o Sole title sponsor of 4I5S FEEKEZE (National Basketball League (NBL))
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o Strategic cooperative partner and sole sportswear provider for HEEERREIRAFHZFE (China
Basketball Open (CBO))

o Sole title sponsor of CXZEMGIRFIIE (CX-Games), a nation-wide extreme sports
competition organised by FEMILGER S (Chinese X Games Association) and us

We also sponsor sports games in universities and secondary schools to target the trendy and
youthful mass market segment. For example, we are the sole sportswear sponsor of HEIASH L HEERE %
(China University Volleyball Association) and HEIASAEHERGERIE (China University Volleyball
Association — Super League) in 2006.

To take advantage of the national as well as global media coverage opportunities presented by
the Beijing 2008 Olympic Games, we currently are engaged in, and have planned, various other
marketing programmes relating to the Olympics, including:

° Designer and provider of footwear, apparel and accessory products to the Belarusian
Olympic delegation to be worn at award ceremonies and other ceremonial and social events,
as well as at press conferences and celebration dinners at the Beijing 2008 Olympic Games;
and

o Sole sponsor of one of only four Olympic Trains, ¥ 3RS (Xtep Olympic Train), a
passenger train operated by the Ministry of Railways of the PRC that services the
Beijing-Shanghai route which has been decorated with various Xtep logos, trademarks and
images relating to the Beijing 2008 Olympic Games.

Media advertising

Apart from the significant presence in various media provided to us by our sponsorship
activities, we also strategically select other forms of advertising for our three brands that we believe
match each brand’s image and market position.

We primarily advertise our Xtep brand on television networks, such as the CCTV Sports channel
(the official sports channel in the PRC), Hunan Satellite TV and Eastern Satellite TV (one of the most
popular entertainment channels in the PRC), for promoting our Xtep products to both sports and
entertainment audiences. In addition, we are the only PRC sportswear enterprise that has successfully
purchased television commercial airtime during all the finals of the Beijing 2008 Olympic Games. We
were the title sponsor for the 2007 Pingpang Carnival, a high-profile TV show on Hunan Satellite TV
organised by the International Table Tennis Federation, the Chinese Table Tennis Association and
Hunan Satellite TV, which combines “sports” and “entertainment”, the two key elements in our
business mix, by inviting the audiences to play table tennis games with world champions or PRC
national champions. We also advertise our Xtep brand through the Internet on various websites such
as www.sportschina.com and www.mop.com, as well as on billboards, buses and bus stops. We also
organise press conferences and publish newspaper articles to increase the publicity of our Group and
our brands.
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For the Koling brand, we use advertising in fashion magazines, such as #iER /e (Rayli
Fashion Pioneer), a nation-wide monthly fashion magazine for women, the audience of which consists
primarily of affluent and fashion-conscious women, who are likely to be identified with its daring,
bold and alluring styles.

We spent RMB22.8 million, RMB41.7 million, and RMB75.8 million on advertising and
promaotion in 2005, 2006 and 2007, respectively, which represented 7.7%, 8.6% and 5.6% of our total
revenue for the three years ended 31 December 2005, 2006 and 2007, respectively. Out of the aforesaid
expenditure, our total expenditure for media advertising amounted to approximately RMB15.6 million,
RMB30.2 million and RMB30.0 million representing 5.3%, 6.2%, 2.2% of our total revenue for the
three years ended 31 December 2005, 2006 and 2007, respectively.

Other promotional activities

We also participated in 5 HEPREEEREHmHEES® (the 20th China International Sporting
Goods Show) organised by EizxiEE# M (General Administration of Sport of China), HEBEAILwZE S g
(the Chinese Olympic Committee), H#2E#EHE#® (All-China Sports Federation), g E Hambie
(China Sporting Goods Federation) and HE#EERE2EE (China Sports Science Society) in June 2007
and we plan to continue to participate in the same show in June 2008.

For our Koling brand, we organise fashion shows in bars and clubs where the waiters and
waitresses wear Koling branded apparel to promote Koling’s clubbing collection.

We also organise promotional activities, some of which are run by our distributors at local level,
to market and promote our products. These events include sales programmes that take place during
“golden week”, (i.e. National Day holidays) and summer vacation, store opening events and product
display shows, such as Sports Source Asia 2007.

SALES AND DISTRIBUTION
General operations for our branded products

We generally sell all of our branded products on a wholesale basis to our distributors. Some of
them manage a network of third-party retailers and some of them operate their own retail outlets.
While retail outlets of Xtep brand and Disney Sport brand can only sell products of that particular
brand and retail outlets of Koling brand are allowed to sell other high-end fashion products not
manufactured or promoted by us, retail outlets of each brand do not sell products of other brands
owned and/or used by our Group. For the Disney Sport products, we are authorised to sell them to
retailers and wholesalers in the PRC in particular through distribution channel that are subject to
Disney (Shanghai)’s approval. We also operated two self-managed retail outlets as at 31 March 2008
where we sold Xtep and Disney Sport products directly to end consumers. During the Track Record
Period, we also sold a portion of our branded products to direct sales customers, which were mainly
sole proprietors and department stores and in aggregate accounted for approximately 66.3%, 16.6%
and 6.5%, respectively, of our total branded product sale revenue. In 2006, sales to direct sales
customers decreased and, starting from 2007, we sold most of our branded products to our distributors
because we believe that our wholesale business model would enable us to achieve growth in sales by
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leveraging the respective strengths and advantages of the distributors engaged under our
distributorship arrangement. Sales and distribution by our Group to its direct sales customers is not
one of the current major sales and distribution channels of our Group. Its revenue contribution to our
Group has been decreasing and is expected to become immaterial as we continue to reduce selling our
branded products to direct sales customers in 2008.

We recognise our revenue from the sales of goods to our distributors when the significant risks
and rewards of ownership have been transferred to our distributors, provided that our Group maintains
neither managerial involvement to the degree usually associated with the ownership, nor effective
control over the goods sold. During the Track Record Period, we did not receive any sales returns from
our distributors.

We currently employ different distribution models for Xtep and Disney Sport products, as
compared to Koling products. The distributors of Xtep and Disney Sport products are required to sell
these branded sportswear products exclusively, while the distributors of our Koling branded products
are not required to do so. In addition, while Xtep and Disney Sport products are sold at retail outlets
operated by our distributors and their third-party retailers, Koling branded products are sold only at
retail outlets operated directly by our distributors. All of our distributors and their retailers are
Independent Third Parties.

Each brand is driven by an unique marketing and distribution strategy. For example, the
distributors of our Xtep brand and the Disney Sport products are generally given exclusivity over their
territories and are not allowed to market, carry or sell brands of other sportswear companies in such
territory over which they are given exclusivity. We believe this increases loyalty and provides
incentives to our distributors to expand market share, provide quality customer service and
aggressively market our products. We seek to position our Xtep brand as a brand that is more popular
in the trendy and youthful mass market, which requires a broad and general distribution network. As
aresult, each distributor of our Xtep brand is granted a broad geographic territory, such as a province,
over which it will have exclusive control in terms of managing retailers and opening new retail outlets
under our Group’s standards and procedures. For the Disney Sport products, due to the early stage of
development and market position, we grant distributors of our Disney Sport products exclusivity over
a smaller geographic territory to focus on brand image development. As for our Koling brand, we have
positioned it as a high-end fashion brand, and Koling distributors are allowed to sell other high-end
fashion products not manufactured or promoted by us. In order to focus and develop these high-end
fashion products, Koling distributors are only allowed to sell our Koling branded products at retail
outlets operated by themselves.
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The following charts illustrate the current major sales and distribution models of our branded
products:

(a) Xtep and Disney Sport products

Our Group
Distributors
Self-managed Retail outlets Retail outlets operated
retail outlets operated by distributors by third-party retailers
(b) Koling products
Our Group
Distributors

A

Retail outlets operated
by distributors

Our distribution network for our branded products

We distribute our branded products through an extensive nationwide distribution network
covering all 31 provinces, autonomous regions and municipalities in the PRC. Each brand generally
has a separate distributor for a relevant territory. As at 31 March 2008, our extensive network of
distributors comprised 28, 31 and 30 distributors for the Xtep, Disney Sport and Koling brands,
respectively. As at 31 March 2008, these distributors in turn owned, directly operated or managed
through third-party retailers 4,678, 265 and 50 Xtep, Disney Sport and Koling retail outlets,
respectively. We maintain stable relationships with our distributors and most of the distributors for our
Xtep brand had been our distributors throughout the Track Record Period.
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The following table sets out the total number of our distributors in the PRC under the Xtep,
Disney Sport and Koling brands as at 31 December 2005, 2006 and 2007, respectively:

As at 31 December

Brand 2005 2006 2007
XD v 28 28 28
Disney Sport . ... — — 31
Koling ........ ... .. .. — — 30

There was no change of distributors for our Xtep brand during the Track Record Period. We
believe that our distributors are well known in the districts and areas they cover, and have extensive
local experience, know-how and contacts in their respective territories. We also attribute our sales
success to the rapid increase in size and number, as well as the location of the retail outlets operated
by our distributors and third-party retailers.

The following table sets out the number of our distributors in the PRC under the Xtep, Disney
Sport and Koling brands by region as at 31 March 2008:

Number of distributors

L ocation Xtep Disney Sport Koling
Eastern Region™® . . .. ..... .. ... .. ........ 10 12 10
Southern Region® . . .. ... ... ............ 5 8 5
South-western Region® . . .. ............. .. 5 3 2
North-eastern Region® ... ... ............. 1 4 9
Northern Region® . . ... .................. 4 3 3
North-western Region® . ... ... ... .. ... .. 3 1 1
Total ... ... . . .. 28 31 30
Notes:

@ Eastern region includes Shanghai, Jiangsu, Zhejiang, Anhui, Shandong, Jiangxi and Fujian

@ Southern region includes Hubei, Hunan, Henan, Guangdong, Guangxi and Hainan

®  South-western region includes Sichuan, Guizhou, Tibet, Yunnan and Chongging
“ North-eastern region includes Heilongjiang, Jilin and Liaoning
® Northern region includes Beijing, Tianjin, Hebei, Shanxi and Inner Mongolia

® North-western region includes Shaanxi, Gansu, Ningxia, Qinghai and Xinjiang

— 103 —



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

BUSINESS

Criteria for selection of distributors

We strategically select our distributors based on the following conditions:

° sales channels, local recognition and social resources;

o managerial capabilities;

° industrial and retail experience;

° capital resources;

o ability to secure ideal retail outlet locations; and

° the principal personnel who hold in high regard our corporate culture and development
strategies.

Distributorship agreements

We enter into a distributorship agreement with each of our distributors which generally include
the following principal terms:

° Geographical exclusivity — Each distributor is authorised to sell our products within an
exclusively defined geographical area.

° Undertakings — To build a consistent brand image and management nationwide,
distributors undertake to comply with our sales policies, adhere to our pricing policies and
adopt our standardised outlet design and layout, promotional equipment and marketing
brochures.

° Promotional commitment — We require our distributors to spend a certain percentage of the
revenue derived from the products they purchase from us for advertising and other approved
marketing activities to market and promote our products.

° Transportation and insurance — Distributors bear transportation expenses and insurance
costs for delivery of products.

° Regular reconciliation — We require our distributors to reconcile their inventory and make
payments to us on a monthly basis.

o Payment and credit terms — We require our distributors to comply with specific payment
and credit terms, which are determined on a case-by-case basis.
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° Duration — The agreement generally has a term of one to two years which may be renewed
by agreement of the parties.

° Purchase and settlement target — The agreement stipulates that the distributors should
agree with us on an annual purchase and accounts payable settlement target.

° Distributors’ obligations — The distributors are responsible for all disputes and debts
between the distributors and their respective third-party retailers.

° Termination rights — We are entitled to terminate the agreement in certain circumstances,
for instance, breaches of the agreement by the distributors which are not remedied, sale by
the distributors of pirated products, damaging of our image by the distributors, failure to
meet our minimum standard or distribute our products without our consent. The distributors
are entitled to terminate the agreement, for instance, if we cease our operations or cease the
supply of products to the distributors without valid cause.

The distributors will then enter into separate sales agreements with their third-party retailers on
terms and conditions similar to those stipulated in the distributorship agreements. Our Directors
confirmed that there has been no non-performance of the distributorship agreements by our Group or
our distributors during the Track Record Period.

Seasonal sales fairs and ordering process

Most of our new product launches are conducted through sales fairs, which are often highlighted
by fashion shows displaying the new designs and collections for that particular season. Prior to 2007,
we organised sales fairs twice a year. In 2007, we began to organise four seasonal sales fairs for each
of our brands for our distributors and third-party retailersin order to be more responsive to the market
and fashion trends. Our seasonal sales fairs are generally held four to six months ahead of the
introduction a new season’s products to end consumers. Historically, we held our seasonal sales fairs
in various cities in the PRC, such as Beijing, Xiamen, Quanzhou, Shenyang and Chengdu. The
locations of the seasonal sales fairs are determined by the marketing strategies adopted at the relevant
time and occasion. For example, to further promote our Olympic China-theme oriented products, we
held the sales fairs for our 2008 autumn products of our Xtep brand and the Disney Sport brand in
Beijing in February 2008.

Our distributors and third-party retailers attend our sales fairs, in which they review new
products’ prototypes. Our distributors, after collecting orders from their third-party retailers, will
place orders with us during the sales fairs. While our distributors enter into contractual relationship
with the third-party retailers, we do not enter into any contractual relationship with the third-party
retailers. We also collect feedback from our distributors and exchange ideas with them regarding the
market and fashion trends during the sales fairs.
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We then use orders received from the sales fairs to formulate production schedules for the
applicable season. The senior management of our Group will review orders received, discuss
internally and finalise the production quantity, types and schedule, and then confirm with distributors
before mass production. Since then, we do not permit our distributors to cancel or adjust these
confirmed sales orders placed with us but allow ad hoc orders (usually for hot-selling products) from
our distributors in view of market response. We re-confirm the delivery schedule of sales orders with
each distributor before delivery, which normally continues for three to four months after the sales
fairs. Distributors' failure to comply with the confirmed sales orders may adversely affect their future
co-operation opportunities with us. Our Directors confirm that no sales orders confirmed by our
distributors were cancelled and hence no penalties were imposed on our distributors for failure to
comply with the confirmed sales orders during the Track Record Period and up to the Latest
Practicable Date. During the Track Record Period, approximately 95% of the total orders received by
us were placed with us at the sales fairs.

Management of our distributors

Our distributors are required to ensure third-party retailers to follow our pricing policies and
adopt our standardised outlet design and layout, promotional equipment and marketing brochures,
which we believe strengthen our brand recognition and help to build a consistent brand image and
management nationwide. Both our Company and our distributors regularly conduct on-site inspections
on randomly selected retail outlets to ensure that our distributors comply with the terms in the
distribution agreements and that the third-party retailers follow our standardised design and layout.
All distributors need our approval to determine the ideal locations for retail outlet, and we work
closely with them to choose locations that have high retail traffic flow and exposure in order to
improve our brand recognition and our revenues. In addition, we co-operate with our distributors on
various marketing, promotional and advertising campaigns and programmes for our sportswear
products. Apart from co-operating with JbtKZ  (Peking University) and &#EKE  (Tsinghua
University) to organise management training programmes to our distributors and third-party retailers,
we also organise frequent training programmes for all distributors and staff working at the retail
outlets. We believe that working closely with our distributors and sharing information on traffic
patterns and consumer purchase patterns through our comprehensive information system allow us to
gauge market and fashion trends and to control our production and inventory management systems.

Pricing policies

We have adopted a suggested retail price system that is applied nationwide to all retail outlets
operated by our distributors and third-party retailers to maintain brand image and avoid price
competition among our distributors and third-party retailers. We sell our branded products to all of our
distributors at a fixed discount to the suggested retail prices. In determining our pricing strategies, we
take into account market supply and demand, production cost and the prices of our competitors’
products. Yet, we have limited control over the prices at which our distributors or customers are
willing to purchase our products as prices are driven mainly by economic factors such as demand and
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supply, and we do not enter into any agreement with our distributors which provide for a minimum
purchase price by the distributors of our products. Distributors and their third-party retailers may,
after taking into account local market conditions and consumer preferences, sell a product at a
discount to the suggested retail price, but in any event they are not allowed to offer discounts for the
first 60 days after introduction of that product into the consumer market without our approval.

Payment terms and credit control

Our distributors are invoiced at the time that products are delivered. At the same time, we
recognise our sales to our distributors. Our sales made to OEM customers are also recognised when
the products are delivered to them. We generally grant credit periods of two to three months to our
distributors and OEM customers based on their credit history and historical sales performance. We
require our distributors and OEM customers to comply with our credit policy and our finance and sales
departments carry out regular reconciliations of outstanding balances. Our management team monitors
our receivable balances on an ongoing basis and will make appropriate assessment on a timely basis
as to whether or not a bad debt provision will need to be made. We did not make any bad debt
provisions during the Track Record Period.

Sales return policies

Our sales return policies only permit our distributors to return to us products due to quality
defects. Although our distributorship agreements with our distributors require us to accept exchanges
for products with material defects, we received no such request for sales return from our distributors
during the Track Record Period. During the Track Record Period, our Directors confirmed that we
received a very limited number of notifications from our distributors with respect to products with
minor quality deviations, and such deviations were not related to any particular product model but
minor deviations in specifications and did not warrant a full exchange. As the number of products
involved was very limited, such notifications from our distributors were handled by allowing our
distributors and their third-party retailers to sell the relevant products to end consumers at a discount
to the suggested retail prices. The discount was determined on a case-by-case basis and no standard
discount rate was applied by us during the Track Record Period. In light of the very limited number
of notifications received during the Track Record Period and with the very small number of products
involved, our Directors considered that there was no financial impact on our Group caused by such
notifications and hence no accounting adjustment was made in relation to the book value of the
relevant inventories up to the Latest Practicable Date. Furthermore, the standard operating procedures
that we impose on our distributors, which in turn impose on their third-party retailers, state that claims
for defective product from consumers should be handled in accordance with applicable consumer
protection laws, which generally require defective products to be accepted for return or exchange if
claimed within certain prescribed time periods. With respect to our customers at our self-managed
retail outlets, we have adopted a return and exchange policy that is in form and substance identical
to the return and exchange policy that we impose on our distributors. As confirmed by our Directors,
we have not received any return or exchange request during the Track Record Period.

— 107 —



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

BUSINESS

Our customers

We sell substantially all of our products on a wholesale basis and substantially all of our
customers are the distributors of our branded products, whom we have limited direct control over, as
well as our OEM customers. We also record a very small portion of our total revenue to consumers
through our self-managed retail outlets. Our top five customers accounted for approximately 71.8%,
61.5% and 29.9%, respectively, of our total revenues, and our largest customer accounted for
approximately 38.0%, 35.6% and 7.2%, respectively, of our total revenues for the three years ended
31 December 2005, 2006 and 2007. We anticipate that our customer base will become more diversified
as we expand our product offerings and as our multi-brand strategy materialises.

None of our Directors, our chief executive or any person who, to the knowledge of our Directors
owns more than 5% of our issued share capital or any of our subsidiaries, or any of their respective
associates, had any interest in any of our Group’s top five customers, during the Track Record Period.

Retail network

As at 31 March 2008, our distributors and their third-party retailers altogether operated 4,678,
265 and 50 Xtep, Disney Sport and Koling retail outlets, respectively. While retail outlets of Xtep
brand and Disney Sport brand can only sell products of that particular brand and retail outlets of
Koling brand are allowed to sell other high-end fashion products not manufactured or promoted by us,
retail outlets of each brand do not sell products of other brands owned and/or used by our Group.
Altogether, our retail network covers all 31 provinces, autonomous regions and municipalities in the
PRC for the Xtep, Disney Sport and Koling brands. As at 31 March 2008, there were:

° 4,678 Xtep retail outlets in the PRC operated by our distributors and third-party retailers,
and we maintained one self-managed retail outlet primarily to research and experiment with
various store designs and layouts and conduct consumer preference tests;

° 265 retail outlets for Disney Sport products in the PRC operated by our distributors and
third-party retailers, and we maintained one self-managed retail outlet primarily to research
and experiment with various store designs and layouts and conduct consumer preference
tests; and

° 50 Koling retail outlets in the PRC operated by our distributors. For the Koling brand, our
distributors are not allowed to appoint any third-party retailers and we do not operate any
self-managed retail outlets for this brand.
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The following table sets forth the total number of the retail outlets operated by our distributors
and their third-party retailers in the PRC under the Xtep, Disney Sport and Koling brands by region
as at 31 December 2005, 2006 and 2007, respectively:

As at 31 December

2005

(Total number of

retail outlets

operated by our
distributors/Total

number of retail

2006

(Total number of

retail outlets

operated by our
distributors/Total

number of retail

2007

(Total number of

retail outlets

operated by our
distributors/Total

number of retail

outlets operated by outlets operated by outlets operated by

third-party third-party third-party

Brand retailers) retailers) retailers)
Xtep .o 739 1,586 4,380
(140/599) (228/1,358) (664/3,716)
Eastern Region ................... 330 567 1,681
(76/254) (113/454) (287/1,394)
Southern Region . ................. 124 521 1,071
(16/108) (57/464) (151/920)
South-western Region .............. 120 181 546
(14/106) (15/166) (55/491)
North-eastern Region . .............. 65 103 388
(5/60) (15/88) (49/339)
North Region . .................... 56 153 473
(18/38) (22/131) (85/388)
North-western Region .............. 44 61 221
(11/33) (6/55) (37/184)
Disney Sport ............. ... ...... — — 217
— — (153/64)
Eastern Region ................... — — 74
— — (55/19)
Southern Region .................. — — 48
— — (40/8)
South-western Region .............. — — 29
— — (23/6)
North-eastern Region ... ............ — — 29
— — (18/11)
North Region . .................... — — 35
— — (15/20)
North-western Region .............. — — 2
— — (2/0)
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As at 31 December
2005 2006 2007
(Total number of (Total number of (Total number of
retail outlets retail outlets retail outlets
operated by our operated by our operated by our

distributors/Total distributors/Total distributors/Total
number of retail number of retail number of retail

outlets operated by outlets operated by outlets operated by

third-party third-party third-party

Brand retailers) retailers) retailers)
Koling ......... ... . . ... — — 50
— — (50/0)
Eastern Region ................... — — 18
— — (18/0)
Southern Region .................. — — 7
— — (7/0)
South-western Region .............. — — 2
— — (2/0)
North-eastern Region .. ............. — — 16
— — (16/0)
North Region . .................... — — 5
— — (5/0)
North-western Region .............. — — 2
— — (2/0)

We also operate and manage our own retail outlets where we sell our Xtep and the Disney Sport
products directly to consumers. As at 31 March 2008, we maintained one self-managed retail outlet
for our Xtep branded products and one self-managed retail outlet for the Disney Sport products, both
located next to our headquarters in Quanzhou, Fujian province, primarily to research and experiment
with various store designs and layouts and conduct consumer preference tests.

We worked closely with our distributors to expand the retail network of our Xtep brand, and the
number of the retail outlets operated by our distributors and their third-party retailers in respect of our
Xtep brand has grown rapidly from 739 in 2005 to 1,586 in 2006, and to 4,380 in 2007. 739, 847 and
2,824 new retail outlets for our Xtep brand were opened in 2005, 2006 and 2007, respectively. A total
of 26 and 4 retail outlets for our Xtep brand were closed down in 2007 due to (i) replacement by new
retail outlets of larger size or improved location, and (ii) unsatisfactory sales performance of such
retail outlets, respectively.
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The following table sets out the number of retail outlets operated by our distributors and
third-party retailers in the PRC under the Xtep, Disney Sport and Koling brands by region as at 31
March 2008:

Number of retail outlets

L ocation Xtep Disney Sport Koling Total

Eastern Region ..................... 1,786 82 18 1,886
Southern Region .................... 1,158 63 7 1,228
South-western Region . ............... 589 36 2 627
North-eastern Region . ................ 400 42 16 458
Northern Region .................... 513 40 5 558
North-western Region ................ 232 2 2 236
Total ........ .. .. ... . .. 4,678 265 50 4,993
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The following map illustrates the geographical distribution of the retail outlets operated by our
distributors and third-party retailers in the PRC under Xtep, Disney Sport and Koling brands as at 31
March 2008:
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The following table sets forth the breakdown of our revenues from branded product sales to our
distributors, our direct sales customers and consumers of our retail outlets by region for the three years
ended 31 December 2005, 2006 and 2007:

For the year ended 31 December

L ocation 2005 2006 2007

% of total % of total % of total
RMB’000 revenue RMB’000 revenue RMB’000 revenue

Branded Product Sales

Eastern Region. . ......... 22,081 31.4 85,759 43.3 506,860 40.3
Southern Region ......... 5,145 7.3 32,522 16.5 319,804 25.4
South-western Region . . ... 6,514 9.3 23,876 12.1 136,665 10.8
North-eastern Region. . . . .. 14,440 20.5 24,697 12.5 132,849 10.6
Northern Region ......... 6,448 9.2 22,662 11.5 103,658 8.2
North-western Region . .. .. 15,702 22.3 8,090 4.1 59,303 4.7
Total .................. 70,330 100.0 197,606 100.0 1,259,139 100.0

The following table sets forth the average sales per retail outlet of our Xtep brand® by region
for the three years ended 31 December 2005, 2006 and 2007:

For the year ended 31 December

Location 2005 2006 2007
RMB RMB RMB
Xtep
Eastern Region. . .. ....... ... ... . ... . ... 32,971 126,862 257,083
Southern Region . ....................... 18,162 55,280 243,643
South-western Region . ................... 9,120 100,972 274,080
North-eastern Region .................... 111,769 214,912 301,909
Northern Region . ....................... 38,911 98,989 161,247
North-western Region . ................... 777 138,567 375,881
Overall . ... ... .. . . .. 32,077 103,872 255,531
Note:

(1) average sales per retail outlet of our Xtep brand operated by our distributors and their third-party retailers represent
the revenue from the sales of our Xtep products to our distributors for the year divided by the total number of retail
outlets operated by them as at 31 December of the year
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The total sales of our Xtep branded products and the average sales per retail outlet of our Xtep
brand to our distributors in the Northeastern part of China and Hunan are generally higher than those
to distributors located in other economically more developed cities such as Shanghai and Beijing. Our
Directors believe that we achieved the relatively high sales in the Northeastern part of China and
Hunan during the Track Record Period because the populations, hence the customer base and the
demand for sportswear in the Northeastern part of China and Hunan, are generally higher than those
in other economically more developed cities such as Shanghai and Beijing. Further, our Directors
consider that consumers in the Northeastern part of China and Hunan are, as compared to customers
in Shanghai and Beijing, less exposed to and less able to afford to some international sportswear
brands. In addition, greater number and larger size of retail outlets as well as the longer operation
history in these economically less developed provinces and cities (as compared to certain
economically more developed provinces or cities) gave the local customers greater accessibility to our
branded products during the Track Record Period. Our marketing efforts and business strategies have
also increased the general public’s recognition and market penetration of our brands, in particular, in
the Northeastern part of the China and Hunan.

Retail outlets operated by distributors and third-party retailers

While Xtep and the Disney Sport products are sold at retail outlets operated by our distributors
and their third-party retailers, Koling branded products are sold at retail outlets operated by our
distributors. As at 31 March 2008, there were 4,678 Xtep retail outlets and 265 Disney Sport retail
outlets operated by our distributors and third-party retailers while there were 50 Koling retail outlets
operated by our distributors throughout 31 provinces, autonomous regions and municipalities in the
PRC. Our distributors enter into contractual relationships with third-party retailers and we do not enter
into any contractual relationship with the third-party retailers operating the retail outlets. All retail
outlets are required to be operated with a standardised store layout. However, we only have limited
control over whether the third-party retailers adhere to our retail policies, which cover, among other
operational requirements, customer service, inventory controls and pricing. We routinely conduct
random inspections of retail outlets operated by our distributors and third-party retailers to ensure
compliance with our standard operating procedures. If any deviations from the standard operating
procedures are discovered at a retail outlet, we work with the relevant distributor to rectify them.

Self-managed retail outlets

We also operate and manage our own retail outlets where we sell our Xtep and the Disney Sport
products directly to consumers. As at 31 March 2008, we had one retail outlet for our Xtep branded
products and one retail outlet for the Disney Sport products, both located next to our headquarters in
Quanzhou, Fujian province. As our current business model is not focused on retail sales, we maintain
self-managed retail outlets primarily to research and experiment with various store designs and
layouts and conduct consumer preference tests. We apply the knowledge gained from our self-managed
retail outlets to assist our distributor and their third-party retailers in improving the design and layout
of, as well as operations at, their retail outlets.
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Expand and optimise our distribution network

We will continue to expand and optimise the distribution network of each of our branded
products by working closely with our distributors. In particular, we plan to continue our existing
practice of providing training on sales and marketing skills as well as detailed criteria for selection
of locations for retail outlets, outlet design and display. In addition to the major metropolitan cities
in the PRC such as, among others, Beijing, Shanghai and Guangzhou, we believe that a key to the
growth of our business is to further enhance our distribution network in the fast growing consumer
base of various medium to large size cities and municipalities throughout the PRC such as, among
others, Changsha, Xiamen, Wuxi and Shenyang.

We also work closely with our distributors to improve the purchasing experience at our retail
outlets by enhancing the ambiance and atmosphere of the retail outlets and focusing on improving
customer service through employee training and incentive programmes at both sales fairs and retail
outlets and points of sale. In addition, we closely monitor our distributors’ performance by requiring
them to provide us with monthly and quarterly performance reports. Furthermore, we will continue to
work closely with our distributors in various regions to plan the expansion of the existing retail
network and place specific requirements on the number and type of new retail outlets to be opened.

OEM sales

In 2005, approximately 76.4% of our revenues were derived from OEM sales. In 2006, although
the majority of our revenues was still derived from OEM sales, our management began the process of
shifting our business focus to branded fashion sportswear because we believe the market for fashion
sportswear products has greater potential and such positioning differentiates us from major
competitors. In 2006 and 2007, the revenue derived from OEM sales decreased to 59.1% and 7.8%,
respectively. We will take advantage of our outsourcing strategy to maintain flexibility in our
production schedule for both our branded fashion sportswear business and our OEM business.
However, we will continue to concentrate our resources to strengthen our branded product business
and we plan to continue to reduce our OEM business and its contribution to our Group’s total revenue.

MANUFACTURING AND PRODUCTION

Our production facilities and capacities

We have our own production facilities, which enable us to control our product quality more
effectively, to provide our contract manufacturers with model products and to respond to consumer
demand more quickly. We produce the majority of our footwear products and some apparel products
at our own production facilities located in Quanzhou, Fujian province. We operated 8, 12 and 12
footwear production lines with capacity of approximately 7.9 million, 9.5 million and 11.5 million
pairs of footwear products per annum as at 31 December 2005, 2006 and 2007, respectively. We
commenced our own apparel production at the end of 2007 and we operated 12 apparel production
lines with capacity of approximately one million pieces of apparel products per annum as at 31
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December 2007. Our Directors confirm that the utilisation rates of our footwear production facility
were approximately 98%, 100% and 83% for the three years ended 31 December 2005, 2006 and 2007,
respectively, and the utilisation rate of our apparel production facility was approximately 100% for the
year ended 31 December 2007.

While we believe that our current production facilities are cost competitive, we are constantly
trying to refine and improve our production facilities and production lines to improve production
rates, reduce stoppages and improve quality control. As at 30 April 2008, our 12 footwear production
lines and 12 apparel production lines were staffed with atotal of approximately 4,848 production staff.

We commenced our own apparel production at the end of 2007 and, in line with our outsourcing
strategy, we intend to continue to outsource some of our apparel production to sub-contractors and
contract manufacturers. In order to meet the increasing growth of this product segment, produce
products that adhere to our strict quality requirements, control costs and respond rapidly to changing
conditions in the market trends and preferences, we plan to apply approximately HK$200 million from
the proceeds from the Global Offering to increase our apparel annual production capacity from
approximately 1 million to approximately 10 million pieces by establishing a new apparel production
facility and increasing our apparel production lines from 12 to approximately 120. We expect this
facility to commence production in 2010.

We also plan to enhance production efficiencies at our existing production facilities and
production lines by allocating a portion of the proceeds from the Global Offering to capital
expenditures for the import of manufacturing testing facilities and advanced manufacturing testing
technology, and to establish technically advanced laboratories for research and development.

As a contingency plan to deal with electricity shortages and suspensions, we have installed five
electricity generators with an aggregate installed capacity of approximately 2,200 kilowatt, which our
Directors believe are capable of generating sufficient electricity for our production operations. We did
not experience any material interruption of our production operations resulting from electricity
shortages or suspensions during the Track Record Period.
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Manufacturing process

Footwear manufacturing process

Our footwear manufacturing process is divided into six main stages: (1) raw materials inspection
and testing; (2) materials preparation and processing; (3) sewing and stitching; (4) assembly; (5)
finished product inspection and testing; and (6) packaging. The following diagram outlines our
manufacturing process for our footwear products:

Raw materials
inspection and testing

|

Materials preparation
and processing

|

Sewing and stitching

|

Assembly

|

Finished product
inspection and testing

|

Packaging for delivery

The main raw materials used in producing footwear are fabrics, soles, rubber, plastics and
nano-silver anti-bacterial chemicals. Raw materials are generally inspected and tested before being cut
and trimmed into individual components of the desired shape. Raw materials that pass our quality
control tests are then processed in preparation for sewing and stitching. Preparation and processing of
materials include the spraying of nano-silver anti-bacterial chemicals and fragrance. Individual
components of different shapes and materials are then sewn and stitched together. The next process
is the assembly of the semi-finished footwear components. Inspection and testing are carried out at
each stage of the manufacturing process to ensure high-quality. Finally, the finished footwear is given
afinal inspection by our quality control staff members before it is packaged and prepared for delivery.
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Apparel manufacturing process

Our apparel manufacturing process is divided into seven main stages: (1) raw materials
inspection and testing; (2) materials preparation and processing; (3) sewing and stitching; (4)
assembly; (5) ironing; (6) finished product inspection and testing; and (7) packaging. The following
diagram outlines our manufacturing process for our apparel products:

Raw materials inspection
and testing

I

Materials preparation and
processing

I

Sewing and stitching

I

Assembly

l

Ironing

I

Final product inspection
and testing

I

Packaging for delivery

The main raw materials used in producing apparel are fabrics. Fabrics and other materials are
generally inspected and tested before being cut and trimmed into individual components of the desired
shape. Raw materials that pass our quality control tests are then processed in preparation for sewing
and stitched together. The next process is the assembly of individual components such as sleeves, front
and back to form the finished products. Ironing might be necessary to preserve the shape and
appearance of the apparel products. Finished products will be packed and prepared for delivery after
final inspection by our quality control staff members to ensure high quality of products.

Production outsourcing

During the Track Record Period, we outsourced the production of a portion of our footwear
products to various sub-contractors and contract manufacturers to produce certain footwear products.
Sub-contractors are engaged to perform all or certain of the production steps where we supply them
with the relevant raw materials or parts. Contract manufacturers are engaged to perform the entire
production process and will be responsible for procuring the relevant raw materials. Before we
commenced our own apparel production, we outsourced the production of all of our apparel products
for the two years ended 31 December 2005 and 2006. We commenced our own apparel production at
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the end of 2007 and in line with our outsourcing strategy, we intend to continue to outsource some of
our apparel production to sub-contractors and contract manufacturers. Ever since we began to sell
accessory products in 2006, we have outsourced and will continue to outsource the production of all
of our accessory products. We believe the use of internal and outsourced production for the
manufacture of our products has allowed us to adjust our product and business mix in a timely manner
without the need for significant capital investment. The cost of outsourced production amounted to
approximately 2.4%, 4.2% and 36.2% of our total cost of sales for the years ended 31 December 2005,
2006 and 2007, respectively.

The following table sets out a breakdown between our Group’s self-production and outsourced
production in terms of production volume for each product category during the Track Record Period:

For the year ended 31 December

2005 2006 2007

Footwear:

- Self-production .................. 97.4% 100% 68.8%

- Outsourced production. . ........... 2.6% — 31.2%
Apparel:

- Self-production . ................. — — 5.5%

- Outsourced production. . ........... 100% 100% 94.5%
Accessories:

- Self-production . ................. — — —

- Outsourced production. ............ 100% 100% 100%

During the year ended 31 December 2007, we engaged approximately 42 footwear, 73 apparel
and 14 accessory product sub-contractors and contract manufacturersin the PRC which are sportswear
processing factories located mainly in Fujian and Guangdong provinces. We engaged their services on
a contract basis after obtaining sales orders during our sales fairs. For each order, we entered into
separate purchase contracts which set out the terms regarding, among others, the price, purchase
quantity, delivery terms, confidentiality obligations on designs and specifications of our products and
settlement terms with the sub-contractors and contract manufacturers. We did not restrict all of our
sub-contractors or contract manufacturers from manufacturing products for other brands; therefore,
some of our sub-contractors and contract manufacturers also performed manufacturing services for
other companies. Below sets out the salient terms of the purchase contracts entered into between
sub-contractors/contract manufacturers and us:

° Confidentiality obligation — sub-contractors and contract manufacturers are obliged under
the purchase contracts not to disclose such confidential information to outsiders or use the
same for their own products or any purposes other than the exclusive purpose permitted by
us.
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° Quality — sub-contractors and contract manufacturers shall produce products in
accordance with the quality standard required by us.

° Delivery — sub-contractors and contract manufacturers shall deliver such quantity and
quality of products at the time as agreed with us, failing which will result in penalty. The
sub-contractors and contract manufacturers shall indemnify us against any losses suffered
aresult of cancellation of orders by our customers or claims initiated by our customers due
to unsatisfactory quality of products produced by the sub-contractors and contract
manufacturers.

° Intellectual property rights — copying of technical information in whole or in any part is
not permitted without our prior consent. All rights (including but not limited to the
intellectual property rights) in connection with manufacturing equipment or materials
provided by us as well as all products (including logos) produced under the purchase
contracts belong to us.

° Defective or excessive products — all sub-contractors and contract manufacturers are not
permitted to retain or, within the PRC, without our prior consent deal with all products of
defective quality or produced in excess of the quantity stipulated under the purchase
contracts and shall indemnify against us for all losses suffered by us as a result of any
breach of the aforesaid obligations.

We carefully select our sub-contractors and contract manufacturers and require each to satisfy
certain evaluation and assessment criteria. We require our contract manufacturers to have an annual
production capacity of over 400,000 pairs of footwear products. We also carefully evaluate the
sub-contractors’ and contract manufacturers’ overall track record, financial strength, experience,
reputation, ability to produce high-quality products and quality control effectiveness. To ensure that
high-quality and low-cost raw materials are used, we provide the designs and specifications of our
products to our sub-contractors and contract manufacturers for their production as we see fit and they
are obliged under the purchase contracts not to disclose such confidential information to outsiders or
use the same for their own products or any purposes other than the exclusive purpose permitted by us.
We also provide the relevant raw materials and parts to our sub-contractors. To ensure the high
production quality of our sub-contractors and contract manufacturers, we arrange for our quality
control staff members to conduct on-site inspections every day when such sub-contractors and contract
manufacturers operate and produce products for us. Each of our contract manufacturers is also subject
to our annual evaluation and assessment in terms of product quality and timeliness of product delivery.

INFORMATION SYSTEM

We believe that a comprehensive information system is important in improving our efficiency in
product design and development, supply chain management, quality and inventory control, logistics
and sales. In 2007, we began using the distribution resource planning (“DRP”) system provided by
UFIDA Software Co., Ltd. (a leading domestic software company in the PRC) that will allow us to
track inventory levels and movement of our products at our warehouses and certain retail outlets
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operated by us, our distributors and third-party retailers. With this information, our product design and
research and development teams are able to analyse market demands and preferences more efficiently,
and we can more closely manage our distributors. The DRP system also links up the production,
inventory and finance systems.

Further, we plan to invest a portion of the proceeds from the Global Offering to upgrade our
information system. We believe that a robust information system will help us by enhancing the
exchange of information among our various functional departments, strengthening our supply chain
and distribution network management, and shortening our response time to changes in market
demands, including the facilitation of movements in inventory from one retailer to another.

INVENTORY CONTROL AND LOGISTICS

Our inventory policy is to maintain low levels of raw materials and finished goods inventory
while assisting the retail outlets (whether operated by us, our distributors or third-party retailers) to
maintain sufficient levels of sellable products. We do not have a general inventory provision policy
based on our current business model, we generally procure raw materials and commence production
after having confirmed purchase orders with our distributors following our seasonal sales fairs. Our
distributors are not allowed to cancel any confirmed purchase orders. In addition, we did not receive
any cancelled purchase orders during the Track Record Period.

We closely monitor our inventories, including inventory levels and inventory age. To further
minimise the risk of building up aged inventories, it is our policy to regularly review the obsolescence
of inventories based on the expected future saleability and the age of the inventories. We also carry
out physical stock counts from time to time to identify obsolete or damaged goods. If the market
conditions are less favourable than those projected by the management and our inventories remain
unsold longer than we anticipated, specific provision will be made on an item-by-item basis and we
record a provision against certain inventories if the estimate of the net realisable value is below the
corresponding costs of such inventories. During the Track Record Period, we did not make any
provisions for inventories as all the ending inventories as at 31 December 2005, 2006 and 2007 were
subsequently consumed or sold above the costs of the inventories.

According to our policy, we require our distributors to provide us with their monthly inventory
and sales reports and we carry out random on-site inspections of our distributors to track their
inventories. The purpose of tracking the inventory level is mainly to allow us to gather sufficient
information and data regarding the market acceptance of our products so that we can reflect the
consumers’ preferences on the design of our products in the next season. The tracking of inventory
level also provides useful information to us as to the market recognition of our productsin a particular
region so that we could realign our marketing strategy if needed. This information will also assist us
and our distributors to determine the amount and frequency of our products to be delivered to each
distributor and if necessary, we will coordinate with our distributors to reallocate products to regions
where demand is present. Our distributors will negotiate between themselves to determine whether to
implement stock reallocation suggested by us and we are not a party to the negotiation, sales and
purchases of our products as a result of any such reallocation and, accordingly, no accounting
treatment will be made to our Group’s consolidated financial statements. We believe that this system
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will effectively reduce production inefficiency and inventory buildup at our distributors. Our
Directors confirm that none of the products sold to the distributors during the Track Record Period and
up to the Latest Practicable Date were subsequently reallocated to the retail outlets operated by our
Group.

For the three years ended 31 December 2005, 2006 and 2007, the balance of our inventory as at
31 December 2005, 2006 and 2007 accounted for approximately 43.7%, 36.5% and 25.0%,
respectively, of our total current assets, while our average inventory turnover days were 156, 133 and
68, respectively. We are able to reduce our average inventory turnover days because of our increased
use of contract manufacturers, improved production planning procurement control, and enhanced
production lines. The Directors confirm that to their best knowledge and belief, the significant
increase in sales of our branded products during the Track Record Period was not as a result of the
accumulation of inventories at the level of our distributors or their third-party retailers. Please refer
to “Inventory Analysis” in the section headed “Financial Information” of this document.

Raw materials supplied by our suppliers are delivered to us at their own cost and their own risk.
Almost all of the finished products supplied by our contract manufacturers are directly delivered to
our warehouse at the cost of the contract manufacturers, depending on the terms of the relevant
purchase contract. We deliver our products to our customers through logistics companies who bear the
risks and losses associated with the delivery of our products. We currently engage nine logistics
companies (who are Independent Third Parties) and we did not experience any material loss in the
delivery of our products during the Track Record Period.

QUALITY MANAGEMENT SYSTEM

We have developed a comprehensive and effective quality management system which is
evidenced by our being among the first in our industry in the PRC to obtain the | SO 9001:2000 quality
management system certification issued by China Quality Certification Centre in July 2003. Our
finished products have also been recognised by the State General Administration of the PRC for
Quality Supervision and Inspection and Quarantine as the “Ef/EE%HE (Product Exemption From
Quality Surveillance Inspection)” and “HillRgm%ss (Exemption of Export Commodities From
Inspection)” since 2003 and 2006, respectively. The high quality of our products was also recognised
by various media in the PRC as “*EE& 50053 (China Top 500 Elite Enterprises)”.

We have adopted quality control standards which exceed those required at the national level. To
enhance our quality management system, we established a quality control centre in 2006, which is
equipped with constant-temperature laboratories and test laboratories that meet standards imposed at
the provincial level. We plan to apply a portion of the proceeds from the Global Offering to upgrade
our laboratories so that we can maintain quality control standards that exceed the national level. As
at 30 April 2008, we had approximately 82 quality control staff.

Our quality control process starts early in the design and development stage when we consider
the functionality and qualities of materials to be used for manufacturing. At the raw material
purchasing stage, we employ strict criteriain selecting our suppliers and conduct tests on substantially
all of the raw materials and other components by appearance and characteristics inspections as well
as testing equipment to ensure that they meet our quality standards. At each stage of the manufacturing
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process, we arrange for our quality control staff members to conduct on-site inspections of all
semi-finished components at our production facilities and those of our contract manufacturers. After
the assembly stage, our quality control staff members conduct sample tests on some of the finished
products manufactured at our own production facilities and on substantially all of the finished
products manufactured by our contract manufacturers to assess their functionality and quality before
they are delivered to our customers. We also conduct detailed statistical analyses of failing samples
in order to improve our production performance and to minimise the numbers of defect products.

RAW MATERIALS AND SUPPLIERS

The principal raw materials used in the production of our footwear products are fabrics, soles,
rubber, plastics and nano-silver anti-bacterial chemicals while the principal raw materials used in the
production of our apparel products are fabrics. All these materials can be obtained from domestic
suppliersin the PRC, and we source most of our major raw materials from suppliers located in Fujian
province.

Our production facilities are strategically located in Quanzhou, Fujian province, which is
considered to be a hub city of the PRC sportswear industry, with many of our raw material providers
located in this area. Further, we have developed long-term relationships with our key suppliers and
providers. We generally procure raw materials after having confirmed purchase orders with our
distributors following each seasonal sales fair. Given the large volume of purchases made by us, we
are able to negotiate competitive prices for our raw materials and are able to be flexible in maintaining
raw material inventory, with purchases being made only when our manufacturing needs dictate, as
suppliers generally make it a priority to supply our needs, and the delivery time is minimal given the
proximity of such suppliers to our facilities. In recent years, we started to arrange with our suppliers
for multiple deliveries of alarge-volume order for raw materials. The purpose of this arrangement is
to decrease our inventory and reduce our storage costs while still enabling us to enjoy competitive
prices for raw materials due to the bulk purchases at the same time.

Our suppliers include suppliers of raw materials as well as sub-contractors and contract
manufacturers to whom we outsource the production of our footwear, apparel and accessory products.
We are granted credit periods of an average of 60 to 90 days by our suppliers. For the three years ended
31 December 2005, 2006 and 2007, our five largest suppliers accounted for approximately 21.1%,
28.7%, and 26.3%, respectively, of the aggregate amount payable to all suppliers, and our largest
supplier accounted for approximately 6.7%, 7.0% and 7.6%, respectively, of the aggregate amount
payable to all suppliers.

None of our Directors, our chief executive or any person who, to the knowledge of our Directors,
owns more than 5% of our issued share capital or any of our subsidiaries, or any of their respective
associates, had any interest in any of our Group’s top five suppliers during the Track Record Period.
COMPETITION

The demand for sportswear in the PRC has been growing steadily in recent years, in line with

economic growth. Participants in the sportswear industry in the PRC market include international and
domestic brands. Market participants compete on, among other things, brand loyalty, product variety,
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product design, product quality, marketing and promotion, price, and the ability to meet delivery
commitments to retailers. We have also seen severe competition for distribution and retail channels.
Competition has led to industry consolidation, whereby smaller and less profitable brands or
enterprises may be acquired by enterprises with surplus capital seeking to expand.

We face competition from international and domestic brands in the sportswear retail market in
the PRC. Although we are a relatively young brand and do not have as much market share as some
of the long-standing and well-recognised international brands, we believe that as the leading PRC
fashion sportswear enterprise in the PRC, we have a competitive advantage over our direct
international competitors in the fashion sportswear market in the PRC in terms of pricing, network,
knowledge of PRC consumer tastes and market, and ability to respond to market and fashion trends
in atimely manner through immediate support from our dedicated design teams and own production
facilities.

We believe we are uniquely positioned in the industry as the owner of all rights to our Xtep brand
and we are currently mainly competing with our major competitors in the PRC market, through
positioning our own branded sportswear products with a fashion and trendy focus in addition to
functionality and utility, as well as implementing the multi-brand strategy. Because of our
comparatively late entrance, we currently do not have as much market share as some of our
competitors. Some of our competitors may also have more extensive financial, technical and personnel
resources than we do. However, we believe our unique market positioning of the Xtep, Disney Sport
and Koling brands has allowed us to achieve significant growth in the recent years and capture a
defined and fast-growing customer base. We also believe that we are able to maintain our
competitiveness over domestic sportswear brands because our fashion sportswear products are able to
enjoy premium pricing and higher gross margins than other domestic sportswear brands which are
purely function-focused. Our brands are also competitive in terms of innovative and multi-faceted
marketing capabilities, product quality and design, location of retail outlets and customer service
quality.

EMPLOYEES

As at 30 April 2008, our Group had a total of 6,188 full-time employees in the PRC. The
following table shows a breakdown of our employees by departments as at 30 April 2008:

Number of Percentage of

employees total employees
Management and administration, finance and quality control 648 10.5%
Manufacture and production. . . ...................... 4,848 78.3%
Product design, research and development . ............. 372 6.0%
Sales and marketing. .. ....... .. .. . 320 5.2%

Total .. 6,188 100.0%
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We provide introduction programmes and continuous training to our employees to enhance their
industrial, technical and product knowledge as well as their knowledge of industry quality standards
and work safety standards.

Our PRC legal adviser, Jingtian & Gongcheng, has confirmed that we comply with all statutory
social insurance obligations applicable to us under the PRC laws. In accordance with the applicable
PRC laws and regulations on social insurance, we contribute to various social insurance plans such as
pension contribution plans, medical insurance plans, work-related injury insurance plans and
unemployment insurance plans as well as housing accumulation funds for our employees.

We believe that we maintain a good working relationship with our employees, and we have not
experienced significant problems with our employees or disruption to our operations due to labour
disputes.

Labour and safety matters

We are subject to various labour and safety laws and regulations in the PRC including
rhaE A RILFIEISERE (the PRC Labour Law), #3E AN RILFIEZEE)GEZE (the PRC Labour Contract Law),
HhEE A RSB L 242 3% (the PRC Production Safety Law), L& frEf##] (the Regulation of Insurance
for Labour Injury), Z&ZREE#SE (the Unemployment Insurance Law), =384 EREEITHRE (the
Provisional Insurance Measures for Maternity of Employees), it@&REELLEIEITHRE (the Interim
Provisions on Registration of Social Insurance), it & REEEHEIE{TES] (the Interim Regulation on the
Collection and the Payment of Social Insurance Premiums) and other related regulations, rules and
provisions issued by the relevant governmental authorities from time to time for our operations in the

PRC.

According to T A RILFIEEEERE (the PRC Labour Law) and H# A RSFIBESE) & EE (the PRC
Labour Contract Law) (the “New Labour Law”), labour contracts shall be concluded if labour
relationships are to be established between our employees and members of our Group. We must
provide wages which are no lower than local minimum wage standards to our employees. We are
required to establish a system for labour safety and sanitation, strictly abide by State rules and
standards and provide relevant education to our employees. We are also required to provide our
employees with safe and sanitary labour conditions that meet State rules and standards and carry out
regular health examinations of our employees engaged in hazardous occupations.

Our Directors believe that the New Labour Law, which became effective on 1 January 2008, calls
for much stricter requirement in human resources management in terms of signing labour contracts
with employees, stipulating probation and violation penalties, dissolving labour contracts, paying
remuneration and economical compensation as well as social security premiums. We are requested to
take a variety of intensified measurements to improve our employment relationship management and
practically fulfill our statutory obligations accordingly. In addition, we shall also choose the forms of
employment in accordance with the new law, particularly on worker service dispatches. The legal
interpretation in this regard made by the competent central government authority provides that the
term of worker service dispatch shall not exceed six months or otherwise the employer shall hire
workers through ordinary employment. As for dispatch provided by the New Labour Law, the
accepting entity is required to provide the corresponding working conditions and labour protection,
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pay overtime remuneration and performance bonuses and provide benefits relevant to the position. The
accepting entity should not in turn dispatch the workers to any other employer. The New Labour Law
provides that the accepting entity and the dispatching entity shall bear joint and several liability of
compensation if any damage is caused to the legitimate right and interests of workers dispatched.
Therefore the New Labour Law strengthens the protection for dispatched workers. In general, we
believe that the New Labour Law will help us to establish a more stable and harmonious |abour
relationship between our employees and us.

Hha A RILHIE 22 EE% (the PRC Production Safety Law) requires us to maintain safe production
conditions as provided in H#E A RILAIE L 247 % (the PRC Production Safety Law) and other relevant
laws, administrative regulations, national standards and industrial standards. Any entity that is not
sufficiently equipped to ensure safe production may not engage in production and business operation
activities. We are required to offer education and training programmes to our employees regarding
production safety. In order to comply with applicable national or industrial standards, the design,
manufacture, installation, use, checking and maintenance of our safety equipment is required. In
addition, we are required to provide our employees with labour protection equipments that meet the
national or industrial standards and to supervise and educate them to wear or use such equipments
according to the prescribed rules.

As required under THfREafE#] (the Regulations of Insurance for Labour Injury),
2 TA B REEITHIRE  (the Provisional Insurance Measures for Maternity of Employees),
it S R E BTG (the Interim Regulation on the Collection and Payment of Social Insurance
Premiums) and rit&frbgS5CE BB THRE (the Interim Provisions on Registration of Social Insurance),
we are obliged to provide our employees in the PRC with welfare schemes covering pension insurance,

unemployment insurance, maternity insurance, injury insurance and medical insurance.

We make efforts to ensure the safety of our employees. Our Directors confirm that the design,
installation, use and maintenance of our equipment all meet national and industrial standards. We
implement safety guidelines and operating procedures for our production processes, and provide
employees with occupational safety education and training to enhance their awareness of safety issues.
We provide and require our employees to wear suitable protective devices to ensure their safety. We
also provide our employees with free annual medical check-ups.

As confirmed by the relevant PRC authorities, our Company has fully paid social securities
including health, insurance, accidents, safety under PRC laws and regulations. There are no other
specific measures needed to be taken by our Company to comply with applicable laws and regulations.
Our PRC legal adviser, Jingtian & Gongcheng, has confirmed that, during the Track Record Period and
as at the Latest Practicable Date, we complied with all applicable labour and safety laws and
regulations, including but not limited to the New Labour Law, which became effective on 1 January
2008, in all material respects, and strictly implemented internal safety guidelines and operating
procedures. Since the commencement of our business, none of our employees has been involved in any
major accident in the course of their employment and we have never been subject to disciplinary
actions with respect to the labour protection issues.
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Our PRC legal adviser, Jingtian & Gongcheng, has confirmed that our Group will not be
responsible for breach of laws, rules and regulations by our contract manufacturers and suppliers.
Furthermore, our Directors have confirmed that our Group has not been held liable for breach of laws,
rules and regulations by our contract manufacturers and suppliers during the Track Record Period. See
“Production outsourcing” above.

INTELLECTUAL PROPERTY RIGHTS

We currently use the Xtep brand, Disney Sport brand and Koling brand for the marketing and
sales of our sportswear products.

Xtep and Koling

As at the Latest Practicable Date, we have the right to use some of our Xtep and Koling
trademarks which have been registered by us in Hong Kong, the PRC and other places.

We are also in the process of applying for registration in the PRC and other places of some other
Xtep and Koling trademarks. Some of these applications are still under review by, in the case of the
PRC applications, the Trademarks Office of State Administration for Industry and Commerce of the
PRC which, as advised by our PRC legal adviser, we have the right to use while applications have been
made for the registration. To our best knowledge and so far as our PRC legal adviser is aware, there
are no legal impediments to the applications. Our Directors confirm that there is no adverse impact
on our Group’s operation if any of pending trademark applications cannot be registered.

We were also granted irrevocable license by Mr. Ding and Ms. Ding Ming Fang to use certain
trademarks (whether registered in the PRC or overseas) relating to the sportswear products of our
Group at nil consideration pending completion of the transfer.

Details of our intellectual property rights are set forth in the paragraph headed “Intellectual
Property Rights of our Group” in Appendix VI to this document.

Patents and domain names

As part of the Corporate Reorganisation, we were also granted an irrevocable license by Mr. Ding
to use certain patents relating to the sportswear products of our Group at nil consideration pending
completion of the transfer. We currently own our domain names. For details, please refer to the
paragraph headed ‘‘Intellectual Property Rights of our Group’ in Appendix VI to this document.

Disney Sport

We entered into the Disney License Agreement whereby we were granted a license to design,
create, manufacture or source, and sell arange of footwear, apparel and accessory products in the PRC
under the Disney Sport brand, using certain Disney trademarks (i.e., “Disney”, “Disney Sport”,
“ii:Je” and “iLJeizdh&%1") and certain Disney standard characters (i.e., Mickey Mouse, Minnie
Mouse, Donald Duck, Daisy Duck, Goofy and Pluto). The Disney License Agreement also permits us
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to operate physical retail stores that are free-standing or located within shopping malls using the name
“Disney Sport” and “ili+:Jéizzh£#41” and to sell Disney Sport products to consumers in those stores.
For details of the Disney License Agreement, please refer to the paragraph headed “Brands and
Products — Disney Sport” in this section of the document.

Protection of Intellectual Property rights

We rely on various intellectual property laws, especially trademark laws, to protect our
proprietary rights. We recognise the importance of protecting and enforcing intellectual property
rights. During the Track Record Period, we encountered incidents of infringement of our designs and
we have taken legal action against the infringers. Save as disclosed above, as at the Latest Practicable
Date, we were not aware of any material infringement of our intellectual property rights and we
believe that we have taken all reasonable measures to prevent any infringement of our own intellectual
property rights. As at the Latest Practicable Date, we were also not aware of any pending or threatened
claims against us or any of our subsidiaries in relation to the infringement of any intellectual property
rights of third parties.

PROPERTIES

As at the Latest Practicable Date, we had a total area of 85,188.1 sq.m. of land and a total gross
floor area of 140,973.8 sgq.m. of buildings, all of which are situated in the PRC.

Our PRC legal adviser, Jingtian & Gongcheng, has confirmed that we hold valid land use right
certificates with respect to all of our land. Out of the 140,973.8 sq.m. of buildings, according to our
PRC legal adviser, we hold valid building ownership certificates with respect to a gross floor area of
125,036.1 sg.m. of our buildings, representing approximately 89% of the total gross floor areas of all
of our buildings. We do not currently hold valid building ownership certificates with respect to a gross
floor area of 15,937.7 sg.m. of our buildings, out of which:

° 12,288.7 sq.m. of our buildings are used by us as warehouses, representing approximately
21% of the total gross floor area of all of our buildings used by us as warehouses.

° 3,649 sg.m. of our buildings are used as dormitories, representing approximately 9% of the
total gross floor area of all of our buildings used as dormitories.

Our Company believes that warehouses and dormitories are not crucial to the operations of our
Group. However, in the interests of our Group, our Company has undertaken, and the Controlling
Shareholders have undertaken to procure our Company, to use its reasonable endeavours to obtain the
relevant building ownership certificate, as soon as practicable.

Given that the costs of all our buildings can be measured reliably and all our buildings are
currently used by our Group for the storage and residential purposes, our Group is enjoying the
economic benefits generated from these buildings. On this basis, our buildings fulfill the recognition
criteria for property, plant and equipment of our Group in accordance with HKAS 16 “Property, Plant
and Equipment” and sufficient disclosure in relation to those buildings without building ownership
certificates as at 31 December 2007 has been made in Appendix | to this document.
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We may be required to vacate the occupation and usage of the above self-owned buildings in
respect of which no valid building ownership certificates have been issued, in which case we will have
to relocate the staff members currently residing in the dormitories and the inventory stored at the
storage area, as the case may be. If our Group is required to vacate these properties, our Directors
estimate that additional costs of approximately RMB1 million may be incurred, including relocation
expenses, and it may take up to approximately one month to complete the relocation. Our Directors
confirm that suitable properties in appropriate areas could be identified for relocation, if needed, and
any such relocation is not expected to have any material adverse effect on the overall financial
conditions and operations of our Group. Also, although the building ownership certificates have yet
been obtained for these buildings, based on the inspection reports prepared by the construction
company after the construction of the relevant buildings was concluded, we believe that the risk of
accidents resulting of the lack of the certificates is low as we believe such buildings are structurally
sound.

Our Controlling Shareholders have undertaken to indemnify us for all costs and losses suffered
by us as aresult of the lack of valid title certificates for the above buildings, including relocation costs
and expenses.

In addition, we have licensed a parcel of land to RJNEZ/EEEHLE/AE (Quanzhou Power Bureau
Qing Meng Power Supply Company) to construct and operate a transformer sub-station with a gross
area of 310 sq.m. According to a confirmation letter from RINFEZEEELLE /AR (Quanzhou Power
Bureau Qing Meng Power Supply Company), the transformer sub-station is not our Group’s property,
therefore, we are not required to apply for any building ownership certificates or other approvals with
respect to such transformer sub-station.

As at the Latest Practicable Date, we also lease an office premises in Hong Kong with a total
gross floor area of 170.6 sg.m.

Details of the properties are set out in the section headed “Group | — Property interests held and
occupied by our Group in the PRC” in Appendix IV to this document.

ENVIRONMENTAL MATTERS

We are subject to PRC environmental laws and regulations, which include
rhEE A R ESE fRFEE  (the Environmental Protection Law of the PRC), HidE AR KTG 451615
(Law of the PRC on the Prevention and Control of Water Pollution), H3E A RIHIBIRFIG GG EE (Law
of the PRC on the Prevention and Control of Atmospheric Pollution), H#E A RIAI BB g5 G107
(Law of the PRC on the Prevention and Control of Pollution From Environmental Noise) and
rhE A RS RS B ARG G% (Law of the PRC on the Prevention and Control of Environmental
Pollution by Solid Waste). These laws and regulations govern a broad range of environmental matters,
including air pollution, noise emissions and water and waste discharge.

Under the current PRC national and local environmental protection laws and regulations, any
enterprise which discharges wastewater, waste products and polluted air is required to seek approval
from the relevant environmental protection authorities as part of the approving process for setting up
such enterprise in the PRC. The relevant PRC laws and regulations also require any such enterprise
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to have wastewater, waste products and polluted air treatment facilities that meet the relevant
environmental standards and to have the pollutants treated before being discharged. In addition, the
current PRC national and local environmental protection laws and regulations impose fees for the
discharge of pollutants and fines for the discharge of pollutants which are insufficiently treated. The
relevant laws and regulations also empower relevant governmental authorities to close down any
enterprise that causes serious pollution.

According to these environmental laws and regulations, all business operations that may cause
environmental pollution and other public health hazards are required to incorporate environmental
protection measures into their plans and establish a reliable system for environmental protection.
These operations must adopt effective measures to prevent and control pollution levels and harm
caused to the environment in the form of waste gas, waste water, solid waste, dust, malodorous gas,
radioactive substances, noise, vibration and electromagnetic radiation generated in the course of
production, construction or other activities.

Companies are also required to carry out an environmental impact assessment before
commencing construction of production facilities, to install pollution treatment facilities which meet
the relevant environmental standards and to treat pollutants before discharge. During the Track Record
Period, Xtep (China), our PRC subsidiary, received an administrative penalty notice on 6 February
2007 from the Quanzhou Environmental Protection Bureau that ordered a certain production facility
to cease production immediately and to pay a fine of RMB50,000 because we had not reported the
expansion of such production facility before commencing production as a result of negligence. This
incident has been fully settled by Xtep (China) paying the said fine and reporting the expansion of
such production facility. Quanzhou Environmental Protection Bureau approved the expansion of such
production facility, which then commenced production on 18 April 2007. The aforesaid suspension
was only related to certain newly added production facilities, rather than our Group’s entire existing
production facilities at that time. Consequently, at no time during the aforesaid suspension period did
we suspend our normal production and as such no financial loss was suffered by our Group. Save as
disclosed above, we have fully complied with all relevant environmental laws and regulations during
the Track Record Period. We have carried out the relevant environment impact assessments before
commencing construction of our production facilities and have obtained all the required permits and
environmental approvals for our production facilities.

We were granted an environmental compliance certificate from the Quanzhou Environmental
Protection Bureau for complying with its environmental protection standards. Our PRC legal adviser,
Jingtian & Gongcheng, has confirmed that save as disclosed above, during the Track Record Period,
(i) we fully complied with the relevant environmental rules and regulations and have obtained all the
required permits and environmental approvals for our production facilities, (ii) no environmental
pollution incident was discovered, and (iii) no penalty of any kind was imposed on any member of our
Group.

As we do not produce material quantities of industrial waste in our production and our Directors
do not anticipate that our production would produce any material quantities of industrial waste in the
future, other than the expenses that will be incurred for compliance with the current environmental
laws and regulations, we have not allocated additional resources to new technology or to conducting
research and development to reduce our impact on the environment.
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Our Directors confirm that we comply with the relevant requirements under the PRC laws and
regulations for waste water treatment. We do not produce material waste during our production.
Currently, neither our customers nor we impose any environmental compliance requirements as
conditions for placing orders with us or with our contract manufacturers. See “Production
outsourcing” above.

Our Directors believe that our production process does not substantially create polluting
materials and that our operation is not subject to any future environmental risk. In order to ensure that
we comply with the relevant PRC environmental laws and regulations, we have appointed our legal
staff, Mr. Wang Jia Seng, to be the person-in-charge of our environmental protection team comprised
of 5 staff and be responsible for environmental compliance matters. He graduated from {fiiaIAE:
(Yang-En University) with a bachelor degree in law in July 2007. He joined our Group in March 2007
and has been the person-in-charge of our environmental protection team and responsible for the legal
matters of our Group. We will ensure compliance with applicable environmental laws and regulations
in the future by (i) empowering the environment protection team to oversee and ensure our compliance
with environmental protection policies, (ii) providing both regular trainings on annual basis and
special trainings upon the promulgation of new environmental laws and regulations to our
environmental protection team in respect of the latest PRC environmental laws and regulations, and
encouraging our team staff to attend the trainings organised by the local environmental protection
authorities, (iii) conducting on-site inspection every week, (iv) providing relevant training to our staff
(including but not limited to providing training to our Directors in respect of the compliance with PRC
environmental laws and regulations), (v) immediately reporting to our Directors any incident or
non-compliance with the relevant PRC environmental laws and regulations, and (vi) immediately
reporting to and coordinating with competent authorities in the case any incident or non-compliance
ari ses.

INSURANCE

Our insurance coverage includes employee social insurance and property insurance (which
includes loss and theft of, and damage to property such as our fixed assets and inventories in all our
warehouses and factories). Our Directors confirm that our insurance coverage is in line with the
general practice in the industry and is adequate for our operations. As at the Latest Practicable Date,
we had not made nor been the subject of any material insurance claims. We have made contributions
in relation to the retirement of our employees in accordance with applicable laws and regulations in
the PRC which requires contribution by both our employees and us at a fixed percentage of the salaries
of our employees.

We are not required under PRC law to maintain, and we do not maintain, general product liability
insurance for any of our products. During the Track Record Period, we did not receive any material
claim from customers and/or consumers relating to any liability arising or relating to the use of our
products.
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BUSINESS

LEGAL COMPLIANCE AND PROCEEDINGS

As at the Latest Practicable Date, we were not engaged in any litigation, arbitration or claim of
material importance, and no litigation, arbitration or claim is known to our Directors to be pending
or threatened by or against us, that would have a material adverse effect on our operation results or
financial condition.

Save as disclosed in the paragraphs headed “We are exposed to environmental liability. Changes
in existing laws and regulations or additional or stricter laws and regulations on environmental
protection in China may cause us to incur additional capital expenditure” and “Our owned properties
in the PRC may be subject to legal irregularities” under the section headed “Risk Factors — Risks
Relating to Our Group’s Business” and the paragraphs headed “Properties” and “Environmental
Matters” under the section headed “Business” in the document, our PRC legal adviser, Jingtian &
Gongcheng, has confirmed that we have complied with the relevant laws and regulations in all
material aspects, including laws and regulations relating to environmental protection, safety, labour
and social security, and have obtained all licences, approvals and permits from appropriate regulatory
authorities for our business operations in the PRC. As confirmed by our PRC legal adviser, Jingtian
& Gongcheng, no business licences and approvals from the Ministry of Commerce are required for the
two retail outlets operated by us.

EXEMPTED CONTINUING CONNECTED TRANSACTION

Certain member of our Group have entered into a transaction with parties who are Connected
Persons of our Company and the transaction will continue after the Listing, thereby constituting an
exempted continuing connected transaction of our Company under the Listing Rules. A summary of
this exempted continuing connected transaction is set out below:

Applicable
Type of Transaction Term Listing Rule Waiver Sought

1. License of trademarks from 7 May 2008 Rule 14A.33(3) None (De minimis
and patents by Mr. Ding until the completion transaction)
and Ms. Ding Ming Fang of the transfer of
trademarks and
patents to our Group

Connected Persons

The relevant Connected Persons, with whom certain member of our Group have entered into the
exempted continuing connected transaction, are as follows:

(@ Mr. Ding: Mr. Ding is our executive Director and is therefore a Connected Person under
Rule 14A.11 of the Listing Rules.

(b) Ms. Ding Ming Fang: Ms. Ding Ming Fang is an associate of Mr. Ding, who is our executive
Director, and is therefore a Connected Person under Rule 14A.11 of the Listing Rules.
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Exempted Continuing Connected Transaction

The following connected transaction will constitute an exempted continuing connected
transaction for our Group under Rule 14A.33(3) of the Listing Rules and accordingly, will be
exempted from the reporting, announcement and independent shareholders approval requirements
stipulated under the Listing Rules. The transaction is undertaken on an arms-length basis and on
normal commercial terms or terms more favourable to our Group and the percentage ratio (other than
the profit ratio) of the transaction on an annual basis is less than 0.1% or if more than 0.1% is less
than 2.5% and the annual consideration is less than HK$1.0 million.

1. License of trademarks and patents by Mr. Ding and Ms. Ding Ming Fang

As part of the Corporate Reorganisation, Mr. Ding and Ms. Ding Ming Fang agreed to transfer
all of their trademarks and patents (whether registered in the PRC or overseas) relating to the
sportswear products to our Group. As at the Latest Practicable Date, the transfers of these trademarks
and patents were in progress but are not expected to be completed on or before the completion of the
Global Offering and as a transitional arrangement, Mr. Ding and Ms. Ding Ming Fang have granted
an irrevocable license to us to use such trademarks and patents. Please refer to the paragraph headed
“Intellectual Property Rights of our Group” in the section headed “ Statutory and General |nformation”
in Appendix VI to this document for details of these trademarks and patents.

On 7 May 2008, Mr. Ding, Ms. Ding Ming Fang and our Company entered into a trademark and
patent license agreement pursuant to which Mr. Ding and Ms. Ding Ming Fang agreed to grant an
irrevocable license to our Company and its subsidiaries to use all of their trademarks and patents
(whether registered in the PRC or overseas) relating to the sportswear products at nil consideration
from 7 May 2008 until the date of completion of the transfer of these trademarks and patents to our
Group. The license was granted at nil consideration because the costs of registering the relevant
trademarks and patents and the promotion of the Xtep and Koling brands had been paid by us.

Our Directors, including the independent non-executive Directors, consider that the above
mentioned trademark license agreement is on normal commercial terms and in the interests of our
shareholders as a whole.
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RELATIONSHIP WITH CONTROLLING SHAREHOLDERS

CONTROLLING SHAREHOLDERS

Save and except for their respective interests in Group Success, Henley Hope, our Company and
its subsidiaries, none of the Controlling Shareholders nor any of their respective associate had
interests in any other companies as at the Latest Practicable Date which include any other companies
that (i) held interestsin our business during the Track Record Period and ceased to hold such interests
after the Corporate Reorganisation; or (ii) may, directly or indirectly, compete with our Group’s
business.

NON-COMPETE UNDERTAKING

Each of the Controlling Shareholders has entered into the Deed of Non-compete in favour of our
Company, pursuant to which each of the Controlling Shareholders has undertaken to our Company (for
itself and for the benefit of its subsidiaries) that it or he or she would not, and would procure that its
or his or her associates (except any members of our Group) would not, during the restricted period set
out below, directly or indirectly, either on its or his or her own account or in conjunction with or on
behalf of any person, firm or company, among other things, carry on, participate or be interested or
engaged in or acquire or hold (in each case whether as a shareholder, partner, agent, employee or
otherwise) any business which is or may be in competition with the business of any member of our
Group from time to time (the “Restricted Business”).

Such non-compete undertaking does not apply to:

(a) any interests in the shares of any member of our Group; or

(b) interests in the shares of a company other than our Group which shares are listed on a
recognised stock exchange provided that:

(i) any Restricted Business conducted or engaged in by such company (and assets relating
thereto) accounts for less than 10% of that company’s consolidated turnover or
consolidated assets, as shown in that company’s latest audited accounts; or

(ii) the total number of the shares held by the Controlling Shareholders and/or their
respective associates in aggregate does not exceed 5% of the issued shares of that
class of the company in question and such Controlling Shareholders and/or their
respective associates are not entitled to appoint a majority of the directors of that
company and at any time there should exist at least another shareholder of that
company whose shareholdings in that company should be more than the total number
of shares held by the Controlling Shareholders and their respective associates in
aggregate; or

(iti) the Controlling Shareholders and/or their respective associates do not have the control
over the board of such company.
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The “restricted period” stated in the Deed of Non-compete refers to the period during which (i)
the Shares of our Company remain listed on the Stock Exchange; and (ii) in relation to each
Controlling Shareholders, it or he or she or its or his or her associate holds an equity interest in our
Company and (iii) the relevant Controlling Shareholders and/or their respective associates jointly or
severally are entitled to exercise or control the exercise of not less than 30% in aggregate of the voting
power at general meetings of our Company.

DIRECTORS

Each of the Directors confirms that he or she does not have any competing business with our
Group. Moreover, pursuant to their service agreements, executive Directors shall not at any time
during his or her term of service with our Group without the prior written consent of the Board be or
become a director of any company (other than our Company or any other member of our Group) or
be engaged concerned or interested directly or indirectly in any other business, trade or occupation.

CORPORATE GOVERNANCE MEASURES

Our Company will adopt the following measures to manage the conflict of interests arising from
the competing business and to safeguard the interests of the Shareholders:

(i) the independent non-executive Directors will review, on an annual basis, the compliance
with the non-compete undertaking by the Controlling Shareholders under the Deed of
Non-compete;

(i) the Controlling Shareholders undertake to provide all information requested by our
Company which is necessary for the annual review by the independent non-executive
Directors and the enforcement of the Deed of Non-compete;

(ifii) our Company will disclose decisions on matters reviewed by the independent non-executive
Directors relating to compliance and enforcement of the non-compete undertaking of the
Controlling Shareholders under the Deed of Non-compete in the annual reports of our
Company; and

(iv) the Controlling Shareholders will make an annual declaration on compliance with their
undertaking under the Deed of Non-compete in the annual report of our Company.

INDEPENDENCE FROM OUR CONTROLLING SHAREHOLDERS

Having considered the matters set described above and the following factors, we believe that our
Group is capable of carrying on its business independently of our Controlling Shareholders and their
respective associates after the Global Offering:
Management Independence

Our Board comprises five executive Directors, one non-executive Director and three independent

non-executive Directors. Two directorships of our executive Directors are held by Mr. Ding and Ms.
Ding Mei Qing, our Controlling Shareholders.
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RELATIONSHIP WITH CONTROLLING SHAREHOLDERS

Save as disclosed above, no other Controlling Shareholder holds any directorship in our
Company.

Each of our Directorsis aware of his or her fiduciary duties as a Director of our Company which
require, among other things, that he or she acts for the benefit and in the best interests of our Company
and does not allow any conflict between his or her duties as a Director and his or her personal interest.
In the event that there is a potential conflict of interest arising out of any transaction to be entered
into between our Group and our Directors or their respective associates, the interested Director(s)
shall abstain from voting at the relevant board meetings of our Company in respect of such
transactions and shall not be counted in the quorum. In addition, we have an independent senior
management team to carry out the business decisions of our Group independently.

Having considered the above factors, our Directors are satisfied that they are able to perform
their roles in our Company independently, and our Directors are of the view that we are capable of
managing our business independently from the Controlling Shareholders after the Global Offering.

Operational Independence

We have established our own set of organisational structure made up of individual departments,
each with specific areas of responsibilities. Our Group has independent access to sources of supplies
or raw materials for production as well as customers. We have also established a set of internal
controls to facilitate the effective operation of our business.

As part of the Corporate Reorganisation, Mr. Ding and Ms. Ding Ming Fang transferred all
trademarks and patents registered in their respective names or for which they were applying for
registration relating to our business to us at nil consideration. Because the administrative procedures
for the transfer of all trademarks related to our business from Mr. Ding and Ms. Ding Ming Fang to
us were not expected to be completed prior to the Listing, Mr. Ding and Ms. Ding Ming Fang granted
us an irrevocable license to use all trademarks and patents registered in their respective names at nil
consideration pending completion of the administrative procedures for the transfers. Please refer to the
paragraph headed “ Exempted Continuing Connected Transaction” under the section headed “ Business”
of this document for details of the license. Since the license is irrevocable and is only an interim
measure pending completion of the relevant transfers to us, our Directors consider that our operations
do not rely on Mr. Ding or Ms. Ding Ming Fang for the rights to use such trademarks and patents.

Financial Independence

Our Group has an independent financial system and makes financial decisions according to our
Group’ s own business needs. Our Directors confirm that as at the Latest Practicable Date, guarantees
provided by our Controlling Shareholders to our Group have been released in full. Our Group
confirmed that the amount due to a director as stated in Note 26 of the accountants’ report set out in
Appendix | to this document will be fully repaid to the director before the Listing. Therefore, there
is no financial dependence on our Controlling Shareholders.
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DIRECTORS

Executive Directors

Mr. Ding Shui Po ( T7ki%), aged 37, is the founder of our Group. He is also the Chairman and
chief executive officer of our Company. Mr. Ding has over 20 years of experience in the sportswear
industry and is primarily responsible for the overall corporate strategies, planning and business
development of our Group. Prior to his establishment of Sanxing Sports in 1999, Mr. Ding was an
entrepreneur in the sportswear industry in the PRC. He has been the chairman of the Board of
Directors of Sanxing Sports since it was established in 1999. From 1999 to 2007, he was appointed
as the chairman of the Board of Directors of Xtep Jinjiang, Koling (Fujian) and Xtep (China),
respectively. He was also appointed as presidents of Xtep (China) and Koling (Fujian) since their
establishments in 2002 and 2007, respectively and was responsible for the overall corporate strategies,
planning and business development of the two companies. Mr. Ding is currently a member of
g A RBUG R e Eimda RN S HEZE®Z A (The 10th Quanzhou City Fujian Provincial Committee
of the Chinese People’s Political Consultative Conference) and RINmifEp&sE gl HEEE (the
chairman of the 3rd Executive Committee Quanzhou Footwear Chamber). He was named as the title
of one of FMNHEHEFFEMHES (The Outstanding Young Entrepreneurs in Quanzhou).

Since Mr. Ding founded our Group in 1999, he has adopted and implemented a number of
strategic plans to expand and promote the business of our Group. We believe we have achieved our
leading market position due to in part his high-level strategic planning and management. Mr. Ding
participated in entrepreneurship programmes offered by Jtmk# (Peking University) and i5#A5
(Tsinghua University) in 2004 and 2006, respectively. These programmes were two-week training
programmes jointly organised by our Company and Jtnik# (Peking University) and A
(Tsinghua University), respectively. The programmes provided trainings in areas such as managerial
and marketing skills. He is currently enrolled in an EMBA programme offered by EFiA% (Xiamen
University). Mr. Ding is the son of Mr. Ding Jin Chao (one of our Controlling Shareholders with no
management role in our Group), the husband of Ms. Ding Ming Fang (a vice president and head of
accounting and financial department of Xtep (China)), a brother of Ms. Ding Mei Qing and Mr. Ding
Ming Zhong, and a brother-in-law of Mr. Lin Zhang Li. Ms. Ding Ming Fang resigned as the director
of Xtep (China) on 15 August 2007 to focus on the financial management aspects of Xtep (China).

Ms. Ding Mei Qing (T2£i% ), aged 35, is our executive Director and a vice president of our
Company. Ms. Ding has over 10 years of experience in the sportswear industry and is primarily
responsible for the management of footwear operation of our Group. She is also responsible for the
design and technology development of our Group and has led our design team to create a number of
special collections of footwear under our Xtep brand that successfully appeal to the trendy and
youthful mass market segment. She joined our Group as a deputy general manager of Sanxing Sports
on 3 February 1999 when our Group was founded. She was appointed as a Director and a vice
president of Xtep (China) in 2002. Prior to joining our Group, she was an entrepreneur in the
sportswear industry in the PRC. Ms. Ding participated in an entrepreneurship programme offered by
H#ARE (Tsinghua University) in 2006. Ms. Ding is the daughter of Mr. Ding Jin Chao, the sister of
Mr. Ding and Mr. Ding Ming Zhong, the wife of Mr. Lin Zhang Li and a sister-in-law of Ms. Ding
Ming Fang.
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Mr. Lin Zhang Li (###]), aged 36, is our executive Director and a vice president of our
Company. Mr. Lin has over 10 years of experience in the sportswear industry and is primarily
responsible for the management of apparel business of our Group. He joined our Group as a director
and a vice president of Sanxing Sports on 3 February 1999 when our Group was founded. He was
appointed as a vice president of Xtep (China) in 2002. He resigned as the directors of Koling (Fujian)
and Sanxing Sports on 30 November 2007 to focus on the operation of apparel business of our Group.
Prior to joining our Group, he was an entrepreneur in the sportswear retail industry in the PRC. Mr.
Lin participated in an entrepreneurship programme offered by ###K% (Tsinghua University) in 2006.
Mr. Lin isthe husband of Ms. Ding Mei Qing, a son-in-law of Mr. Ding Jin Chao, and a brother-in-law
of Mr. Ding Shui Po, Ms. Ding Ming Fang and Mr. Ding Ming Zhong.

Mr. Ding Ming Zhong ( THI®&), aged 31, is our executive Director and a vice president of our
Company. Mr. Ding Ming Zhong has over 10 years of experience in the sportswear industry and is
primarily responsible for the management of accessories business of our Group. He joined our Group
as a deputy general manager of Sanxing Sports on 3 February 1999 when our Group was founded. He
was appointed as a Director and a vice president of Xtep (China) in 2002. He resigned as the director
of Xtep (China) on 30 November 2007 to focus on the operation of accessories business of our Group.
Prior to joining our Group, he worked as an entrepreneur in the sportswear industry in the PRC. Mr.
Ding Ming Zhong participated in entrepreneurship programmes offered by Jtx A%  (Peking
University) and {##iK% (Tsinghua University) in 2004 and 2006, respectively. Mr. Ding Ming Zhong
is a son of Mr. Ding Jin Chao, a brother of Mr. Ding Shui Po and Ms. Ding Mei Qing, and a
brother-in-law of Ms. Ding Ming Fang and Mr. Lin Zhang Li.

Mr. Ye Qi (Z7%), aged 50, is our executive Director and a vice president of Xtep (China). Mr.
Ye has over 16 years of experience in sales and marketing and is primarily responsible for the overall
sales and marketing business of our Group. He also assist our chairman with the overall corporate
strategies planning and business development of our Group. He joined our Group as a vice president
of Xtep (China) on 12 July 2004. Prior to joining our Group, he worked for a number of leading
domestic sportswear companies. Mr. Ye graduated from PiFg A% (South West University) with a
bachelor’s degree in chemical science in January 1982. He obtained a master’s degree in philosophical
science from #Eff#IAZE (East China Normal University) in July 1988 and a master’s degree in
business administration from FHEXERE T4k (China Europe International Business School) in 2003.

Non-executive Directors

Mr. Xiao Feng (H# ), aged 35, was appointed as a non-executive Director of our Company on
24 January 2008. He joined our Company in September 2007. Mr. Xiao is a director of Carlyle focused
on growth capital investments in China. Prior to joining Carlyle, Mr. Xiao was a Vice President at
China International Capital Corporation, a leading investment bank in China, where he had been
deeply involved in the restructuring and listing of a number of leading Chinese companies. Mr. Xiao
received his MBA from HEREFE TSRS (China Europe International Business School). He holds a
B.E. in computer science and a B.A. in English from iF#E A% (Tsinghua University). He also holds
a Lawyer’s Qualification Certificate in China since June 1997.

— 138 —



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

DIRECTORS, SENIOR MANAGEMENT AND EMPLOYEES

Independent non-executive Directors

Mr. Sin Ka Man (#%## ), aged 40, was appointed as our independent non-executive Director on
24 January 2008. Mr. Sin has over 16 years of professional experience in auditing, accounting and
financial management for both private and listed corporations. He is an associate member of the
HKICPA, a fellow member of the Association of Chartered Certified Accountants and a CPA of the
CPA Australia. Mr. Sin is currently a vice-president who is responsible for the accounting and
financial management of China Agri-Products Exchange Limited, a company listed on the Main Board
of the Stock Exchange. Mr. Sin holds a bachelor degree in Social Sciences from the University of
Hong Kong, a master degree in Finance from the University of Strathclyde, the United Kingdom and
a master degree in accounting from Curtin University of Technology, Australia.

Mr. Sin is an independent non-executive director of LeRoi Holdings Limited, Chinese People
Holdings Company Limited (both companies are listed on the main board of the Stock Exchange) and
Sino Haijing Holdings Limited (a company listed on the Growth Enterprise Market (“GEM Board”)
of the Stock Exchange). Mr. Sin was previously an independent non-executive director of Shine
Software (Holdings) Limited (a company listed on the GEM Board).

Mr. Sin was a director of Smart-player.com Limited, a private company incorporated in Hong
Kong providing internet services until his resignation on 31 August 2002. Mr. Sin played a role of
financial controller of Smart-player.com Limited in charge of day-to-day accounting without
substantive decision-making. On 2 April 2003, a winding-up petition was filed against
Smart-player.com Limited and Smart-player.com Limited was resolved to wind up on 28 May 2003
under the High Court Winding Up Order #380 (2003). To the best knowledge of Mr. Sin and based on
the public record available with regard to the winding-up petition of Smart-player.com Limited, it was
a compulsory winding-up petition filed by the creditor of Smart-player.com Limited for its failure to
settle the indebtedness owed by Smart-player.com Limited to its creditor. Mr. Sin confirmed that he
was not involved in or related to the winding-up petition of Smart-player.com Limited. No evidence
has been brought to the attention of our Directors that the integrity and competence of Mr. Sin as the
director of our Company has ever been questioned. Our Directors believe that Mr. Sin is appropriate
to serve as an independent non-executive Director of our Company under Rules 3.08 and 3.09 of the
Listing Rules and our Company will benefit from his professional and directorship experience for a
number of both public and private companies.

Mr. Xu Peng Xiang (#lE# ), aged 60, was appointed as our independent non-executive Director
on 24 January 2008. He joined our Company in January 2008. Mr. Xu is an economist and has over
10 years of industry experience in footwear and apparel industries. He has been the Standing Vice
Chairman of HNiiifér%® (Quanzhou General Chambers of Commerce) since 1997 and is responsible
for, among others, footwear and apparel industries. He was the Head of RJNfi##EZzEa® (Enterprise
Department at the Quanzhou Economy Committee) from 1991 to 1996, responsible for enterprise
re-structuring, capital re-structuring and state-owned enterprises pre-listing matters. He was also
responsible for financial and statistical planning in Quanzhou Economy Committee. Mr. Xu graduated
from Fuzhou University.
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Dr. Gao Xian Feng (=%l ), aged 45, was appointed as our independent non-executive Director
on 24 January 2008. He joined our Company in January 2008. Dr. Gao is currently the executive
officer of JERIRSAAREHHIFEH.L (Human Resources Management Research Centre at the Peking
University), specialising in economics, enterprise management, human resources management,
leadership and politics. He also serves as a part-time researcher of JLITAEBGATE R BUFEERTSEAHT
(Political Development and Government Management Research Centre of Peking University), a
Deputy Head of dtniRZEuassREBIGFEIMIAEERaEEIF.L  (Consulting and Training Centre of
Political Development and Governmental Management Institute of Peking University) and a visiting
professor of entrepreneurship programmes at JtnikE:  (Peking University), &#EAE (Tsinghua
University), HRER:  (Party School of the Central Committee of Communist Party of China) and
HHEKE: (Fudan University). Dr. Gao previously serves as an associate professor, a lecturer and a
teaching assistant at IIE#HEEE (Shandong Economic University). Dr. Gao holds a bachelor degree
in enterprise management from [HIE#&EERE (Shandong Economic University) and a doctor of law
degree from the Jt5tKE: (Peking University).

SENIOR MANAGEMENT

Mr. Ho Yui Pok, Eleutherius (% ), aged 42, is the chief financial officer, investor relations
officer and authorised representative of our Company. He is also the company secretary and qualified
accountant of our Company. He has over 18 years of experience in finance and accounting and is
primarily responsible for our overall financial and accounting affairs and investor relations. Mr. Ho
graduated from University of Kent at Canterbury, England with a bachelor’s degree in accounting in
1987 and a master’s degree in management science in 1989. He joined our Group on 1 September
2007. Prior to joining our Group, he was a chief financial officer, company secretary and authorised
representative of GST Holdings Limited from April 2005 to August 2007 and was a financial controller
of EC-Founder (Holdings) Co., Ltd. from 2000 to March 2005, both of which are companies listed on
the Main Board of the Stock Exchange. In addition, he worked for an international accounting firm
as a manager from 1994 to 1996. Mr. Ho was an associate member of both the institute of Chartered
Accountants in England and Wales and the HKICPA.

Mr. Wang Jia Ye (£%3 ), aged 32, is a vice president of Xtep (China). He has over 10 years
of experience in the apparel industry and is primarily responsible for design, research and
development and manufacturing of apparel products in our Group. He joined our Group as a general
director of apparel business centre in 2004 and was promoted to be a vice president of Xtep (China)
in January 2008. Prior to joining our Group, Mr. Wang worked for a domestic apparel company
BEINER ST s AIRA R (Guangzhou Menten Sports Co., Ltd.). He graduated from Kif:T3EAE:
(Tianjin Polytechnic University), previously known as KiE#i#% TE£¢ (Tianjin Textile Industry
College) with a bachelor’s degree in apparel in 1996.

Mr. Chen Jian Jun (Bt ), aged 44, is the financial controller of Xtep (China). He has over
24 years of experience in financial, operations, business management and enterprise listing and is
primarily responsible for the financial management and capital planning of Xtep (China). He joined
our Group on 1 January 2008. Prior to joining our Group, he was the financial controller of Centron
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Telecom International Holding Limited from 2003 to 2007, a company listed on the Main Board of the
Stock Exchange. He has completed the courses of master of business administration conducted by
Hong Kong International Business College from February 2006 to July 2007. He holds a China
Certified Public Accountant certificate.

Mr. Wu Lian Yin (%# ), aged 33, is avice president of Xtep (China). He has over eight years
of experience in providing consulting services to enterprises of information technology management
and is primarily responsible for building up and managing our overall enterprise information
resources. He joined our Group as a vice president of Xtep (China) on 7 May 2007. Prior to joining
our Group, he worked for a consulting group as a senior manager from 2003 to 2007 with participation
in several projects to provide consulting and training services to a number of PRC companies
involving information technology management. He worked for FiEF&EESRAFEHERAR (HAND
Enterprise Solutions Company Ltd.) as an Oracle CRM senior consultant from 2001 to 2003. Mr. Wu
won FEHEAHLE (an Outstanding Management Consulting Award) in 2007. Mr. Wu graduated from
PELASEAZ (Xi'an Jiaotong University) with a bachelor’s degree in engineering in 1996 and a
doctor’s degree in engineering in 2001.

Mr. Liu Qing Xian (21t ), aged 40, is a vice president of our Xtep (China). Mr. Liu has over
17 years of experience in human resources management and is primarily responsible for the overall
human resources management of our Group. He joined our Group as a vice president of Xtep (China)
on 23 March 2005. Prior to joining our Group, he worked for an arts and crafts company as a general
manager. Mr. Liu is currently a director of TREAEFEEHEKE (the Young Entrepreneurs Association
of Fujian Province), a standing director of RINMiHFFEBIEREE (the Young Politician Association of
Quanzhou City) and JNHi#HEHrEE (the Youth Chamber of Commerce of Quanzhou City), respectively.
Mr. Liu graduated from E#EIMEHE F A (Capital University of Economics and Business) with a
bachelor’'s degree in international trade. He also obtained a master’s degree in human resources
management from Jb5iKE: (Peking University) in January 2006. He participated in an
entrepreneurship programme offered by i&E# A2 (Tsinghua University) in 2006.

Mr. Huang Hai Qing (¥i#% ), aged 49, is avice president of Xtep (China). He has over 18 years
of experience in administrative management and is primarily responsible for our overall
administrative management. He joined our Group as a vice president of Sanxing Sports on 3 February
1999 when our Group was founded. Prior to joining our Group, he was a teacher of a middle school.
He was appointed as a vice president of Xtep (China) in 2002.

COMPANY SECRETARY AND QUALIFIED ACCOUNTANT
Mr. Ho Yui Pok, Eleutherius (fir#i# ), aged 42, is the company secretary and qualified
accountant as well as the chief financial officer, investor relations officer and authorised

representative of our Company. His biographical details are set out above under the paragraph headed
“Senior Management”.
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MANAGEMENT PRESENCE IN HONG KONG

Rule 8.12 of the Listing Rules requires that a new applicant applying for a primary listing on the
Stock Exchange must have a sufficient management presence in Hong Kong. This normally means that
at least two of its executive directors must be ordinarily resident in Hong Kong. Since the principal
business operations and production facilities of our Group are located in China, members of our senior
management are and will therefore be expected to continue to be based in China. At present, Mr. Ho
Yui Pok, Eleutherius, the company secretary and qualified accountant of our Company, is ordinarily
resident in Hong Kong but none of the executive Directors are ordinarily resident in Hong Kong or
based in Hong Kong. Our Company has applied to the Stock Exchange for a waiver from the strict
compliance with the requirement under Rule 8.12. For details of the waiver, please see the paragraph
headed “Management Presence” under the section headed “Waiver from compliance with the Listing
Rules” in this document.

OUR GROUP'S RELATIONSHIP WITH EMPLOYEES

We recognise the importance of a good relationship with our employees. The remuneration
payable to our employees includes salaries and allowances. We continue to provide training to our
staff to enhance technical and product knowledge as well as knowledge of industry quality standards
and work place safety standards.

Our Group offers our staff competitive remuneration packages. Our Group’s remuneration
policies are formulated based on the performance of individual employees and are reviewed regularly.
Subject to our Group’s profitability, our Group may also provide a discretionary bonus to our
employees as an incentive for their contribution to our Group. The primary goal of the remuneration
policy with regard to the remuneration packages of our Group’s executive Directors is to enable our
Group to retain and motivate executive Directors by linking their compensation with performance as
measured against corporate objectives achieved. The principal elements of our Group’s executive
Directors remuneration packages include basic salaries, discretionary bonuses and housing benefits.

Under the arrangements currently in force, we estimate that the aggregate remuneration payable
to, and benefits in kind receivable by, Directors (excluding discretionary bonus and share-based
payment compensation granted under the Pre-IPO Share Option Scheme) for the year ended 31
December 2008 will be approximately RMB3,480,000.

We have not experienced any significant problems with our employees or disruption to our
operations due to labour disputes, nor have we experienced any difficulties in the recruitment and
retention of experienced staff. Our Directors believe that we have a good working relationship with
our employees.

BOARD COMMITTEES

Audit Committee

Our Company established an audit committee pursuant to a resolution of our Directors passed on
7 May 2008 in compliance with Rule 3.21 of the Listing Rules. The primary duties of the audit
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committee are mainly to make recommendation to the Board on the appointment and removal of
external auditor; review the financial statements and material advice in respect of financial reporting;
oversight of internal control procedures of our Company. At present, the audit committee of our
Company consists of three members who are Mr. Sin Ka Man, Mr. Xu Peng Xiang and Dr. Gao Xian
Feng. Mr. Sin Ka Man is the chairman of the audit committee.

Remuneration Committee

Our Company established a remuneration committee on 7 May 2008 with written terms of
reference. The primary duties of the remuneration committee to make recommendation to the Board
on the overall remuneration policy and structure relating to all Directors and senior management of
our Group; review performance based remuneration; ensure none of our Directors determine their own
remuneration. The remuneration committee consists of three members, namely Mr. Xu Peng Xiang, Dr.
Gao Xian Feng and Ms. Ding Mei Qing. Mr. Xu Peng Xiang is the chairman of the remuneration
committee.

Nomination committee

We established a nomination committee on 7 May 2008. The nomination committee consists of
three members, comprising Mr. Ding, Mr. Xu Peng Xiang and Dr. Gao Xian Feng. The chairman of
the nomination committee is Mr. Ding. The primary functions of the nomination committee are to
make recommendations to the Board regarding candidates to fill vacancies on the Board.

COMPLIANCE ADVISER

Our Company will appoint Shenyin Wanguo Capital (H.K.) Limited as its compliance adviser
pursuant to Rule 3A.19 of the Listing Rules. Pursuant to Rule 3A.23 of the Listing Rules, the
compliance adviser will advise our Company on the following matters:

(i) the publication of any regulatory announcement, circular or financial report;

(i) where atransaction, which might be a notifiable or connected transaction, is contemplated
including share issues and share repurchases;

(iii) where our Company proposes to use the proceeds of the Global Offering in a manner
different from that detailed in this document or where its business activities, developments
or results deviate from any forecast, estimate, or other information in this document; and

(iv) where the Stock Exchange makes an inquiry of our Company regarding unusual movements
in the price or trading volume of the Shares of our Company.

The term of the appointment shall commence on the Listing Date and end on the date on which
our Company distributes its annual report in respect of its financial results for the first full financial
year commencing after the Listing Date and such appointment may be subject to extension by mutual
agreement.
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The authorised and issued share capital of our Company is as follows:

Authorised share capital: HK$
99,989,205,618  Shares® 999,892,056.2
10,794,382  Series A Preferred Shares® 107,943.8

1,000,000,000.0

Ranking

The Offer Shares are ordinary shares in the share capital of our Company and will rank equally
in all respects with all Shares in issue or to be issued as set out in the above table, and will qualify
and rank in full for all dividends or other distributions declared, made or paid after the date of this
document, save for the entitlement under the Capitalisation Issue.

The Pre-IPO Share Option Scheme and the Share Option Scheme

We have conditionally adopted the Pre-1PO Share Option Scheme and the Share Option Scheme.
Under the Pre-IPO Share Option Scheme, certain persons were conditionally granted options
immediately prior to the Listing Date to subscribe to Shares. The principal terms of the Pre-1PO Share
Option Scheme and the Share Option Scheme are summarised in the sections headed “Pre-IPO Share
Option Scheme” and “Share Option Scheme” respectively in Appendix VI to this document.

General mandate to issue Shares

Our Directors have been granted a general unconditional mandate to allot, issue and deal with
Shares with an aggregate nominal value of not more than the sum of:

(i) 20% of the aggregate nominal value of the share capital of our Company in issue
immediately following completion of the Global Offering and the Capitalisation Issue
(excluding any Shares which may fall to be issued pursuant to the Over-allotment Option);
and

(i1) the aggregate nominal value of share capital of our Company repurchased by our Company
(if any) under the general mandate to repurchase Shares referred to below.

This mandate will expire at the earliest of:

(i) the conclusion of our Company’s next annual general meeting; or

(if) the expiration of the period within which our Company is required by law or the Articles
of Association to hold its next annual general meeting; or
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(iti) when varied, revoked or renewed by an ordinary resolution of our Company’s shareholders
in a general meeting.

For further details of this general mandate, see the paragraph headed “Written resolutions of our
Shareholders and holders of Series A Preferred Shares passed on 7 May 2008 in Appendix VI to this
document.

General mandate to repurchase Shares

Our Directors have been granted a general unconditional mandate to exercise all the powers of
our Company to repurchase Shares with a total nominal value of not more than 10% of the aggregate
nominal amount of the share capital of our Company in issue or to be issued immediately following
completion of the Global Offering and the Capitalisation Issue (excluding any Shares which may fall
to be issued upon the exercise of the Over-allotment Option).

This mandate only relates to repurchases made on the Stock Exchange, or any other approved
stock exchange(s) on which the Shares are listed (and which is recognised by the SFC and the Stock
Exchange for this purpose), and which are made in accordance with all applicable laws and/or
requirements of the Listing Rules. A summary of the relevant Listing Rules is set out in the paragraph
headed “Repurchase of our own shares” in Appendix VI to this document.

This mandate will expire at the earliest of:

(i) the conclusion of our Company’s next annual general meeting; or

(i1) the expiration of the period within which our Company is required by law or Articles of
Association to hold its next annual general meeting; or

(ifi) when varied, revoked or renewed by an ordinary resolution of our Company’s shareholders
in a general meeting.

For further details of this repurchase mandate, see the paragraph headed “Written resolutions of
our Shareholders and holders of Series A Preferred Shares passed on 7 May 2008” in Appendix VI to
this document.
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SUBSTANTIAL SHAREHOLDERS

Each of the following personswill, immediately following completion of the Global Offering and
the Capitalisation Issue (without taking into account the Shares which may be issued upon the exercise
of the Over-allotment Option or Shares which may be issued pursuant to the exercise of any options
granted under the Pre-IPO Share Option Scheme or which may be granted under the Share Option
Scheme), have an interest or short position in Shares or underlying Shares which would be required
to be disclosed to our Company and the Stock Exchange under the provisions of Divisions 2 and 3 of
Part XV of the SFO, or, directly or indirectly, be interested in 10% or more of the nominal value of
any class of share capital carrying rightsto vote in all circumstances at general meetings of any other
member of our Group:

Approximate

percentage of

Name Capacity / Nature of interest Number of Shares shareholding
Group Success ......... Beneficial owner [®] [®]
Mr. Ding @ ... ... ..., Interest in a controlled corporation [o] [®]
Ms. Ding Mei Qing ® ... Interest in a controlled corporation [e] [o]
Note:

(1) Mr. Ding is deemed to be interested in the Shares held by Group Success by virtue of Group Success being controlled
by Mr. Ding. Ms. Ding Ming Fang, the wife of Mr. Ding, is deemed to be interested in her husband’s interests in Group
Success.

(2) Ms. Ding Mei Qing is deemed to be interested in the Shares held by Group Success by virtue of Group Success being
controlled by Ms. Ding Mei Qing. Mr. Lin Zhang Li, the husband of Ms. Ding Mei Qing and the executive Director, is

deemed to be interested in his wife's interests in Group Success.

Save as disclosed herein, the Directors are not aware of any person who will, immediately
following the Global Offering and the Capitalisation Issue, have an interest or short position in Shares
or underlying Shares which would be required to be disclosed to our Company and the Stock Exchange
under the provisions of Divisions 2 and 3 of Part XV of the SFO, or, directly or indirectly, be
interested in 10% or more of the nominal value of any class of share capital carrying rights to vote
in all circumstances at general meetings of our Company.
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You should read the following discussion and analysis of our Group’s financial condition and
results of operations together with the consolidated financial information of our Group as at and
for the years ended 31 December 2005, 2006 and 2007 and the balance sheet of our Company as
at 31 December 2007 and the accompanying notes included in the accountants’ report set out in
Appendix | to this document. The accountants’ report has been prepared in accordance with
HKFRS. Potential investors should read the whole of the accountants’ report set out in Appendix
| to this document and not rely merely on the information contained in this section. The following
discussion and analysis contains forward-looking statements that involve risks and uncertainties.
For additional information regarding these risks and uncertainties, please refer to the section
headed “Risk Factors” in this document.

OVERVIEW

We are the leading domestic fashion sportswear enterprise in the PRC, and our Xtep brand is the
largest domestic fashion sportswear brand in terms of revenue for 2007, according to Euromonitor
International. We are primarily engaged in the design, development, manufacture and marketing of
sportswear, including footwear, apparel and accessory products, sold under the Xtep brand and the
Koling brand, which are owned by us, and the Disney Sport brand, which is licensed to us in the PRC
pursuant to the Disney License Agreement entered into on 1 November 2006, as amended on 1 January
2007.

Our business began in 1999 as an OEM enterprise which manufactured sports footwear products
for various international brands. As we believe that branded sportswear products offer greater business
potential and higher profit margins than OEM products, we began to rebuild our business model to
develop our own brands starting with our Xtep brand in 2002. In 2007, we launched the Disney Sport
products and our Koling brand.

We distribute our branded products through an extensive nationwide distribution network
covering all 31 provinces, autonomous regions and municipalities in the PRC. We use a combination
of our own production facilities, sub-contractors and contract manufacturers to produce our products,
and generally sell our branded products on a wholesale basis to our network of distributors.

We grew rapidly during the Track Record Period. Our revenue increased from RMB297.4 million
for the year ended 31 December 2005 to RMB483.6 million for the year ended 31 December 2006, and
to RMB1,364.9 million for the year ended 31 December 2007, representing a CAGR of approximately
114.2%. The significant growth of our revenue over the Track Record Period reflects our strategic
decision to focus on the sales of our branded products, which grew from RMB70.3 million in 2005 to
RMB197.6 million in 2006, and to RMB1,259.1 million in 2007, representing 23.6%, 40.9% and
92.2% of our total revenue in 2005, 2006 and 2007, respectively. Our net profit also grew significantly
from RMB8.2 million in 2005 to RMB50.1 million in 2006, and to RMB221.9 million in 2007. Our
revenue and net profit grew substantially during the Track Record Period, primarily as a result of our
focus on the sales of our branded products, our successful brand promotion, the rapid expansion of our
nationwide distribution network and expansion of our range of product offerings.
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BASIS OF PRESENTATION OF FINANCIAL INFORMATION

Pursuant to the Corporate Reorganisation as more fully described in the section headed “History
and Corporate Structure” in this document and in Appendix VI “Statutory and General Information”
to this document, our Company became the holding company of the subsidiaries now comprising our
Group on 19 September 2007.

The Corporate Reorganisation involved business combinations of entities under common control
and our Group is regarded and accounted for as a continuing group. The financial information of our
Group (which includes the consolidated income statements, consolidated statements of changes in
equity and consolidated cash flow statements of our Group for the years ended 31 December 2005,
2006 and 2007, the consolidated balance sheets of our Group as at 31 December 2005, 2006 and 2007
and the balance sheet of our Company as at 31 December 2007) has been prepared on a combined basis
by applying the principles of merger accounting.

The consolidated income statements, consolidated statements of changes in equity and
consolidated cash flow statements of our Group include the results of operations and cash flows of the
subsidiaries now comprising our Group and have been prepared as if the current group structure had
been in existence as at the beginning of the Track Record Period, or since the respective dates of their
incorporation or establishment, where this is a shorter period. The consolidated balance sheets of our
Group as at 31 December 2005, 2006 and 2007 have been prepared to present the assets and liabilities
of our Group as at the respective dates as if the current group structure had been in existence at those
dates.

All significant intra-group transactions and balances have been eliminated on consolidation.

FACTORS AFFECTING THE FINANCIAL CONDITION AND RESULTS OF OPERATIONS
OF OUR GROUP

Our Group’s financial condition and results of operations have been and will continue to be
affected by a number of factors, including those factors discussed below, some of which are beyond
our control.

General economic conditions in the PRC and the growth in disposable income of residents of
the PRC

We believe that our financial condition and results of operations are and will continue to be
affected by the general economic conditions in the PRC and the growth in disposable income of
residents of the PRC. We also believe that the increase in the purchasing power of PRC residents will
drive sentiment towards the purchase of branded sportswear products, which will positively affect our
results of operations. According to statistics published by the PRC General Administration of Sport,
there is a general correlation between increasing income levels and the rising popularity of sports. In
addition to the major metropolitan cities in the PRC such as Beijing, Shanghai and Guangzhou, we
believe that a key to the growth of our business is to further enhance our distribution network in the
fast-growing medium to large size cities and municipalities throughout the PRC, including, among
others, Changsha, Xiamen, Wuxi and Shenyang.
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Level of consumer demand for sportswear and changes in consumption patterns in the PRC

Consumer demand for sportswear in the PRC is one of the key drivers of our revenue. The
success of our business also depends in large part on consumption patterns in the PRC. Our growth
depends on the existence and the continuation of consumer spending preferences in the PRC for
lifestyle enhancing products, such as entertainment, leisure and fashionable apparel and footwear.
Based on data from Euromonitor International, China’'s sportswear market has experienced
double-digit growth in recent years with a total size of approximately RMB32.8 hillion in 2006.
According to Euromonitor International, China’'s sportswear market is expected to quadruple in size
between 2006 and 2012 to RMB131.2 hillion, representing a CAGR of 26.0%. We also expect there
will be a growth in interest in sports among the PRC consumers as a result of, amongst others, the
Beijing 2008 Olympic Games, the 2009 East Asian Games in Hong Kong and the 16th Asian Games
in Guangzhou in 2010. Changes in the consumption patterns in the PRC may affect our financial
condition and results of operations.

Our ability to design and produce high quality, innovative and trendy products that meet
consumers’ expectations

We believe that the sportswear industry is highly competitive in the PRC and will continue to be
so for the foreseeable future. Many of our competitors have greater financial resources, brand
recognition and operational experience than we do. We must continue to meet these competitive
challenges by working with our product design and research and development teams to design and
produce high quality, innovative and trendy products that meet consumers’ expectations in a cost
efficient manner.

Our ability to continuously enhance our brand name

Our financial condition and results of operations will also be affected by our ability to continue
to implement our multi-brand strategy by enhancing our brand name across all of our branded products
and develop, market and sell new products. In particular, we believe that our success will depend on
our ability to differentiate ourselves from our competitors through the implementation of our
innovative marketing and distribution strategy and introduction of trendy products tailored for distinct
age and socio-economic segments of our customer base. We believe that we must continue to enhance
our brand name and grow sales of our Xtep branded products to consumers across the PRC, as well
as increase market awareness and acceptance of the recently introduced Disney Sport and Koling
branded products.

Our ability to expand and optimise our distribution network

Substantially all of our sales of our branded products are made to our network of distributors.
Our financial condition and results of operations will also be affected by our ability to work closely
with our distributors to increase and improve our marketing programmes, our ability to expand and
optimise our network of distributors, and also the ability of our distributors and third-party retailers
to further enhance the network of retail outlets operated by them.
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Our product mix

We offer a wide range of branded products for both men and women, including footwear, apparel
and accessory products. We continuously monitor our product mix and develop new products that we
believe will generate higher customer demand to increase our revenue. During the Track Record
Period, we underwent a shift in the mix of revenue generated from our different product categories and
increased the proportion of our revenue derived from sales of apparel products from 3.7% of our
branded products revenue for the year ended 31 December 2005 to 39.5% of our branded products
revenue for the year ended 31 December 2007. We will continue to adjust our product mix and enhance
our product positioning in an effort to increase our revenue and gross profit. As we adjust our product
mix, our gross profit will be affected both by any change in revenue attributable to, and any change
in the gross profit margin of, each product category.

Cost of raw materials for our footwear and apparel products

The principal raw materials used in the production of our footwear products are fabrics, soles,
rubber, plastics and nano-silver anti-bacterial chemicals while the principal raw materials used in the
production of our apparel products are fabrics. For the three years ended 31 December 2005, 2006 and
2007, the cost of our raw materials accounted for approximately 82.2%, 79.4% and 54.7%,
respectively, of our cost of sales. The cost of our raw materials excludes those procured by our
contract manufacturers to whom we outsourced the production of most of our apparel and all of our
accessories in 2007. It is important for us to obtain from our suppliers sufficient quantities of good
quality materials in a timely manner and at competitive prices for our internal production. The cost
of some of our key raw materials is affected by several factors such as fluctuations in commodity
prices, purchase volume and availability of substitute materials. We do not enter into long-term
agreements with our raw material suppliers. Fluctuations in the costs of our principal raw materials
and our ability to pass on any increase in raw material costs to our customers will affect our cost of
sales and our gross profit margins. For further details, please refer to “Fluctuations in the price,
availability and quality of raw materials could cause production delays and increase production costs”
in the section headed “Risk Factors” of this document.

Our ability to maintain strong production capability and our flexibility to make effective use
of contract manufacturers

We produce the majority of our footwear products and some of our apparel products at our own
production facilities located in Quanzhou, Fujian province, China. As at the Latest Practicable Date,
we operated 12 footwear production lines with capacity of approximately 11.5 million pairs of
footwear per annum and 12 apparel production lines with capacity of approximately one million pieces
of apparel per annum. We plan to increase our apparel production capacity to approximately 10 million
pieces of apparel per annum by establishing a new apparel production facility and increasing our
apparel production lines from 12 to approximately 120. We may also outsource to contract
manufacturers the production of certain of our products to support our periodic need for additional
capacity. Our financial condition and results of operations will be affected by our ability to maintain
strong production capability and our flexibility in making effective use of contract manufacturers.
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Seasonality

Our results of operations are subject to seasonality. Our branded products typically achieve
higher sales when we sell summer and autumn seasonal products to our distributors. We generally sell
and distribute our summer and autumn seasonal products from April to August, and our winter and
spring seasonal products from September to March of the following year. Unexpected and abnormal
changes in climate may also affect the sales of our products that are timed for release during a
particular season. For example, a warm winter may affect the sales of our down jackets and other
winter products, while a cool summer may affect the sales of T-shirts and other summer products. As
aresult, we believe that comparisons of our operating results and net income over any interim periods
may not be meaningful and such comparisons may not be an accurate indicator of our future
performance.

Level of income tax and preferential tax treatment

Our profit attributable to equity holders is affected by the level of income tax that we pay and
the preferential tax treatment that we are entitled to. On 16 March 2007, the National People’'s
Congress of the PRC promulgated the Enterprise Income Tax Law of the PRC (“New Tax Law"),
which came into effect on 1 January 2008. The implementation of the New Tax Law has an effect on
the level of income tax that we pay and the preferential tax treatment that we are entitled to.

According to the then income tax law of the PRC for foreign-invested enterprises and foreign
enterprises and as approved by relevant PRC tax authorities, Xtep (China), a foreign-invested
enterprise, was exempted from the enterprise income tax for its first two profitable years, commencing
from 1 January 2005, and thereafter is entitled to a 50% reduction in the enterprise income tax for the
subsequent three years. Under the New Tax Law, we expect that Xtep (China) will continue to be
entitled to a 50% reduction of the phased-in enterprise income tax rate of 25% for the two years from
2008 to 2009, and will thereafter be subject to a 25% tax rate from 2010 onwards. Koling (Fujian),
being a foreign-invested enterprise engaged in the manufacturing business and incorporated before the
New Tax Law’s promulgation, is entitled to an enterprise income tax exemption for its first two
profitable years and a 50% tax reduction for the following three consecutive years under the New Tax
Law. Under the New Tax Law, Koling (Fujian) can enjoy such tax exemption for the two years from
2008 to 2009 and a 50% reduction of the phased-in enterprise income tax rate of 25% for the three
years from 2010 to 2012. We expect that our Group’s tax payment will increase upon the expiry of the
respective preferential tax treatment enjoyed by Xtep (China) and Koling (Fujian).

Under the New Tax Law, if an enterprise incorporated outside the PRC has its “effective
management” located within the PRC, such enterprise may be recognised as a PRC tax resident
enterprise and be subject to the unified enterprise income tax rate of 25% for its worldwide income.
We cannot rule out the possibility that members of our Group which are not incorporated in the PRC
may in the future be recognised as PRC tax resident enterprises according to the New Tax Law by the
PRC taxation authorities. According to the New Tax Law, dividends received by a qualified PRC tax
resident from another PRC tax resident are exempted from enterprise income tax. However, given the
short history of the New Tax Law, it remains unclear as to the detailed qualification requirements for
such exemption and whether dividends declared and paid by members of our Group in the PRC to their
overseas holding companies will be exempted from enterprise income tax if they are recognised as

— 151 —



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

FINANCIAL INFORMATION

PRC tax residents. Our financial performance will be adversely affected if such dividends are subject
to enterprise income tax. For additional information, please refer to ‘‘ Risks Relating to Conducting
Business in the PRC — Any change in our tax treatment, including an unfavourable change in
preferential corporate tax rates in the PRC, may have a negative impact on our operating results’” in
the section headed “Risk Factors” of this document.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our financial information included in the Accountants’ Report in Appendix | to this document
have been prepared in accordance with HKFRS and accounting principles generally accepted in Hong
Kong. All HKFRS effective for the accounting periods commenced from 1 January 2005, 2006 and
2007, together with the relevant transitional provision, have been adopted by our Group in the
preparation of the financial information throughout the Track Record Period. The preparation of our
financial information in accordance with HKFRS requires management to make estimates, judgements
and assumptions that affect the reported amounts of assets, liabilities, contingent liabilities, and
revenue and expenses during the Track Record Period. The following sections discuss the principal
accounting policies applied in preparing our financial information that our management believes are
critical not only because they are important to the portrayal of our Group’s financial condition and
results of operations, but also because the application and interpretation of these policies require both
judgements and estimates of matters that are inherently uncertain and unknown. As a result, actual
results may differ materially from our estimates. The following sets forth certain critical accounting
policies that our management considers to be critical in the portrayal of our financial condition and
results of operations.

Revenue recognition

We recognise revenue when it is probable that the economic benefits will flow to our Group and
when the revenue can be reliably measured, on the following basis, depending on the source of such
revenue: (a) from the sale of goods, when the significant risks and rewards of ownership have been
transferred to the buyer, provided that our Group maintains neither managerial involvement to the
degree usually associated with the ownership, nor effective control over the goods sold, (b) interest
income on an accrual basis using the effective interest method by applying the rate that discounts the
estimated future cash receipts through the expected life of the financial instrument to the net carrying
amount of the financial asset and (c¢) rental income, on a time proportion basis over the relevant lease
term. With respect to the sale of goods, we generally recognise revenue when a sale is made and the
above condition in (a) is met, which generally occurs when the product is sold and delivered to our
exclusive distributors.

We recognise returns as a reduction in our revenue when such returns can be reliably estimated
based on our previous experience and other relevant factors. We have not had any returns in the past
and we, therefore, do not have a historical basis to make an estimate for such returns and have not
historically reduced our revenue to account for such returns. Management will reassess as appropriate,
whether or not such amounts need to be accounted for in future periods.
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Inventory

Inventories are stated at the lower of cost and net realisable value after making due allowances
for obsolete or slow moving items. Cost is determined on a weighted average basis and, in the case
of work in progress and finished goods, comprises direct materials, direct labour and an appropriate
proportion of overheads. Net realisable value is based on the estimated selling prices less any
estimated costs to be incurred to completion and disposal. We do not have a general inventory
provision policy based on our current business model. We generally procure raw materials and
commence production after having confirmed purchase orders with our distributors following our
seasonal sales fairs. Our distributors are not allowed to cancel any confirmed purchase orders, and we
did not receive any cancelled purchase orders during the Track Record Period. To further minimise the
risk of building up aged inventories, we have a policy to regularly review the obsolescence of
inventories based on the expected future saleability and the age of the inventories. We also conduct
physical stock counts from time to time to identify obsolete or damaged goods. If the market
conditions are less favourable than those projected by the management and our inventories remain
unsold longer than we anticipated, specific provision will be made on an item-by-item basis and we
record a provision against certain inventories if the estimate of the net realisable value is below the
corresponding costs of such inventories. During the Track Record Period, we did not make any
specific provisions for inventories, since all of the ending inventories as at 31 December 2005, 2006
and 2007 were subsequently consumed or sold above costs.

Useful lives and impairment of assets.

Property, Plant and Equipment. Property, plant and equipment (other than construction in
progress) are recorded at cost less accumulated depreciation and are depreciated over the estimated
useful lives of the related assets using the straight-line method. Where parts of an item of property,
plant and equipment have different useful lives, the cost of that item is allocated on a reasonable basis
among the parts and each part is depreciated separately, where practicable. Residual values, useful
lives and depreciation method are reviewed, and adjusted if appropriate at each balance sheet date.
Depreciation is recognised as starting when an asset is available for use, that is, when it is in the
location and condition necessary for it to be capable of operating in the manner intended by
management.

Buildings are depreciated over the shorter of the relevant lease term and a 20-year period and
manufacturing equipment, such as plant and machinery, is depreciated over afive- to ten-year period.
Furniture, fixtures, motor vehicles and office equipment, consisting of computers, office equipment,
machinery and software are depreciated over a five-year period. Leasehold improvement is also
depreciated over the shorter of the relevant lease term and a five-year period. Construction in progress
represents costs incurred for the design and construction of the production facility. Our Group’s
management determines the estimated useful lives and related depreciation charges for its property,
plant and equipment and such estimates are based on historical experience of the actual useful lives
of such property, plant and equipment, and where no historical experience is available, based on such
property, plant and equipment used for similar nature and functions. Management will increase the
depreciation charge where useful lives are less than previously stated amounts based on the estimated
life of such property, plant and equipment or will take write-offs or declare as obsolete or
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non-strategic assets that have been abandoned or sold. Impairment reviews are conducted as events or
changes in circumstances indicating that the carrying amount may not be recoverable. The recoverable
amounts of property, plant and equipment have been determined based on value-in-use calculations,
which require the use of judgement and estimates.

Financial assets. Financial assets in the scope of HKAS 39 “Financial Instruments: Recognition
and Measurements” are classified as loans and receivables. When such financial assets are recognised
initially, they are measured at fair value. Our Group considers whether a contract contains an
embedded derivative when our Group first becomes a party to such contracts. The embedded
derivatives are separated from the host contract, which is not measured at fair value through profit or
loss when the analysis shows that the economic characteristics and risks of embedded derivates are
not closely related to those of the host contract. Our Group determines the classification of our
financial assets after initial recognition and where allowed and appropriate, as well as re-evaluates this
designation at each balance sheet date.

Loans and receivables are non-derivative financial assets with fixed or determinable payments
that are not quoted in an active market. Such assets are subsequently carried at amortised cost using
the effective interest method. Amortised cost is calculated taking into account any discount or
premium on acquisition and includes fees that are an integral part of the effective interest rate and
transaction costs. Gains and | osses are recognised in the consolidated income statement when the loans
and receivables are derecognised or impaired, as well as through the amortisation process.

Our Group assesses at each balance sheet date whether there is any objective evidence that a
financial asset or group of financial assets is impaired. If there is objective evidence that an
impairment loss on loans and receivable carried at amortised cost has been incurred, the amount of the
loss is measured as the difference between the asset’s carrying amount and the present value of
estimated future cash flows (excluding future credit losses that have not been incurred) discounted at
the financial asset’s original effective interest rate. The carrying amount of the asset is reduced either
directly or through the recognition of an allowance account. The amount of impairment loss is
recognised in the consolidated income statements of our Group. In relation to trade receivables, an
impairment allowance is made when there is objective evidence, such as the probability of insolvency
or significant difficulties of the debtor, that our Group will not be able to collect all of the amounts
due under the original term of an invoice. The carrying amount of the receivables is reduced through
the use of an allowance account, and impaired debts are derecognised when they are assessed as
uncollectible. The identification of impairment allowances of financial instruments and trade and
other receivables requires management judgement and estimates.
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RESULTS OF OPERATIONS

Selected Consolidated |ncome Statements

The selected consolidated income statements presented below for the years indicated are derived
from the accountants’ report set out in Appendix | to this document.

For the year ended 31 December

2005 2006 2007
RMB’000 RMB’000 RMB’000
Revenue . ...... ... ... ... . .. ... 297,445 483,562 1,364,947
Costofsales....................... (237,731) (347,474) (921,804)
Grossprofit ...... ... ... ... ... 59,714 136,088 443,143
Other income and gains . ............. 437 963 4,417
Selling and distribution costs .......... (29,251) (56,153) (119,414)
General and administrative expenses . . ... (13,170) (17,651) (42,151)
Other operating expenses. . . ........... (3,372) (6,227) (16,627)
Financecosts ...................... (5,270) (6,948) (14,179)
Profit beforetax ................... 9,088 50,072 255,189
TaX o (877) (3) (33,311)
Profit for theyear .................. 8,211 50,069 221,878
Dividend ........... .. ... ... ... ... — — 129,455
Earnings per Share attributable to
equity holders of our Company
— Basic (RMB cents). . ............. 0.56 3.41 15.11
— Diluted (RMB cents) ............ N/A N/A 14.52

PRINCIPAL INCOME STATEMENT COMPONENTS

Revenue

Revenue, which is also our Group’s turnover, represents the net invoiced value of goods sold
during the Track Record Period, after allowances for returns and trade discounts. Our Group’s
operations and business and substantially all of its revenue are derived from the PRC and therefore,
our Group considers itself to have one geographical segment.
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The following table sets forth the breakdown of our revenue by branded product and OEM sales
during the Track Record Period:

For the year ended 31 December

Revenue 2005 2006 2007
RM B’ 000 % RM B’ 000 % RM B’ 000 %
BRANDED
PRODUCT SALES

Xtep ... 70,330 23.6 197,606 40.9 1,199,231 87.9
Other brands . ... ... — — — — 59,908 4.3
Subtotal . ......... 70,330 23.6 197,606 40.9 1,259,139 92.2
OEM SALES ...... 227,115 76.4 285,956 59.1 105,808 7.8
Total ............ 297,445 100.0 483,562 100.0 1,364,947 100.0

We began to reposition ourselves to develop our own brands and introduced our Xtep brand in
2002, and we introduced the Disney Sport and our Koling brands in 2007. Owing to our strategic
decision to focus on the sales of branded products and also the increased market demand and improved
PRC economic conditions, our revenue derived from the sales of our branded products grew rapidly
from RMB70.3 million in 2005 to RMB197.6 million in 2006, and to RMB1,259.1 million in 2007,
representing 23.6%, 40.9% and 92.2% of our total revenue for the years ended 31 December 2005,
2006 and 2007, respectively. In particular, our revenue derived from the sales from Xtep branded
products increased from RMB70.3 million in 2005 to RMB197.6 million in 2006, and to RMB1,199.2
million in 2007.

Our Group’s revenue from OEM sales was scaled down over the Track Record Period as we
began to implement our strategy to emphasise and allocate more resources to our branded product
sales. Revenue from OEM sales represented 76.4%, 59.1% and 7.8% of our total revenue for the years
ended 31 December 2005, 2006 and 2007, respectively. We expect that revenue contribution from our
OEM sales will scale down further in the future as we continue to expand our business through sales
of branded products under the three brands, Xtep, Disney Sport and Koling.
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The following table sets out a breakdown of our revenue from the sales of Xtep branded products,
which is our principal brand, during the Track Record Period:

For the year ended 31 December

Revenue 2005 2006 2007

RMB’000 % RMB’000 % RMB’000 %

XTEP BRANDED
PRODUCT SALES

Footwear . .. ....... 67,702 96.3 155,992 78.9 725,347 60.5
Apparel . .. ........ 2,628 3.7 40,596 20.5 459,580 38.3
Accessories . .. ..... — — 1,018 0.6 14,304 1.2
Total ............ 70,330 100.0 197,606 100.0 1,199,231 100.0

The significant growth of Xtep branded products revenue was mainly due to successful brand
promotion and the rapid expansion of the retail network operated by our distributors and third-party
retailers, which resulted in an increase in the number of pairs of footwear sold. While the total number
of our distributors under the Xtep brand remained unchanged at 28 in 2005, 2006 and 2007,
respectively, the number of the retail outlets operated by our distributors and third-party retailers in
respect of our Xtep brand, in aggregate, grew rapidly from 739 in 2005 to 1,586 in 2006, and to 4,380
in 2007. 739, 847 and 2,824 new retail outlets for our Xtep brand were opened in 2005, 2006 and 2007,
respectively. A total of 30 retail outlets for our Xtep brand were closed down in 2007. On the other
hand, we allocated more resources to promote and design Xtep branded apparel products. Xtep
branded apparel sales grew from RMB2.6 million in 2005 to RMB40.6 million in 2006 and RMB459.6
million in 2007 as the volume of apparel sold increased as a result of our expanding of our collections
of branded apparel products designed around a common theme with better mass market appeal and
leveraging our established nationwide distribution network.

Over the Track Record Period, our product mix has changed significantly as we began to focus
not only on branded footwear, but also on branded apparel and accessory products. Sales of branded
footwear continued to represent a majority of our branded products revenue over the Track Record
Period, but sales of branded apparel increased quickly. We expect our revenue from branded apparel
and accessory products to increase both in absolute terms and as a percentage of our total branded
products revenue in the future.
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The following table sets out the breakdown of our revenue from the sales of our branded product
by sales channel during the Track Record Period:

For the year ended 31 December

Revenue 2005 2006 2007
RMB *000 % RMB *000 % RMB *000 %
Distributors . ........... 23,705 33.7 164,742 83.4 1,175,236 93.3
Group’s direct sales
customers. ............ 46,625 66.3 32,864 16.6 81,894 6.5
Group’s retail outlets ... .. — — — 2,009 0.2
Total ................. 70,330 100.0 197,606 100.0 1,259,139 100.0

In 2006, we decided to revise our sales strategy to emphasise selling our products through
distributors rather than through direct sales customers because we believed that our wholesale
business model would enable us to achieve growth in overall sales by leveraging the respective
strengths and advantages of the distributors engaged under our distributorship arrangement. As a
result, over the Track Record Period, the proportion of our sales made to direct sales customers
decreased steadily and the proportion of our sales made through our distributors increased steadily. We
expect these trends to continue and we will continue to decrease the proportion of our sales to direct

sales customers in the future.

The following table sets out the number of units sold, the average selling prices and the average
gross profit margin during the Track Record Period of our branded footwear and apparel products:

For the year ended 31 December

Total units sold, average selling
prices® and average gross profit

margin 2005 2006 2007
Average Average Average
Total Average gross Total Average gQross Total Average gross
units  selling  profit units  selling  profit units  selling  profit
sold price margin  sold price margin  sold price margin
000 RMB % 000 RMB % 000 RMB %
Branded products
Footwear (number of pairs)
Xtep ..o 964 702 218 1901 821 431 10,417 69.6 34.5
Other brands . . . . .......... — — — — — — 198 90.8 35.8
Subtotal . .. ... ... 964 702 218 1901 821 431 10,615 70.0 34.6
Apparel (number of pieces)
Xtep ..o 19 138.3 11.9 410  99.0 41.7 8,758 525 344
Other brands . . .. .......... — — — — — — 398  95.6 26.0
Subtotal . ... ... 19 138.3 11.9 410  99.0 41.7 9,156  54.3 33.7
Note:

1)
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The total sales volume of our branded footwear products increased by approximately 97.2% for
the year ended 31 December 2006 compared to the year ended 31 December 2005, and increased by
approximately 458.4% for the year ended 31 December 2007 compared to the year ended 31 December
2006. These increases in the total sales volume of our branded footwear products were primarily due
to successful brand promotion and the rapid expansion of our nationwide distribution network.

The average selling price of our branded footwear products increased by approximately 17.0%
for the year ended 31 December 2006 compared to the year ended 31 December 2005, primarily
because of increased brand recognition and the expansion of our range of product offerings, which
allowed us to increase overall prices of our footwear products. The average selling price of our
branded footwear products decreased by approximately 14.7% for the year ended 31 December 2007
compared to that for the year ended 31 December 2006, primarily because sales of summer footwear
products, which generally have lower selling prices than sportswear shoes, comprised a larger portion
of our revenue for that year. In addition, we substantially reduced sales of our branded footwear
products to direct sales customers which also contributed to the decrease in average selling price of
our branded footwear products, because we generally sell our branded footwear products at higher
prices to direct sales customers as compared to our distributors.

The total sales volume of our branded apparel products increased by more than 20 times for the
year ended 31 December 2006 compared to the year ended 31 December 2005, and increased by more
than 21 times for the year ended 31 December 2007 compared to the year ended 31 December 2006.
These increases in the total sales volume of our branded apparel products were driven by our strategic
decision to expand into the branded apparel market.

The average selling price of our branded apparel products decreased by approximately 28.4% for
the year ended 31 December 2006 compared to that for the year ended 31 December 2005, primarily
because while we sold our apparel products to direct sales customers in 2005, we began to sell our
apparel products to distributors at lower wholesale prices in 2006 and at a larger sales volume
compared to that in 2005. The average selling price of our branded apparel products decreased by
approximately 45.2% for the year ended 31 December 2007 compared to that for the year ended 31
December 2006, primarily because we substantially reduced our sales to direct sales customers and
broadened our apparel product offerings, which included a greater portion of summer apparel products
compared to 2006. Our summer apparel products generally have lower selling prices than our winter
apparel products.

Cost of sales

Our Group’s cost of sales consists of raw materials costs, direct staff costs, outsourced
production costs and others. In certain cases, we purchase and supply raw materials to the
sub-contractors we engaged to produce our products. Outsourced production cost refers to the costs
of the outsourced products and the processing fees we paid to our sub-contractors and contract
manufacturers, excluding the raw materials we provided to sub-contractors. In the case of contract
manufacturing, our contract manufacturers procure their own raw materials and our cost for such

— 159 —



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

FINANCIAL INFORMATION

outsourced production would capture the cost of such raw materials. Direct staff costs consist of
salaries and other compensation expenses. Other costs mainly includes depreciation of production
facilities, operating lease expenses, royalties, costs associated with operating our facilities, such as
electricity, water and maintenance costs, and other miscellaneous costs. The following table sets out
a breakdown of our Group’s cost of sales by production cost and the percentage of such cost of the
total cost of sales during the Track Record Period:

For the year ended 31 December

Cost of sales 2005 2006 2007
RMB’000 % of total RMB’000 % of total RMB’000 % of total
Raw materials . ... .. 195,429 82.2 275,746 79.4 503,986 54.7
Outsourced production
cost. ........... 5,772 2.4 14,685 4.2 333,583 36.2
Direct staff . ....... 28,309 11.9 47,989 13.8 65,009 7.1
Others. ... ........ 8,221 3.5 9,054 2.6 19,226 2.0
Total cost of sales . . . 237,731 100.0 347,474 100.0 921,804 100.0

During the Track Record Period, we experienced significant growth in cost of sales as a result
of increased sales and production volume during each of the years in the Track Record Period. Each
of the components of cost of salesincreased during the Track Record Period. We experienced a growth
in our total cost of raw materials primarily due to the increase in our production scale to meet the
increased market demand for our products. We believe that we will be able to achieve better economies
of scale as we expand our operations, which should enable us to strengthen our bargaining power to
obtain raw materials at competitive prices. Outsourced production costs increased as we outsourced
the production of all of our accessory products and certain of our footwear and apparel products (both
OEM products and our branded products). Direct staff costs increased as we increased the number of
our employees engaged in manufacturing operations and incurred additional salary expenses. Other
costs increased as we expanded our manufacturing operations and increased royalty expenses.
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Gross profit and gross profit margin

Our gross profit, which is our Group’s revenue for the relevant period less cost of sales was
RMB59.7 million, RMB136.1 million and RMB443.1 million for the years ended 31 December 2005,
2006 and 2007, respectively. The following table sets out a breakdown of our gross profit and gross
profit margin by branded product sales and OEM sales during the Track Record Period:

For the year ended 31 December

Gross profit and gross

profit margin 2005 2006 2007
Gross profit Gross profit Gross profit
Gross profit margin Gross profit margin Gross profit margin
RM B’ 000 % RM B’ 000 % RM B’ 000 %

BRANDED

PRODUCT

SALES
Xtep ... ... 15,077 21.4 84,727 42.9 414,093 34.5
Other brands ... ... — — — — 17,200 28.7
Subtotal ......... 15,077 21.4 84,727 42.9 431,292 34.3
OEM SALES ..... 44,637 19.7 51,361 18.0 11,851 11.2
Total ............ 59,714 20.1 136,088 28.1 443,143 325

Gross profit margin for Xtep branded products increased from 21.4% for the year ended 31
December 2005 to 42.9% for the year ended 31 December 2006 because of the increased average
selling price of our Xtep branded footwear products, which comprised 78.9% of our Xtep branded
products revenue in 2006, due to increased brand recognition, improved product design and expansion
of our range of product offerings. In addition, increased volume of products sold also resulted in
economies of scale with respect to cost of sales.

Gross profit margin for Xtep branded products decreased from 42.9% for the year ended 31
December 2006 to 34.5% for the year ended 31 December 2007, primarily because we substantially
reduced our sales to direct sales customers as a proportion of our branded products sales in 2007,
which drove down average selling prices because we generally sell our branded products to direct
sales customers at higher prices as compared to our distributors.

We introduced the Disney Sport and our Koling brands in August 2007 and May 2007,
respectively. We believe that an analysis of the gross profit margin for Disney Sport and Koling brands
is not meaningful in view of the fact that these two brands were both newly introduced to the market
in 2007.
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The gross profit margin for OEM products decreased from 19.7% in 2005 to 18.0% in 2006, and
to 11.2% in 2007. The decrease in gross profit margin for OEM products was due to increased
outsourcing to third-party contract manufacturers as the outsourcing production cost per unit for our
OEM products was generally higher than that for our internal production. We increased our
outsourcing to third-party contract manufacturers because we needed to allocate more of our internal
production capacity to manufacture our branded products to ensure products high quality.

The following table sets out a breakdown of our gross profit and gross profit margin by product
category during the Track Record Period:

For the year ended 31 December

Gross profit and gross

profit margin 2005 2006 2007
Gross profit Gross profit Gross profit
Gross profit margin Gross profit margin Gross profit margin
RM B’ 000 % RM B’ 000 % RM B’ 000 %

BRANDED

PRODUCT

SALES
Footwear ........ 14,763 21.8 67,179 43.1 256,926 34.6
Apparel ......... 314 11.9 16,944 41.7 167,905 33.7
Accessories . ... ... — — 604 59.3 6,461 35.5
Subtotal ......... 15,077 21.4 84,727 42.9 431,292 34.3
OEM SALES

Footwear ....... 44,637 19.7 51,361 18.0 11,851 11.2
Total ............ 59,714 20.1 136,088 28.1 443,143 325

For an analysis of the gross profit margin for our branded product sales by product category
during the Track Record Period, please refer to “Period to period comparison of results of operations”
in this section of the document.

Other income and gains

Other income and gains primarily consist of income from bank interest, penalty against a
supplier, interest received for loans advanced by our Group, rental income received for leases of real
property and subsidy income from the PRC Government. Penalty against a supplier represented an
one-off compensation from a supplier as a result of its delay in delivering raw materials to us. Other
income and gains represented 0.1%, 0.2% and 0.3% of our revenue for the years ended 31 December
2005, 2006 and 2007, respectively.
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Selling and distribution costs

Selling and distribution costs were RMB29.3 million, RMB56.2 million and RMB119.4 million
for the years ended 31 December 2005, 2006 and 2007, respectively, and consists primarily of costs
and expenses incurred in connection with advertising and marketing. Selling and distribution costs
represented approximately 9.8%, 11.6% and 8.7% of our revenue for the years ended 31 December
2005, 2006 and 2007, respectively.

General and administrative expenses

General and administrative expenses were RMB13.2 million, RMB17.7 million and RMB42.2
million for the years ended 31 December 2005, 2006 and 2007, respectively, and consist primarily of
costs related to our Group’'s employees, including salaries, wages, pension scheme contributions,
welfare and other benefits for our employees, depreciation expenses and others. General and
administrative expenses represented approximately 4.4%, 3.7% and 3.1% of our revenue for the years
ended 31 December 2005, 2006 and 2007, respectively.

Finance costs

Finance costs were RMB5.3 million, RMB6.9 million and RMB14.2 million for the years ended
31 December 2005, 2006 and 2007, respectively, and consist primarily of interest expenses on our
Group’s bank loans and other borrowings.

Tax

No provision for Hong Kong profits tax has been made as our Group did not generate any
assessable profits arising in Hong Kong during the Track Record Period. Our Group is also not subject
to any tax in the Cayman Islands and the BVI during the Track Record Period. However, our PRC
subsidiaries are subject to PRC enterprise income tax. Set out below are the applicable PRC enterprise
income rates during the Track Record Period for our PRC subsidiaries:

For the year ended 31 December

Applicable PRC enterprise income tax rate 2005 2006 2007

% % %
Xtep (China)®. . .................. fully exempted fully exempted 12
Sanxing Sports® .. ... ... L. 24 24 24
Koling (Fujian)®. .. ............... N/A N/A N/A
Notes:

(1) Xtep (China) was entitled to full exemption from the PRC enterprise income tax in 2005 and 2006, as well as a 50%
reduction of the previous PRC enterprise income tax rate of 24% in 2007. Under the New Tax Law, we expect that Xtep
(China) will be entitled to a 50% reduction of the phased-in PRC enterprise income tax rate of 25% for the two years
from 2008 to 2009.
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(2) Sanxing Sports was exempted from the enterprise income tax for its first two profitable years, commencing from 1
January 2000, and thereafter was entitled to a 50% reduction in the enterprise income tax for the subsequent three years
from 1 January 2002 to 31 December 2004. The applicable PRC enterprise income tax rate for Sanxing Sports was 24%
from 1 January 2005 onwards and under the New Tax Law, the applicable PRC enterprise income tax rate for Sanxing
Sports became 25% from 1 January 2008 onwards.

(3)  Koling (Fujian) was incorporated in 2006 and did not generate any assessable profits in 2006 and 2007, therefore it was
not required to pay any PRC enterprise income tax in 2006 and 2007. As approved by the relevant tax authority, Koling
(Fujian) can enjoy full exemption from PRC enterprise income tax for its first two profitable years and a 50% tax
reduction for the following three consecutive years. Under the New Tax Law, Koling (Fujian) can continue to enjoy
two-years full exemption from PRC enterprise income tax followed by three-years 50% tax reduction, commencing from
1 January 2008.

On 16 March 2007, the National People’s Congress of the PRC promulgated the Enterprise
Income Tax Law of the PRC (“New Tax Law”), which has come into effect on 1 January 2008. The
New Tax Law imposes a unified enterprise income tax rate of 25% for both domestic enterprises and
foreign-invested enterprises in the PRC. The implementation of the New Tax Law has an effect on the
preferential tax treatment that our PRC subsidiaries are entitled to. Xtep (Chain) and Koling (Fujian)
enjoyed preferential tax rates prior to the promulgation of the New Tax Law.

According to the then income tax law of the PRC for foreign-invested enterprises and foreign
enterprises and as approved by relevant PRC tax authorities, Xtep (China), being a foreign-invested
enterprise engaged in the manufacturing business, is entitled to an enterprise income tax exemption
for two years commencing from its first profit-making year (after offsetting all tax losses carried
forward from previous years), and a 50% tax reduction for the following three consecutive years. Xtep
(China) enjoyed a full exemption from state enterprise income tax in 2005 and 2006, as well as a 50%
reduction of its current state enterprise income tax rate of 24% in 2007, which had a significant
positive effect on our profit after tax during the years ended 31 December 2005, 2006 and 2007. Under
the New Tax Law, we expect that Xtep (China) will continue to be entitled to a 50% reduction of the
phased-in enterprise income tax rate of 25% for the two years from 2008 to 2009, and will thereafter
be subject to a 25% tax rate from 2010 onwards. We expect that upon the expiry of the partial
exemption from enterprise income tax previously enjoyed by Xtep (China), our Group’s tax payment
will increase from 2010 onwards.

Koling (Fujian), being a foreign-invested enterprise engaged in the manufacturing business and
incorporated before the New Tax Law’s promulgation, is also entitled to the above enterprise income
tax exemption for its first two profitable years and a 50% tax reduction for the following three
consecutive years. Under the New Tax Law, we expect that Koling (Fujian) will enjoy such exemption
for the two years from 2008 to 2009 and a 50% reduction of the phased-in enterprise income tax rate
of 25% for the three years from 2010 to 2012. We expect that upon the expiry of the full exemption
from enterprise income tax currently enjoyed by Koling (Fujian), our Group’s tax payment will
increase from 2010 onwards and will further increase from 2012 following the expiry of the above
preferential tax treatment.

See “Factors affecting the financial condition and results of operations of our Group — Level of
income tax and preferential tax treatment” in this section of the document for additional details.

— 164 —



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

FINANCIAL INFORMATION

Dividend

In the year ended 31 December 2007, we declared an interim dividend of RMB129.5 million to
our registered shareholders on 17 September 2007. According to the Articles of Association, we may
declare and pay dividends out of our realised or unrealised profits. We had sufficient reserves at the
time when we declared the said interim dividend. We incurred |osses after the dividend was declared
and our accumulated loss will be replenished by dividends declared to us by our subsidiaries in the
future.

PERIOD TO PERIOD COMPARISON OF RESULTS OF OPERATIONS

Year Ended 31 December 2007 Compared to Year Ended 31 December 2006

Revenue

Revenue increased by approximately 182.2%, from RMB483.6 million for the year ended 31
December 2006 to RMB1,364.9 million for the year ended 31 December 2007, primarily as a result
of the following.

Sales of branded footwear products

Revenue from sales of branded footwear products increased by approximately 376.5%, from
RMB156.0 million for the year ended 31 December 2006 to RMB743.3 million for the year ended 31
December 2007, primarily as a result of the increase in the number of pairs of our branded footwear
products sold, which were driven by the introduction of our theme-oriented collections of our branded
footwear and the opening of additional retail outlets in major metropolitan and medium to large size
cities throughout the PRC from 1,586 in 2006 to 4,380 in 2007. The effect of those factors was
partially offset by a decrease in average selling prices of our branded footwear products over the same
period. The number of pairs of our branded footwear products sold increased by approximately 8.7
million pairs of footwear, or approximately 457.9%, from 1.9 million pairs of footwear in 2006 to 10.6
million pairs of footwear in 2007. The average selling price of our branded footwear products
decreased by approximately 14.7%, from RMB82.1 per pair in 2006 to RMB70.0 per pair in 2007,
because sales of summer footwear products comprised a larger portion of our revenue in 2007 as we
broadened our product offerings substantially reduced our sales of branded footwear products to direct
sales customers as a proportion of our branded product sales. Our growth in sales of branded footwear
was largely attributable to the significant growth in our sales of Xtep branded footwear product
revenue, mainly due to our successful brand promotion and the rapid expansion of our nationwide
distribution network.

Sales of branded apparel products

Revenue from sales of branded apparel products increased significantly by RMB457 million,
from RMB40.6 million for the year ended 31 December 2006 to RMB497.6 million for the year ended
31 December 2007, primarily as aresult of the substantial increase in the sales volume for our branded
apparel products attributable to our strategic decision to expand into the branded apparel market. In
addition, the broadening of our branded apparel product offerings and the opening of additional retail
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outlets by our distributors throughout the PRC also contributed to the increase in revenue from sales
of branded apparel products. The effect of those factors was partially offset by a decrease in average
selling prices of our branded apparel products over the same period. The average selling price of our
apparel products decreased by approximately 45.2%, from RMB99.0 per piece in 2006 to RMB54.3
per piece in 2007, as a result of sales of summer apparel products comprising a greater portion of our
apparel salesin 2007 as we broadened our product offerings and because we substantially reduced our
sales of branded apparel products to direct sales customers as a proportion of our branded apparel
products sales.

Sales of branded accessory products

Revenue from sales of branded accessory products increased significantly by RMB17.2 million,
from RMB1.0 million for the year ended 31 December 2006 to RMB18.2 million for the year ended
31 December 2007, primarily as aresult of an increase in volume of units sold, increased retail outlets
and broadened product offerings.

Sales of OEM products

Revenue from our OEM sales decreased by approximately 63.0%, from RMB286.0 million for
the year ended 31 December 2006 to RMB105.8 million for the year ended 31 December 2007,
primarily as a result of our strategic decision to develop the branded sportswear market and to shift
our focus away from OEM business. In 2007, we introduced the Disney Sport and Koling brands and
allocated more of our resources to grow our branded sales business.

Cost of sales

Cost of sales increased by approximately 165.3%, from RMB347.5 million for the year ended 31
December 2006 to RMB921.8 million for the year ended 31 December 2007, primarily as a result of
an increase in volume of units sold, increased raw materials costs, outsourced production costs and
direct staff costs. Our raw materials costs increased as the number of pairs of footwear and pieces of
apparel produced and sold significantly increased during this period. Outsourced production cost
increased by RMB318.9 million, from RMB14.7 million in 2006 to RMB333.6 million in 2007, as we
outsourced the production of most of our apparel and all of our accessories. Direct staff costs
increased by approximately 35.4%, from RMB48.0 million in 2006 to RMB65.0 million in 2007,
primarily as a result of an increase in the number of employees engaged in our manufacturing
operations to support the growth of our business. Our other costs of production also increased by
approximately 111.0% from RMB9.1 million in 2006 to RMB19.2 million in 2007 as we expanded our
manufacturing operations.

Gross profit and gross profit margin

Gross profit increased by approximately 225.6%, from RMB136.1 million for the year ended 31
December 2006 to RMB443.1 million for the year ended 31 December 2007, primarily as a result of
the significant increase in sales volume of our branded products. Overall gross profit margin also
increased as a result of the shift in our product mix towards our branded products, which on average
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have a higher gross profit margin than our OEM products. Our percentage of revenue derived from the
sales of our branded products increased from 40.9% in 2006 to 92.2% in 2007. In addition, we also
experienced a shift in our product mix towards our apparel products. Our percentage of revenue
derived from the sales of our apparel products increased from 20.5% in 2006 to 38.3% in 2007.

Gross profit and gross profit margin for branded footwear products

Gross profit for branded footwear products increased by approximately 282.3%, from RMB67.2
million for the year ended 31 December 2006 to RMB256.9 million for the year ended 31 December
2007, primarily as aresult of the significant increase of approximately 458.4% in sales volume of our
branded footwear products, even though thisincrease was offset by a decrease of approximately 14.7%
in average selling prices of our branded footwear products. Our gross profit margin for our branded
footwear products decreased to 34.6% in 2007 as compared to 43.1% in 2006, primarily because we
substantially reduced our sales of our branded footwear products to direct sales customers as a
proportion of our branded footwear product sales.

Gross profit and gross profit margin for branded apparel products

Gross profit for branded apparel products increased significantly by RMB151 million, from
RMB16.9 million for the year ended 31 December 2006 to RMB167.9 million for the year ended 31
December 2007, primarily as a result of a significant increase of more than 21 times in sales volume
during the period. Our gross profit margin for branded apparel products decreased to 33.7% in 2007
as compared to 41.7% in 2006, primarily because we significantly reduced selling our apparel
products to direct sales customers as a proportion of our apparel branded product sales.

Gross profit and gross profit margin for branded accessory products

Gross profit for branded accessory products increased by RMB5.9 million, from RMBO0.6 million
for the year ended 31 December 2006 to RMB6.5 million for the year ended 31 December 2007,
primarily as a result of the increase in sales volume during the period. Our gross profit margin for
branded accessory products decreased to 35.5% for the year ended 31 December 2007 as compared to
59.3% for the year ended 31 December 2006 because of the broadening of our accessory product
offerings to include products with relatively lower gross profit margin.

Gross profit for OEM products

Gross profit for OEM product decreased by approximately 76.8%, from RMB51.4 million for the
year ended 31 December 2006 to RMB11.9 million for the year ended 31 December 2007, primarily
as a result of our scaling down of OEM sales and a reduction in our ability to take advantage of
economies of scale with respect of cost of sales.
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Other income and gains

Other income and gains increased by approximately 340%, from RMB1.0 million for the year
ended 31 December 2006 to RMB4.4 million for the year ended 31 December 2007, primarily as a
result of increases in rental income, bank interest income, interest income from loan receivables and
subsidy income from the PRC Government.

Selling and distribution costs

Selling and distribution costs increased by approximately 112.5%, from RMB56.2 million for the
year ended 31 December 2006 to RMB119.4 million for the year ended 31 December 2007, primarily
as a result of the increase in advertising and promotion expenses and our decision to hold quarterly
sales fairs instead of semi-annual sales fairs. Selling and distribution costs represented approximately
8.7% of our revenue for the year ended 31 December 2007, as compared to approximately 11.6% of
our revenue for the year ended 31 December 2006, primarily as a result of the economies of scale in
our advertising and promotion activities.

General and administrative expenses

General and administrative expenses increased by approximately 138.4%, from RMB17.7 million
for the year ended 31 December 2006 to RMB42.2 million for the year ended 31 December 2007,
primarily as a result of increases in salaries and welfare payments.

Other operating expenses

Other operating expenses increased by approximately 167.7%, from RMB6.2 million for the year
ended 31 December 2006 to RMB16.6 million for the year ended 31 December 2007, primarily as a
result of increased research and development costs.

Finance costs

Finance costs increased by approximately 105.8%, from RMB6.9 million for the year ended 31
December 2006 to RMB14.2 million for the year ended 31 December 2007, primarily as a result of
a substantial increase in our bank borrowings in late 2006.

Tax

Income tax increased by approximately RMB33.3 million from RMB3,000 for the year ended 31
December 2006 to RMB33.3 million for the year ended 31 December 2007, primarily as a result of
the increase in profits before tax of Xtep (China), which was subject to PRC tax, from RMB55.4
million in 2006 to RMB263.2 million in 2007, as well as the expiration of tax holiday of Xtep (China)
in 2006.
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We were required to record the imputed interest expenses (being the amortisation charges of the
transaction costs related to the issuance of the preferred shares) as a result of our issuance of preferred
shares in 2007 and such interest expenses were not tax-deductible. However, the issuance of our
preferred shares did not affect the amount of our income tax as our Company (on an unconsolidated
basis) did not generate any assessable profit after adjusting for the non-tax-deductible interest
expenses on preferred shares, and we therefore did not make any tax provision for 2007.

Profit for the year

Net profit from operations increased by approximately 342.9%, from RMB50.1 million for the
year ended 31 December 2006 to RMB221.9 million for the year ended 31 December 2007, as a result
of the factors described above. Our net profit margin increased to 16.3% in 2007 as compared to 10.4%
in 2006, primarily because we shifted our product mix towards our branded products and realised
economies of scale in our sales, marketing and administrative activities.

Year Ended 31 December 2006 Compared to Year Ended 31 December 2005
Revenue

Having begun our business as an OEM enterprise, we began to develop our own fashion
sportswear brands and reduce our OEM business. For the years ended 31 December 2005 and 2006,
OEM sales comprised a majority of our total revenue. Revenue increased by approximately RMB186.2
million, or approximately 62.6%, from RMB297.4 million for the year ended 31 December 2005 to
RMB483.6 million for the year ended 31 December 2006 as a result of the following.

Sales of branded footwear products

Revenue from sales of branded footwear products increased by approximately 130.4%, from
RMBG67.7 million for the year ended 31 December 2005 to RMB156.0 million for the year ended 31
December 2006, primarily as a result of the increase in our Xtep branded footwear products from
RMB67.7 million in 2005 to RMB156.0 million in 2006 and the increase in OEM sales from
RMB227.1 million in 2005 to RMB286.0 million in 2006. In addition, the average selling prices of
our footwear increased because we began to change our business strategy from OEM sales to
developing our own branded products. The average selling price of our branded footwear products
increased by approximately 17.0%, from RMB70.2 per pair in 2005 to RMB82.1 per pair in 2006,
primarily because of increased brand recognition and expansion of our range of product offerings. The
total pairs of footwear products sold increased by 90%, from one million pairs of footwear in 2005
to 1.9 million pairs of footwear in 2006, primarily as a result of the increase in the number of retail
outlets selling our branded products from 739 in 2005 to 1,586 in 2006.

Sales of branded apparel products
Revenue from sales of branded apparel products increased by RMB38 million, from RMB2.6
million for the year ended 31 December 2005 to RMB40.6 million for the year ended 31 December

2006, primarily as a result of the increase in sales volume for branded apparel products, which was
offset in part by a decrease in average selling prices for apparel products over this period. The growth
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in sales of our apparel products was a result of increased focus on marketing and sales of apparel
products, and the introduction of new apparel products in 2006. The total pieces of apparel products
sold increased by more than 20 times, from approximately 19,000 pieces in 2005 to approximately
410,000 pieces in 2006. The average selling price for our apparel products decreased by approximately
28.4%, from RMB138.3 per piece in 2005 to RMB99.0 per piece in 2006, because we reduced selling
our apparel products to direct sales customers and increased selling to distributors at typically lower
prices.

Sales of branded accessory products

Our Group commenced sales of branded accessory products in 2006 and revenue from sales of
accessory products in 2006 was RMB1.0 million. We decided to begin sales of accessory products
because we believed that accessory products complement our Group’s product mix and provide our
customers with a variety of additional products.

Cost of sales

Cost of sales increased by approximately 46.2%, from RMB237.7 million for the year ended 31
December 2005 to RMB347.5 million for the year ended 31 December 2006, primarily as a result of
increased raw materials costs, outsourced production costs and direct staff costs. Raw materials costs
increased by approximately 41.1%, from RMB195.4 million in 2005 to RMB275.7 million in 2006, in
line with our growth in sales volume during the same period. Outsourced production cost increased
by approximately 153.4%, from RMB5.8 million in 2005 to RMB14.7 million in 2006 as we increased
our outsourced production, primarily due to an increase in the sales of our branded apparel products
the production of which was mostly outsourced and our added need to outsource the production of our
footwear products as our production capacity of our footwear products reached its full limit. Direct
staff costs increased by approximately 69.6%, from RMB28.3 million in 2005 to RMB48.0 million in
2006 as a result of the growth of our business and the increase in the volume of products sold over
the same period, which in turn resulted in an increase in the number of employees engaged in our
manufacturing operations from 3,428 persons in 2005 to 4,452 persons in 2006. Other costs of
production increased slightly by approximately 11.0%, from RMB8.2 million in 2005 to RMB9.1
million in 2006 as we increased our manufacturing operations.

Gross profit and gross profit margin

Gross profit increased by approximately 128.0%, from RMB59.7 million in 2005 to RMB136.1
million in 2006, primarily as a result of increased economies of scale resulting from the increase in
sales volume of our products and as aresult of our ability to negotiate more competitive prices for our
raw materials as we purchased in higher volume over this period. Overall gross profit also increased
as a result of the increase in sales of our Xtep branded footwear products, which on average have a
higher gross profit margin than our OEM footwear.
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Gross profit and gross profit margin for branded footwear products

Gross profit for branded footwear products increased by approximately 354.1%, from RMB14.8
million in 2005 to RMB67.2 million in 2006, primarily as a result of increased sales volume during
this period because we began to change our business strategy from OEM sales to developing our own
branded products. We also increased efficiencies in our manufacturing processes and were able to
obtain raw materials at more competitive prices as we increased our purchase volumes. We did not
incur any outsourcing costs for footwear products in 2006 compared with 2005 as we manufactured
all of our footwear products at our facilities, which we believe is more efficient and cost competitive.
Our gross profit margin for branded footwear products increased by approximately 97.7%, from 21.8%
in 2005 to 43.1% in 2006, because our average selling price increased, we manufactured our footwear
products at our own facilities and we took advantage of economies of scale with respect to raw
materials costs.

Gross profit and gross profit margin for branded apparel products

Gross profit for branded of apparel products increased by RMB16.6 million, from RMBO0.3
million in 2005 to RMB16.9 million in 2006, primarily as a result of increased sales volume during
the period combined with cost savings realised from economies of scale due to increased production
volume and volume discounts we received from our suppliers. Our change in business strategy from
OEM sales to developing our own branded products and to adjust our product mix to increase apparel
sales also contributed to the increase in gross profit for branded apparel products. Our gross profit
margin for branded apparel products increased to 41.7% in 2006 as compared to 11.9% in 2005 also
as a result of the costs savings from economies of scale as a consequence of increasing production
from an insignificant amount in 2005 to a substantial amount in 2006 and broadened range of apparel
product offerings.

Other income and gains

Other income and gains increased by approximately 120.4%, from RMB437,000 for the year
ended 31 December 2005 to RMB963,000 for the year ended 31 December 2006, primarily as a result
of an increase in rental income, bank interest income and subsidy income from the PRC Government.
The increase in rental income was due to rental income received from Independent Third Parties for
leases of real property. The increase in bank interest income was due to an increase during the period
in bank deposits relating to our settlement process which requires that we have on deposit with our
banks a certain percentage of the bills that we pay. The increase in PRC Government subsidies was
due to an increase in electricity subsidies that we received.

Selling and distribution costs

Selling and distribution costs increased by approximately 91.8%, from RMB29.3 million in 2005
to RMB56.2 million in 2006. The increase was primarily due to increases in advertising and salary
costs, and costs related to the commercial and trade conferences that we organised and participated
in, including the annual seasonal sales fairs. Advertising costs increased from RMB22.8 million in
2005 to RMB41.7 million in 2006, and salary costs increased from RMB2.3 million in 2005 to
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RMB2.9 million in 2006, both as a result of the increased production volume and increased sales.
Selling and distribution costs represented approximately 11.6% of our revenue for the year ended 31
December 2006, as compared to approximately 9.9% of our revenue for the year ended 31 December
2005, primarily as a result of increased advertising and promotion efforts.

General and administrative expenses

General and administrative expenses increased by approximately 34.1%, from RMB13.2 million
in 2005 to RMB17.7 million in 2006, primarily as a result of increases in office administration
expenses, depreciation and amortisation expenses, increases in salaries and increases in donation
amounts. Depreciation costs increased from RMB2.5 million in 2005 to RMB2.7 million in 2006 as
a result of increased consumption of office assets resulting from increases in number of employees
engaged in office administration. Salary costs increased from RMB2.7 million in 2005 to RMB3.3
million in 2006 as a result of increases in number of employees engaged in office administration.
Donation amounts increased from RMBO0.3 million in 2005 to RMB2.4 million in 2006 as a result of
the increase in the number of charitable activities we participated in.

Other operating expenses

Other operating expenses increased by approximately 82.4%, from RMB3.4 million for the year
ended 31 December 2005 to RMB6.2 million for the year ended 31 December 2006, primarily as a
result of increased research and development costs.

Finance costs

Finance costs increased by approximately 30.2%, from RMB5.3 million for the year ended 31
December 2005 to RMB6.9 million for the year ended 31 December 2006, primarily as a result of an
increase in our bank borrowings.

Tax

Tax decreased from RMBO0.9 million for the year ended 31 December 2005 to RMB3,000 for the
year ended 31 December 2006, primarily because significant portion of the profit of our Group for the
year ended 31 December 2006 was generated by Xtep (China), which was entitled to tax exemption
in 2006. The tax charges in 2005 were related to our operation of Sanxing Sports.

Profit for the year

Net profit from operations increased by approximately RMB41.9 million from RMB8.2 million
for the year ended 31 December 2005 to RMB50.1 million for the year ended 31 December 2006,
primarily as a result of the factors described above. Our net profit margin increased to 10.4% in 2006
as compared to 2.8% in 2005, primarily because we began to reduce our OEM business in 2006 and
decreased the proportion of our total revenue contributed by our OEM business from 76.4% in 2005
to 59.1% in 2006.
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LIQUIDITY AND CAPITAL RESOURCES

Our primary uses of cash are to satisfy our working capital needs and our capital expenditure
needs. We have historically financed our working capital and capital expenditure needs primarily
through the debt financing in the form of bank loans from local banking institutions and from our cash
flow from operating activities, other than 2007 during which we met our capital requirements
principally from cash provided through the investment by the Carlyle Investment Funds.

We had net operating cash outflows for the years ended 31 December 2005 and 2006, primarily
because of the increase in our trade and bill receivables. Please refer to the risk factor headed “We
recorded negative operating cash flow in 2005 and 2006 and positive operating cash flow in 2007, and
we cannot assure you that we will record positive operating cash flow again in the future” under the
section “Risk Factors — Risks Relating to Our Group’s Business” for the relevant disclosure.

The following table is a condensed summary of our audited consolidated cash flow statements
for the periods indicated:

For the year ended 31 December

2005 2006 2007
RM B’ 000 RM B’ 000 RM B’ 000
Net cash inflow/(outflow) from operating
activities . ... ... (13,671) (62,938) 12,892
Net cash used in investing activities . . ... (43,284) (42,186) (9,971)
Net cash generated from financing
activities . ... ... 63,729 112,931 189,881
Net increase in cash and cash equivalents . 6,774 7,807 192,802
Cash and cash equivalents at beginning
ofyear ......... ... .. ... 7,635 14,409 22,216
Cash and cash equivalents at end of year . 14,409 22,216 215,018

Cash Flow from Operating Activities

We derive our cash inflow from operations principally from the receipt of payments for the sale
of our products. Our cash outflow from operations is principally for purchases of raw materials and
production outsourcing, salary payments and advertising expenses.

For the year ended 31 December 2007, we had net cash inflows from operating activities before
changes in working capital but after adjustments for non-cash expenses and income of RMB277.5
million and a net cash inflow of RMB12.9 million. The difference of RMB264.6 million was primarily
attributable to an increase in prepayments, deposits and other receivables of RMB101.5 million, which
was primarily due to an increase in deposits that we paid to our contract manufacturers relating to our
purchases of outsourced products to meet the anticipated significant growth in demand for our
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products in 2008, an increase in trade and bills receivables of RMB46.4 million due to increased sales
and an increase in inventories of RMB42.1 million due to increased purchases of raw materials. Such
outflows were partially offset by an increase in deposits received, and other payables and accruals of
RMB10.3 million, as a result of increases in our accrued salaries and deposits received from our
distributors.

For the year ended 31 December 2006, we had net cash inflows from operating activities before
changes in working capital but after adjustments for non-cash expenses and income of RMB63.0
million. After accounting for changes in working capital, interest income, interest paid and overseas
taxes received, our net cash outflows from our operating activities for the year ended 31 December
2006 was RMB62.9 million, which was primarily due to an increase in trade and bill receivables of
RMB86.4 million, an increase in inventories of RMB48.9 million and an increase in prepayments,
deposits and other receivables of RMB27.6 million, partially offset by an increase in trade and bills
payables of RMB51.1 million. The increase in trade and bills receivables was primarily due to
increased sales. The increase in prepayments, deposits and other receivables was primarily due to
increased purchases of raw materials. The increase in inventories was primarily due to increased
purchases of raw materials and outsourced products from our contract manufacturers in anticipation
of future sales in early 2007 and to meet significant growth in demand for our products. The increase
in trade and bills payables was due to the increase in purchase of raw materials in the fourth quarter
of 2006 in order to meet the production demand in early 2007.

For the year ended 31 December 2005, we had net cash inflows from operating activities before
changes in working capital but after adjustments for non-cash expenses and income of RMB19.4
million. After accounting for changes in working capital, interest income, interest paid and overseas
taxes paid, our net cash outflows from our operating activities for the year ended 31 December 2005
was RMB13.7 million, which was primarily due to an increase in trade and bills receivables of
RMB78.6 million and a decrease in deposits received, other payables and accruals of RMB33.8
million, partially offset by a decrease in prepayments, deposits and other receivables of RMB43.1
million. The increase in trade and bills receivables was primarily due to increase in sales. The decrease
in deposits received, and other payables and accruals was primarily due to decrease in deposits
received in advance as a result of fewer unfulfilled sales orders as at 31 December 2005. The decrease
in prepayments, deposits and other receivables was primarily due to the decrease in advances and the
rapid settlement of other receivables.

Cash Flow from Investing Activities

We derive our cash inflow from investing activities principally from proceeds of disposals of
property, plant and equipment. Our cash outflow from operations is principally for purchases of
property, plant and equipment, increase in pledged time deposits relating to our settlement process
which requires that we have on deposit with our banks a certain percentage of the bill that we pay,
deposits paid for purchases of land use rights and additions to prepaid land lease payments.
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For the year ended 31 December 2007, we had net cash outflows from investing activities of
RMB10.0 million, which was primarily due to payment of RMB33.2 million for purchase of a property
to be used as our warehouse, partially offset by a decrease in loan receivables of RMB15 million.

For the year ended 31 December 2006, we had net cash outflows used in investing activities of
RMB42.2 million, which was primarily due to payment of RMB27.4 million for purchases of property
to be used as our warehouse and office building, an increase of RMB5.4 million in pledged time
deposits relating to our settlement process which requires us to deposit with our banks a certain
percentage of the bill that we pay, a decrease in loan receivables of RMB5.0 million and payment of
RMBA4.0 million as deposits for purchases of land use rights to construct our Group’s new apparel
production facility.

For the year ended 31 December 2005, we had net cash used in investing activities of RMB43.3
million, which was primarily due to payment of additions to prepaid land lease payments in the amount
of RMB14.2 million relating to the land use rights of our Group’s buildings in Quanzhou, purchases
of property, plant and equipment in the amount of RMB13.8 million relating to building of RMB10.5
million, and an increase of RMB2.5 million in pledged time deposits relating to our settlement process
which requires us to deposit with our banks a certain percentage of the bill that we pay, which were
partly offset by proceeds from sale of equipment of RMB3.2 million, which equipment was transferred
from Sanxing Sports to an Independent Third Party.

Cash Flow from Financing Activities

We derive our cash inflow from financing activities principally from increase in paid-in capital
of subsidiaries and new bank loans and through financings in the form of issuance of convertible
bonds and preferred shares.

For the year ended 31 December 2007, we had net cash inflow from financing activities of
RMB189.9 million, which was primarily due to our issuance of certain Series A Preferred Shares to
Carlyle for a total subscription price of RMB180 million and the issuance of a convertible |loan of an
aggregate principal amount of approximately RMB40 million to Carlyle, which were partially offset
by repayment of bank loans of RMB81 million.

For the year ended 31 December 2006, we had net cash generated from financing activities of
RMB112.9 million, which was primarily due to new bank loans of RMB107.8 million and increase in
paid-in capital of subsidiaries of RMB5.2 million.

For the year ended 31 December 2005, we had net cash generated from financing activities of
RMBG63.7 million, which was primarily due to increase in paid-in capital of subsidiaries of RMB54.5
million and new bank loans of RMB9.3 million.
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CAPITAL EXPENDITURES

Our Group’s capital expenditures have principally consisted of expenditures on land, property,
plant and equipment. Our Group expects to continue to make significant capital expendituresin 2008
to purchase a property in Quanzhou, Fujian province, China for our new production facility. The
following table sets forth our Group’s historical capital expenditures for the last three financial years,
and our Group’s projected capital expenditures during the current year.

The following table sets out our Group’s historical capital expenditures during the Track Record
Period:

For the year ended 31 December

Historical capital expenditures 2005 2006 2007
RMB’000 RMB’000 RM B’ 000
Property, plant and equipment .. ........ 13,805 25,410 32,490
Construction in progress . ............. — 1,945 708
Land userights . .................... 14,176 254 —
Intangible assets . ................... — 197 —

Total ... . . . 27,981 27,806 33,198

Our Group’s capital expenditures for the years ended 31 December 2005, 2006 and 2007
principally consisted of expenditures on construction in progress for office and factory buildings, and
purchases of plant and equipment for our Jinjiang production facilities.

The following table sets out our Group’s projected capital expenditures for the year ending 31
December 2008:

For the year ending

31 December

Projected capital expenditures 2008
RM B’ 000
Office renovation and equipment . ........................ 20,000
Construction in progress
(property, plant & equipment). .. .............. ... ... ..., 100,000

Total .. 120,000
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COMMITMENTS

The following table sets forth the aggregate amounts of our Group’s contractual obligations on
a consolidated basis as at 31 December 2005, 2006 and 2007:

As at 31 December

2005 2006 2007
RM B’ 000 RM B’ 000 RM B’ 000

Contracted for commitment in respect of

its wholly foreign-owned investments

in the PRC:

Xtep Jinjiang . . ... 38,490 38,490 —

Xtep (China). . .................... 22,118 16,937 7,952
Contracted for commitment in respect of:

Construction of new factory buildings . . — 5,000 67

Acquisition of land use rights. ... ..... 8,667 4,667 4,667

Advertising and promotional expenses . . 12,403 33,661 41,820
Total .. ... 81,678 98,755 54,506

For the period from 1 November 2006 to 31 December 2009, our Group is also obliged to pay
a minimum guaranteed royalty to alicensor, however, such amount will be adjusted based on the actual
sales amount of the product for these years.

The contractual commitments as at 31 December 2007 were primarily related to the purchase of
advertising and promotional materials. We expect to finance the above capital expenditures primarily
with the cash generated from our operating activities and a portion of the net proceeds from the Global
Offering.
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NET CURRENT ASSETS

Details of our current assets and liabilities at each of the balance sheet date during the Track
Record Period are as follows:

As at 31 December

2005 2006 2007

RMB’000 RM B’ 000 RM B’ 000

Current assets

Inventories ............. ... ... ... 102,427 151,362 193,505

Trade and bills receivables ............ 101,526 187,959 234,383

Prepayments, deposits and other

receivables ........... ... . ... . ... 12,876 45,427 131,984

Pledged deposits . . .................. 2,500 7,880 —

Cash and bank balances .............. 14,409 22,216 215,018

Tax recoverable . . ................... 286 74 =
234,024 414,918 774,890

Current liabilities

Trade and bill payables . .............. 44,513 95,571 55,859

Deposits received, other payables and

accruals . ... 10,572 30,800 41,102

Interest-bearing bank borrowings ....... 89,250 197,000 116,000

Due to adirector ................... 15,635 3,521 32,874

Due to related parties . ............... 23,843 8,143 —

Dividend payable. ... ................ — — 129,455

Tax payables . . ........ ... ... ... .... — — 30,518
183,813 335,035 405,808

Net current assets .................. 50,211 79,883 369,082

Our net working capital improved during the year from 31 December 2005 to 31 December 2006.
We recorded a net current assets position of RMB79.9 million as at 31 December 2006, compared to
a net current assets position of RMB50.2 million as at 31 December 2005. This improvement was
primarily due to an increase in our working capital resources resulting from improvement in our
business performance in 2006 and an increase in the paid-up capital of subsidiaries contributed by
shareholders, partially offset by our capital expenditure in 2006.
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Our net working capital improved by approximately 362.0% during the period from 31 December
2006 to 31 December 2007. We recorded a net current assets position of RMB369.1 million as at 31
December 2007, compared to a net current assets position of RMB79.9 million as at 31 December
2006. This improvement was primarily due to the further improvement in our business performance
in 2007, an increase in our trade and bills receivables, prepayments, deposits and other receivables and
an increase in our cash and bank balances as a result of the investment by the Carlyle Investment
Funds. For further details about the investment by the Carlyle Investment Funds, please see the section
headed “Investment by Carlyle” in this document.

NET CURRENT ASSETS

As at 31 March 2008, we had net current assets of RMB522.3 million. Our current assets as of
31 March 2008 were comprised of inventories of RMB262.3 million, trade and bills receivables of
RMB320.2 million, prepayments, deposits and other receivables of RMB199.6 million, and cash and
bank balances of RMB446.9 million. Our current liabilities as of 31 March 2008 were comprised of
trade and bills payables of RMB265.0 million, deposits received, other payables and accruals of
RMB78.8 million, dividend payable of RMB129.5 million, interest-bearing bank borrowings of
RMB183.0 million, tax payable of RMB21.2 million and amount due to a director of RMB29.2
million.

INVENTORY ANALYSIS

During the Track Record Period, inventories were one of the principal components of our current
assets. It is imperative that we manage and control our level of inventories. The value of our
inventories accounted for approximately 43.7%, 36.5% and 25.0% of our total current assets as at 31
December 2005, 2006 and 2007, respectively.

The following table is a summary of our balance of inventories at each of the balance sheet dates
during the Track Record Period:

As at 31 December

2005 2006 2007
RMB’000 RM B’ 000 RM B’ 000
Inventories
Raw materials . ..................... 81,026 98,700 77,777
Work inprogress. . ... ... 6,485 3,237 28,853
Finished goods ..................... 14,916 49,425 86,875

Total ....... .. 102,427 151,362 193,505

Our inventories increased by approximately 47.9%, from RMB102.4 million as at 31 December
2005 to RMB151.4 million as at 31 December 2006, primarily due to an increase of RMB34.5 million
in our finished goods and RMB17.7 million in our raw materials, as a result of increased purchases
of raw materials and outsourced products from our contract manufacturers in anticipation of future
sales in early 2007 and to meet significant growth in demand for our products.
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Our inventories increased by approximately 27.8%, from RMB151.4 million as at 31 December
2006 to RMB193.5 million as at 31 December 2007, primarily due to an increase of RMB37.5 million
in our finished goods and RMB25.6 million in our work in progress, in order to meet significant
growth in demand for our products.

The following table sets out our average inventory turnover days for the Track Record Period:

For the year ended 31 December

2005 2006 2007

Average inventory turnover days V... ... 156 133 68

Note:

(1)  Averageinventory turnover days is equal to the average inventory divided by costs of sales and multiplied by 365
days.

We experienced a significant decline in our average inventory turnover days during the Track
Record Period primarily as a result of our increased use of contract manufacturers, which carried the
raw materials and work in progress as their inventories. In addition, our improved production
planning, procurement control and logistics management also reduced the level of raw material
inventories kept by us and therefore contributed to the decline in our average inventory turnover days.
For the year ended 31 December 2007, our enhanced production lines also enable us to produce our
products in smaller batches which reduced the work in progress, and to deliver our finished goods to
customers more frequently. Up to 31 March 2008, 99.6% of inventories at 31 December 2007 was sold
or consumed, and accordingly we made no provision for inventories during the Track Record Period.
Inventories were stated at cost as at 31 December 2005, 2006 and 2007.

The Directors confirm that to their best knowledge and belief, the significant increase in sales
of our branded products during the Track Record Period was not as a result of the accumulation of
inventories at the level of our distributors or third-party retailers.

The following table sets out a summary of the balance of inventories kept by the distributors of
our branded products at each of the balance sheet dates, respectively:

As at 31 December

2005 2006 2007
RMB million RMB million RMB million

Total inventories . ................... 1.2 21.0 32.4
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The following table sets out the average inventory turnover days of the distributors of our
branded products as at 31 December 2005, 2006 and 2007, respectively:

For the year ended 31 December

2005 2006 2007

Average inventory turnover days V... ... 10 28 10

Note:
(1) Average inventory turnover days is equal to average inventory divided by costs of sales of distributors and
multiplied by 365 days.

Based on the information provided by our distributors which are Independent Third Parties, our
Directors believe the main factors affecting our distributors’ inventory level during the Track Record
Period are distributors’ confidence in our products, the range of our product offering and the efficiency
of the delivery system. The average inventory turnover days of our distributors was 10 days in 2005,
primarily because we began to change our business model in 2005 from selling our branded products
to direct sales customers to selling the majority of our branded products to distributors which
maintained relatively short inventory turnover days to minimise their risks involved in their new
business with us in that year. The average inventory turnover days of our distributors increased to 28
days in 2006, primarily because, as our business model became mature in 2006, our distributors were
more confident about our products and tended to purchase relatively more goods from us. In addition,
we substantially broadened our product offering in 2006 particularly with the introduction of our
branded apparel products and our distributors therefore increased the level of inventory they kept,
which resulted in longer inventory turnover days in that year. The average inventory turnover days of
our distributors decreased from 28 days in 2006 to 10 days in 2007, primarily because we sold
significantly more of our products in 2007 and therefore were able to deliver our products to our
distributors more frequently, and our distributors also sold and delivered the products to their
third-party retail outlets more frequently. The above analysis are given by our Directors based on
information provided by the relevant distributors which are Independent Third Parties. We have not
independently verified or audited the accuracy of such information.

The differences between our average inventory turnover days and those of our distributors are
due to the fact that we and our distributors are at different levels of the supply chain. We are the
manufacturer of the goods and therefore will need to keep larger number of stock keeping units, or
SKUs, to satisfy orders from all of our distributors. On the other hand, our distributors have more
control over their inventory levels because, with respect to sales to third-party retailers, goods are
delivered to such retailers as soon as our distributors receive them from us.

The above information relating to the balance of inventory kept by, and average inventory
turnover days of, the distributors of our branded products were provided by the relevant distributors
which are Independent Third Parties, and have not been independently verified or audited by us. For
more details, please refer to “Information relating to the balance of inventory kept by, and average
inventory turnover days of, the distributors of our branded products contained in this document have
not been independently verified or audited” in the section headed “Risk Factors — Risks Relating to
Our Group’s Business” of this document.
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TRADE RECEIVABLES ANALYSIS

The following table sets out the aging analysis of our trade receivables for the Track Record
Period:

As at 31 December

2005 2006 2007
RM B’ 000 RM B’ 000 RM B’ 000
Aging analysis of trade receivables
Within 90 days ..................... 69,156 139,978 100,546
91to180days ............. ... 8,046 10,035 67,861
181to 360 days . ........ccoiin.. 15,013 9,024 19,049
Over 360 days ..................... 9,311 28,922 1,129
Trade receivables . .................. 101,526 187,959 188,585
Billsreceivables . ................... — — 45,798

Trade and bills receivables . ........... 101,526 187,959 234,383

Our distributors are invoiced at the time when such products are delivered. We generally grant
credit periods of two to three months to our distributors based on their credit history and historical
sales performance. Up to 31 March 2008, 97.7% of trade receivables at 31 December 2007 was settled
and accordingly, we made no impairment allowance for trade receivables as at 31 December 2005,
2006 and 2007.

The following table sets out our average trade receivables turnover days for the Track Record
Period:

For the year ended 31 December

2005 2006 2007

Average trade receivables
turnover days®™® .. ................. 80 109 56

Note:

(1) Average trade receivables turnover days is equal to the average trade receivables divided by revenue and
multiplied by 365 days.

The increase in the average trade receivables turnover days for the year ended 31 December
2006, compared with the year ended 31 December 2005, was predominantly due to the granting of
more favourable credit terms to all of our customers in order to promote our Xtep branded products.
Such more favourable credit terms were granted to all and not just some of our customers.
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The decrease in the average trade receivables turnover days for the year ended 31 December
2007, compared with the year ended 31 December 2006, was predominantly due to the strengthening
of our bargaining position that enable us to tighten our credit control policy.

TRADE AND BILLS PAYABLES ANALYSIS

Our trade and bills payables primarily relate to the purchase of raw materials from our suppliers,
and are non-interest-bearing with credit terms of 60 to 90 days.

The following table sets out the aging analysis of our trade payables for the Track Record Period:

As at 31 December

2005 2006 2007

RMB’000 RMB’000 RM B’ 000
Aging analysis of trade payables
Within 90 days ..................... 44,377 68,093 54,413
91to180days ........... ... — 452 1,179
181to360days ............couu... 106 — 263
Over 360 days ..............c.ov.... 30 126 4
Total trade payables ................. 44,513 68,671 55,869
Billspayables . ..................... — 26,900 —
Total trade and bills payables .......... 44,513 95,571 55,859

The following table sets out our average trade and bills payables turnover days for the Track
Record Period:

For the year ended 31 December

2005 2006 2007

Average trade and bills payables
turnover days™ .. ............. .. .. 70 74 30

Note:

(1) Average trade and bills payables turnover days is equal to the average trade and bills payables divided by cost of
sales and multiplied by 365 days.

The increase in the average trade and bills payables turnover days for the year ended 31

December 2006, compared with the year ended 31 December 2005, was predominantly due to the
increase in the use of bills payable to settle purchases from suppliers.
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The decrease in the average trade and bills payables turnover days for the year ended 31
December 2007, compared with the year ended 31 December 2006, was predominantly due to our
relationship with our suppliers that allows us to place relatively smaller orders for raw materials
provided that we agree to settle those purchases in a shorter credit period. The purpose of this
arrangement is to decrease our inventories and reduce our storage costs. We also settle our trade
payablesin atimely manner and in some cases, pay deposits for our purchases of inventories to ensure
prompt and on-time delivery by our suppliers.

PREPAYMENTS, DEPOSITS AND OTHER RECEIVABLES ANALYSIS

Prepayments, deposits and other receivables primarily consist of prepayments to suppliers,
contract manufacturers and subcontractors, prepaid advertising and promotional expenses and loan
receivables.

The following table sets out our Group’s prepayments, deposits and other receivables at each of
the balance sheet date during the Track Record Period:

As at 31 December

2005 2006 2007

RM B’ 000 RM B’ 000 RM B’ 000

Deposits paid to suppliers and contract
manufacturers . .............. .. . ... 1,412 12,286 80,670
Prepaid subcontracting fee ................ 980 6,283 26,328
Prepaid advertising and promotional expenses . — 11,374 16,560
Loanreceivables . ....................... 10,000 15,000 —
Prepaid professional fees for listing ......... — — 6,624
Others . . ..o 484 484 1,802

12,876 45,427 131,984

Our prepayments, deposits and other receivables increased by RMB32.5 million, from RMB12.9
million as at 31 December 2005 to RMB45.4 million as at 31 December 2006, primarily due to the
increase in our spending on advertising and promotional activities to build and promote our brand,
which contributed to the increase in our prepaid advertising and promotional expenses. We were also
required to make prepayments for our advertising and promotional activities.

Our prepayments, deposits and other receivables increased by RMB86.6 million, from RMB45.4
million as at 31 December 2006 to RMB132.0 million as at 31 December 2007, primarily due to the
increase in sales orders of our sportswear, which in turn increased the deposits paid to suppliers,
contract manufacturers and subcontractors for the raw materials and outsourcing the production of our
sportswear products.
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L oan receivables represented funds advanced to an Independent Third Party, a personal friend of
Mr. Ding who was in urgent need of money. The loan receivables were RMB10 million and RMB15
million as at 31 December 2005 and 2006, respectively. Such amounts were fully repaid in October
2007, and we have not made any such advances since then. Such loan advances were made pursuant
to the loan agreements entered into with the Independent Third Party and our Directors confirmed that
these loan agreements were properly approved. However, as confirmed by our PRC legal adviser,
Jingtian & Gongcheng, such loan advancing activities have contravened certain provisions of the
Lending General Provisions ({ E#GEHI)) promulgated by the PBOC in 1996. According to the Lending
General Provisions ((HzGEHT)), the maximum penalty that may be imposed on our Group by the
PBOC for such contravention is a total fine of approximately RMB8.6 million. The Controlling
Shareholders have agreed to indemnify our Group for any losses or damages suffered by our Group
as a result of any penalty imposed on us by the PBOC arising from the said advances made. The
Directors confirm that such advances were terminated in October 2007 upon its repayment in full by
the Independent Third Party borrower and will not continue after the Listing.

In order to ensure such loan advancing activities will not recur in the future, regular training will
be given to all of our Directors and senior management by our company secretary or compliance
adviser who are fully qualified in advising the requirements of the Listing Rules. Monthly internal
reporting mechanisms relating to disclosable transactions or transactions not in the course of ordinary
business will be in place and our Directors and senior management will review the transactions to
ensure their legality. We will continue to engage legal advisers to advise us on Hong Kong and PRC
related regulatory and compliance matters as necessary in due course.

DEPOSITS RECEIVED, OTHER PAYABLES AND ACCRUALS ANALYSIS

Deposits received, other payables and accruals mainly comprise deposits received from our
distributors, payables for construction in progress and value-added tax, accruals liabilities, and other
payables. Accrued liabilities primarily relate to accrued salaries.

The following table sets out our Group’s deposits received, other payables and accruals at each
of the balance sheet date during the Track Record Period:

As at 31 December

2005 2006 2007
RM B’ 000 RM B’ 000 RM B’ 000
Depositsreceived. . .................. 5,151 6,088 23,121
Accrued liabilities . . ................. 4,532 6,832 15,959
Construction cost payables. . ........... 500 9,305 —
Value-added tax payables. ............. 150 6,896 (1,368)
Other payables. .. ................... 239 1,679 3,390

10,572 30,800 41,102
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Our deposits received increased by 17.3%, from RMB5.2 million as at 31 December 2005 to
RMB6.1 million as at 31 December 2006, and increased by RMB17 million, from RMB6.1 million as
at 31 December 2006 to RMB23.1 million as at 31 December 2007. The primary reason for the
increase in our deposits received during the Track Record Period was due to increased sales volume
and as a result, our distributors placed more deposits with us according to their increased sales orders.

Our accrued liabilities increased by 51.1%, from RMB4.5 million as at 31 December 2005 to
RMB6.8 million as at 31 December 2006, and increased by 135.3%, from RMB6.8 million as at 31
December 2006 to RMB16.0 million as at 31 December 2007. The primary reason for the increase in
our accrued liabilities during the Track Record Period was the increase in our staff costs as a result
of our business expansion.

Our construction cost payables increased by RMB8.8 million, from RMBO0.5 million as at 31
December 2005 to RMB9.3 million as at 31 December 2006, and reduced to nil as at 31 December
2007. The construction cost payables in 2005 and 2006 related to our payables to contractors for the
construction work of our factory and warehouse located in Quanzhou. We did not record any
construction cost payables as at 31 December 2007 as our construction works were completed by the
end of 2007.

Our value-added tax payables increased by RMB6.7 million, from RMBO0.2 million as at 31
December 2005 to RMB6.9 million as at 31 December 2006, primarily due to increase of salesin 2006.
We had a value-added tax recoverable of RMB1.4 million as at 31 December 2007, because we made
more purchases of raw materials for producing our 2008 spring season sportswear in late 2007.

DEPOSIT PAID ANALYSIS

Pursuant to a sale and purchase agreement (the “Agreement”) dated 10 September 2003
between a predecessor company of ours and iEEAE LI LEEEMSFHIARAH  (Fujian Jinjiang
Industrial Zone Development and Construction Co., Ltd.) (the “Vendor”), an Independent Third Party,
the rights and obligations of which were transferred to our Group on 15 July 2006, we agreed to
purchase of a piece of land located at Jinjiang Wuli Industrial Zone, Fujian Province (the “Land”).
We planned to develop and use for the location of our new apparel production facility. The balance
of deposits paid in relation to the Agreement as at 31 December 2005, 2006 and 2007 were RMB6
million, RMB10 million and RMB10 million, respectively. As our Group did not receive a
confirmation date for the completion of the Agreement from the Vendor, our Group decided to seek
remedies to recover such outstanding deposit. On 25 January 2008, an agreement was made between
our Group and FMEJEEARAH  (Quanzhou Tongli Moulding Co., Ltd.), an Independent Third
Party, who agreed to pay our Group a cash consideration of RMB10 million, representing the amount
of the deposit paid by our Group. In return, #NiEIEEARAR (Quanzhou Tongli Moulding Co.,
Ltd.) replaced our Group as a party to the Agreement and our Group terminated its interests in the
Agreement. The consideration of RMB10 million was fully settled by ®RINisEIEEARAF
(Quanzhou Tongli Moulding Co., Ltd.) in March 2008.
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INDEBTEDNESS

Borrowings

The following table sets forth our indebtedness as at each of the balance sheet dates during the
Track Record Period:

As at 31 December

2005 2006 2007
RM B’ 000 RM B’ 000 RM B’ 000

Current
Bank loans — secured . .. ............. 47,250 177,000 101,000
Bank loans — unsecured . ............ 42,000 20,000 15,000

89,250 197,000 116,000

The following table sets forth the maturity profile of our bank loans as at each of the balance
sheet dates during the Track Record Period:

As at 31 December

2005 2006 2007
RM B’ 000 RM B’ 000 RM B’ 000
Analysed into:
Bank loans repayable within one year. . . 89,250 197,000 116,000

As at 31 March 2008, the latest practicable date for determining our indebtedness, our Group’s
total indebtedness amounted to RMB373 million, consisting of short-term secured bank loans of
RMB164 million, short-term unsecured bank loans of RMB19 million and preferred shares issued to
Carlyle Investment Funds of RMB190 million. We confirm that there has not been any material change
in our indebtedness since 31 March 2008.

The above bank loans are all denominated in RMB. The bank loans bear fixed interest rates
ranging from 5.022% to 6.138% per annum for the year ended 31 December 2005, ranging from
5.022% to 6.12% per annum for the year ended 31 December 2006, ranging from 5.508% to 6.561%
per annum for the year ended 31 December 2007, and ranging from 5.508% to 7.47% per annum for
the three months ended 31 March 2008. Because of the short maturity, the carrying amounts of current
bank loans approximate to their fair values.
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The bank loans of RMB47.25 million as at 31 December 2005 were secured by:

(i) corporate guarantee from Xtep (China) and Sanxing Sports; and

(if) mortgages over certain land use rights and buildings of our Group situated in the PRC.
The bank loans of RMB177 million as at 31 December 2006 were secured by:

(i) corporate guarantee from Xtep (China) and Sanxing Sports;

(if) corporate guarantee of RMB15 million from an Independent Third Party, namely
TR LA IRAR (Fujian Jinjiang An Pu Footwear Co., Ltd.);

(iii) mortgages over certain land use rights and buildings of our Group situated in the PRC; and
(iv) personal guarantee of RMB66 million from Mr. Ding and Ms. Ding Ming Fang.

The personal guarantee from Mr. Ding and Ms. Ding Ming Fang and the corporate guarantee from
TR ST 2o k2 AR A" (Fujian Jinjiang An Pu Footwear Co., Ltd.) (“An Pu Footwear”), an
Independent Third Party, expired on 28 June 2007 and 10 August 2007, respectively. The corporate
guarantee was provided by An Pu Footwear in response to the request by the lending bank for a
corporate guarantee from an Independent Third Party acceptable to them, as we increase our bank
borrowings in 2006 to support our rapid business expansion. We and/or our connected persons did not
provide any cross-guarantee and/or counter-guarantee to An Pu Footwear. The lending bank did not
request us to continue to secure such a corporate guarantee from an Independent Third Party after its
expiry in 10 August 2007, primarily due to our improved creditworthiness as a result of our continuous
business expansion in 2007.

The bank loans of RMB101 million as at 31 December 2007 were secured by:

(i) corporate guarantee from Sanxing Sports and Koling (Fujian); and

(i) mortgages over the land use rights and buildings of our Group situated in the PRC.

The bank loans of RMB164 million as at 31 March 2008 were secured by:

(i) corporate guarantee from Sanxing Sports and Koling (Fujian); and

(i) mortgages over the land use rights and buildings of our Group situated in the PRC.

On 13 June 2007, the Carlyle Investment Funds made its a first tranche of investment to our
Company through the subscription of convertible bonds with a principal amount of approximately
RMB40,000,000 (the “Convertible Bonds”). The Convertible Bonds bear interest at 5% per annum and
have a term of 6 months. On the maturity date, the Carlyle Investment Funds could request for the

repayment or convert all or part of the Convertible Bonds into our Series A Preferred Shares at a
predetermined valuation.
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On 18 September 2007, the Carlyle Investment Funds made its second tranche of investment by
subscribing to 10,112,360 Series A Preferred Shares of our Company at a consideration of
approximately RMB180,000,000. In addition, the Carlyle Investment Funds converted the Convertible
Bondsinto 2,247,190 Series A Preferred Shares of our Company. In aggregate, the Carlyle Investment
Funds held 12,359,550 Series A Preferred Shares as at 18 September 2007, being the issuance date,
and as at 31 December 2007.

Subsequent to the balance sheet date, on 21 March 2008, the Carlyle Investment Funds converted
a total of 1,565,168 Series A Preferred Shares into 1,565,168 ordinary Shares of our Company,
represented approximately 1.5% of our Company total ordinary Shares in issue at that date after the
conversion. The Carlyle investment Funds held 10,794,382 Series A Preferred Shares as at 31 March
2008.

Save as disclosed above, and apart from intra-group liabilities, our Group did not have
outstanding mortgages, charges, debentures, loan capital, bank overdrafts, loans, debt securities or
other similar indebtedness, finance leases or hire purchase commitments, liabilities under acceptances
or acceptance credits or any guarantees or other material contingent liabilities outstanding at 31 March
2008.

Gearing ratios

Our gearing ratio was 40.7%, 39.9% and 40.6% as at 31 December 2005, 2006 and 2007,
respectively. Gearing ratio is derived by dividing the debts incurred in the ordinary course of business
by total assets.

Our gearing ratio decreased from 40.7% as at 31 December 2005 to 39.9% as at 31 December
2006 due to the repayment of amounts due to a director and related parties. Our gearing ratio then
increased from 39.9% as at 31 December 2006 to 40.6% as at 31 December 2007, as we increased our
long term liabilities as a result of the investments by the Carlyle Investment Funds in our Group,
partially offset by the repayment of certain bank loans.

WORKING CAPITAL

Our Directors believe that after taking into account the net proceeds available to us from the
Global Offering and our operating cash flow, we will have sufficient working capital for our present
requirements and for the next 12 months from the date of this document.

OFF-BALANCE SHEET COMMITMENTS AND ARRANGEMENTS

As at the Latest Practicable Date, our Group had not entered into any off-balance sheet
transactions.

CONTINGENT LIABILITIES

As at 31 December 2007, our Group did not have significant contingent liabilities. Our Group
is currently not involved in any material legal proceedings, nor is our Group aware of any pending or
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potential material legal proceedings involving our Group. If our Group is involved in any material
legal proceedings in the future, and based on information then available, it is likely that a loss has
been incurred and the amount of the loss can be reasonably estimated, we would then record a
contingent liability.

DISTRIBUTABLE RESERVES

As at 31 December 2007, our Group had distributable reserves of RMB229.2 million, which is
available for distribution to the equity holders of our Group.

DIVIDEND AND DIVIDEND POLICY

We declared a dividend of RMB129,455,000 to our registered shareholders on 17 September
2007 and we confirm that such dividend will be settled by our Company before Listing. Apart from
the said dividend, no other dividends were paid by us or any of our subsidiaries to their then
shareholders during the Track Record Period.

The payment and the amount of any dividends, if paid, will depend on the results of operations,
cash flows, financial condition, statutory and regulatory restrictions on the payment of dividends by
us, future prospects and other factors that we may consider relevant. Holders of the Shares will be
entitled to receive such dividends pro rata according to the amounts paid up or credited as paid up on
the Shares. The declaration, payment, and amount of dividends will be subject to our discretion.

Dividends may be paid only out of our distributable profits as permitted under the relevant laws.
To the extent profits are distributed as dividends, such portion of profits will not be available to be
reinvested in our operations. There can be no assurance that we will be able to declare or distribute
any dividend in the amount set out in any plan of the Board, or at all. The dividend distribution record
in the past may not be used as a reference or basis to determine the level of dividends that may be
declared or paid by us in the future.

Subject to the factors described above, the Board of Directors currently intends to recommend
at the next annual shareholders meeting of our Company an annual dividend of no less than 30% of
our net profit available for distribution to our shareholders after the Global Offering.

PROPERTY INTERESTS AND PROPERTY VALUATION

Jones Lang LaSalle Sallmanns Limited, an independent property valuer, has valued our property
interests as of 31 March 2008 and is of the opinion that the value of our property interests as of such
date was an aggregate amount of RMB133.4 million. The full text of the letter, summary of valuation
and valuation certificates with regard to such property interests are set out in Appendix 1V to this
document.
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The statement below shows the reconciliation of aggregate amounts of certain properties and
prepaid land lease payments as reflected on the audited consolidated financial information as at 31
December 2007 as set out in Appendix | to this document with the valuation of these properties and
lease prepayments as at 31 March 2008 as set out in Appendix IV to this document.

RM B’ 000 RM B’ 000
Valuation of properties (including the prepaid land lease
payments) owned by our Group as at 31 March 2008 as
set out in the property valuation report in Appendix 1V to
thisdocument . ......... ... . .. . . . .. ... 133,402
Net book value of the following properties as at 31
December 2007 as set out in Appendix | to this
document:
— Buildings. . .. ... 54,553
— Prepaid land lease payments . ................... 22,271
Net book value as at 31 December 2007 ............... 76,824
Add: Additions of prepaid land lease payments during the
period from 1 January 2008 to 31 March 2008
(unaudited) . ... 579
Less: Depreciation of buildings for the three months ended
31 March 2008 (unaudited) .................... (731)
Less: Amortisation of prepaid land lease payments for the
three months ended 31 March 2008 (unaudited). . . .. (125)
Net book value as at 31 March 2008 (unaudited) ........ 76,547
Net valuation surplus. . .. ... ... 56,855

DISCLOSURE REQUIRED UNDER THE LISTING RULES

Our Directors have confirmed that there are no circumstances which, had our Group been
required to comply with Rules 13.13 to 13.19 in Chapter 13 of the Listing Rules, would have given
rise to a disclosure requirement under Rules 13.13 to 13.19 of the Listing Rules.
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NO MATERIAL ADVERSE CHANGE

Our Directors confirm that, up to the Latest Practicable Date, there has been no material adverse
change in the financial or trading position or prospects of our Group since 31 December 2007 and
there is no event since 31 December 2007 that would materially affect the information shown in the
accountants’ report set out in Appendix | to this document.

QUANTITATIVE AND QUALITATIVE INFORMATION ABOUT MARKET RISKS

Interest Rate Risk

Our Group does not have any significant exposure for risk of changes in market interest rates as
our Group’'s debt obligations were all with fixed interest rates.

Foreign Currency Risk

Our Group mainly operates in the PRC with most of the transactions settled in RMB. Our
Group’s assets and liabilities, and transactions arising from its operations are mainly denominated in
RMB. Our Group has not used any forward contract or currency borrowing to hedge our exposure as
foreign currency risk is considered to be minimal.

Credit Risk

Our Group trades only with recognised and creditworthy customers. It is our Group’s policy that
all customers who wish to trade on credit terms are subject to credit verification procedures. In
addition, receivable balances are monitored on an ongoing basis and our Group’s exposure to bad
debts is not significant.

Since our Group trades only with recognised and creditworthy third parties, there is no
requirement for collateral.

The credit risk of our Group’s other financial assets which comprise cash and cash balances,
pledged deposits and other receivables, arises from default of the counterparty, with a maximum
exposure equal to the carrying amounts of these instruments.

Commodity price risk

The major raw materials used in the production of our Group’s products included rubber and
plastics. Our Group is exposed to fluctuations in the prices of these raw materials which are influenced
by global aswell as regional supply and demand conditions. Fluctuations in the prices of raw materials
could adversely affect our Group’s financial performance. Our Group historically has not entered into
any commodity derivative instruments to hedge the potential commodity price changes.
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Liquidity Risk

Liquidity risk is the risk of non-availability of funds to meet all contractual financial
commitments as they fall due. Our Group does not have any significant exposure to liquidity risk as
our Group was in a net current asset position as at 31 December 2005, 2006 and 2007.

Effects of Inflation

According to the China Statistical Bureau, China’'s overall national inflation rate, as represented
by changes in the general consumer price index, was approximately 1.8%, 1.8% and 4.8% in the years
ended 31 December 2005, 2006 and 2007, respectively. The inflation rate in China has been subject
to an upward trend since 2007. Although there can be no assurance as to the impact in future periods,
inflation has not had a significant effect on our business during the past three years. As at the Latest
Practicable Date, our Group’s business have not been materially affected by any inflation or deflation.

RELATED PARTY TRANSACTIONS

With respect to the related parties transactions set out in the Accountants’ Report in Appendix
| to this document, our Directors confirm that these transactions were conducted on normal
commercial terms and/or our terms are not less favourable than terms available from Independent
Third Parties, which are considered fair, reasonable and in the interest of the shareholders of our
Company as a whole.
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FUTURE PLANS

See the section headed “Business — Our Strategies” for a detailed description of our future
plans.
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The following is the text of a report, prepared for the purpose of incorporation in this document,
received from the reporting accountants of our Group, Ernst & Young, Certified Public Accountants,
Hong Kong.

18th Floor

EERNST & YOUNG Two International Finance Centre

8 Finance Street
Central
Hong Kong

[#] 2008

The Directors

Xtep International Holdings Limited

J.P. Morgan Securities (Asia Pacific) Limited
UBS AG

Dear Sirs,

We set out below our report on the financial information regarding Xtep International Holdings
Limited (formerly known as Xtep International Holdings Ltd.), (the “Company”) and its subsidiaries
(hereinafter collectively referred to as the “Group”) for each of the three years ended 31 December
2005, 2006 and 2007 (the “Relevant Periods”), for inclusion in the document of the Company dated
[21 May 2008] (the “Document”) in connection with the initial listing of the shares of the Company
on the Main Board of The Stock Exchange of Hong Kong Limited (the “Listing”).

The Company was incorporated in the Cayman Islands on 10 April 2007 as an exempted company
with limited liability under the Companies Law, Chapter 22 (Law 3 of 1961, as consolidated and
revised) of the Cayman Islands. Pursuant to a group reorganisation, as more fully explained in the
section headed “History and Corporate Structure” in the Document and in Appendix V1 “ Statutory and
General Information” to the Document (the “Group Reorganisation”), the Company became the
holding company of the subsidiaries now comprising the Group, the particulars of which are as set out
in note 18 under Section Il “Notes to Financial Information” below, on 19 September 2007.

The Company’s principal activity isinvestment holding. The Group is principally engaged in the
manufacture and sale of sportswear, including footwear, apparel and accessories, in the People’'s
Republic of China (the “PRC”). The Company and its subsidiaries have adopted 31 December as their
financial year end date.

As the date of this report, no audited financial statements of Xtep International Development
Limited have been prepared since its date of incorporation as it is not subject to the statutory audit
requirements in its jurisdiction of incorporation.
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The statutory financial statements of Xtep (China) Co., Ltd. (“Xtep (China)”) were prepared in
accordance with the applicable accounting principles and financial regulations applicable to PRC
enterprises and were audited by BEFKImEEEEHEIERAF (Xiamen Yong Rui Heng Xin Accountants
Office Co., Ltd.*) and RINFERAGRFASFHIELAT (Quanzhou Huatian Certified Public Accountants,
Ltd.*), registered in the PRC, for the year ended 31 December 2005 and for each of the two years
ended 31 December 2006 and 2007, respectively. The statutory financial statements of Sanxing Sports
Goods Co., Ltd. Quanzhou (“Sanxing Sports’) were prepared in accordance with the applicable
accounting principles and financial regulations applicable to PRC enterprises and were audited by
ErkEREE S AIERAR  (Xiamen Yong Rui Heng Xin Accountants Office Co., Ltd.*), and
SNFERARE &S (Quanzhou Huatian Certified Public Accountants, Ltd.*), registered in the
PRC, for each of the two years ended 31 December 2006, and for the year ended 31 December 2007,
respectively. The statutory audited financial statements of Koling (Fujian) Garment Co., Ltd. (“Koling
Fujian”) were prepared in accordance with the applicable accounting principles and financial
regulations applicable to PRC enterprises and were audited by RINFERGRETGEHFHHT (Quanzhou
Huatian Certified Public Accountants, Ltd.*), registered in the PRC, for the period from 5 February
2007 (date of establishment) to 31 December 2007.

No statutory audited financial statements have been prepared for Xtep Sports Goods Co., Ltd.
Jinjiang (“Xtep Jinjiang”) and EFRERERHBERAFR (“Xtep Xiamen”) since their dates of
establishment as Xtep Jinjiang and Xtep Xiamen have not yet been involved in any significant
business transactions since their dates of establishment.

For the purpose of this report, we have carried out independent audit procedures in accordance
with Hong Kong Standards on Auditing (“HKSAS") issued by the Hong Kong Institute of Certified
Public Accountants (the “HKICPA”) on the management accounts of these companies which were
prepared in accordance with HKFRSs, (which also include Hong Kong Accounting Standards and
Interpretations) issued by HKICPA and generally accepted accounting principles in Hong Kong.

We acted as the auditors of Koling (HK) Development Co., Limited and Xtep (Hong Kong)
Enterprise Limited since their dates of incorporation on 13 September 2006 and 27 March 2007,
respectively.

The financial information which includes the consolidated income statements, consolidated
statements of changes in equity and consolidated cash flow statements of the Group for each of the
Relevant Periods, the consolidated balance sheets of the Group as at 31 December 2005, 2006 and
2007 and the balance sheet of the Company as at 31 December 2007 (collectively referred to as the
“Financial Information”) set out in this report has been prepared based on the audited financial
statements or where appropriate, the management accounts of the companies now comprising the
Group and are prepared on the basis set out in note 1 under Section Il “Notes to Financial Information”
below.

* For identification only
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The audited financial statements and the management accounts are the responsibilities of the
directors of the respective companies who approve their issuance. The directors of the Company are
responsible for the contents of the Document, including preparation of the Financial Information. In
preparing the Financial Information, it is fundamental that appropriate accounting policies are selected
and consistently applied, that the judgements and estimates made are prudent and reasonable. It is our
responsibility to form an independent opinion, based on our examination, solely on the Financial
Information and to report our opinion to you.

Procedures performed in respect of the Relevant Periods

For the purpose of this report, we have carried out an independent audit on the Financial
Information for the Relevant Periods in accordance with HKSAs issued by the HKICPA, and have
carried out such additional procedures as we considered necessary in accordance with the Auditing
Guideline 3.340 “Prospectuses and the Reporting Accountant” issued by the HKICPA.

Opinion in respect of the Relevant Periods

In our opinion, on the basis of presentation set out in note 1 under Section Il “Notes to Financial
Information” below, the Financial Information together with the notes thereto gives, for the purpose
of this report, atrue and fair view of the consolidated state of affairs of the Group as at 31 December
2005, 2006 and 2007, the state of affairs of the Company as at 31 December 2007, and of the
consolidated results and cash flows of the Group for each of the Relevant Periods.
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. FINANCIAL INFORMATION

CONSOLIDATED INCOME STATEMENTS

The consolidated results of the Group for the Relevant Periods, prepared on the basis set out in
note 1 under Section Il below are as follows:

Year ended 31 December

2005 2006 2007
Notes RM B’ 000 RM B’ 000 RM B’ 000
Revenue .......... ... ...... ... ... 5 297,445 483,562 1,364,947
Costofsales...................... (237,731) (347,474) (921,804)
Grossprofit ...... ... .. ... ..., 59,714 136,088 443,143
Other income and gains . ............ 5 437 963 4,417
Selling and distribution costs ......... (29,251) (56,153) (119,414)
General and administrative expenses . . . . (13,170) (17,651) (42,151)
Other operating expenses . ........... (3,372) (6,227) (16,627)
Financecosts ..................... 6 (5,270) (6,948) (14,179)
Profit beforetax .................. 7 9,088 50,072 255,189
TaX o 9 (877) (3) (33,311)
Profit for theyear ................. 8,211 50,069 221,878
Dividend .................. ... ... 12 — — 129,455
Earnings per share attributable to
equity holders of the Company
— Basic (RMB cents) ............. 13 0.56 3.41 15.11
— Diluted (RMB cents) ........... N/A N/A 14.52
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CONSOLIDATED BALANCE SHEETS

The consolidated balance sheets of the Group as at 31 December 2005, 2006 and 2007, prepared
on the basis set out in note 1 under Section Il below, are as follows:

31 December

2005 2006 2007
Notes RM B’ 000 RMB’000 RM B’ 000
Non-current assets ................
Property, plant and equipment . ........ 14 53,015 74,844 96,585
Prepaid land lease payments . ......... 15 22,718 22,277 21,763
Depositpaid . ..................... 16 6,000 10,000 10,000
Intangible assets . .................. 17 173 363 289
81,906 107,484 128,637
Current assets
Inventories ............. ... ... .... 19 102,427 151,362 193,505
Trade and bills receivables ........... 20 101,526 187,959 234,383
Prepayments, deposits and other
receivables ..................... 12,876 45,427 131,984
Pledged deposits .. ................. 21 2,500 7,880 —
Cash and bank balances ............. 22 14,409 22,216 215,018
Tax recoverable ................... 286 74 —
234,024 414,918 774,890
Current liabilities
Trade and bills payables .. ........... 23 44,513 95,571 55,859
Deposits received, other payables and
accruals . . ... 24 10,572 30,800 41,102
Interest-bearing bank borrowings ...... 25 89,250 197,000 116,000
Due to adirector .................. 26 15,635 3,521 32,874
Due to related parties ............... 27 23,843 8,143 —
Dividend payable. . ................. — — 129,455
Tax payable ......... ... ... .. .... — — 30,518
183,813 335,035 405,808
Net current assets ................. 50,211 79,883 369,082
Total assets less current liabilities . . .. 132,117 187,367 497,719
Non-current liabilities
Preferred shares .. ................. 28 — — 216,599
Derivative component of preferred shares 28 — — 1,324
Total non-current liabilities . .......... — — 217,923
Net Assets . ... 132,117 187,367 279,796
Equity
Equity attributable to equity holders of
the Company ....................
Issued share capital ................ 29 117,812 122,993 936
Reserves .......... ... ... .. ... ..... 30(a) 14,305 64,374 278,860
Total equity ...................... 132,117 187,367 279,796
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CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

The changes in the consolidated shareholders’ equity of the Group for the Relevant Periods,
prepared on the basis set out in note 1 under Section Il below, are as follows:

At 1 January 2005 . . .. ..
Profit for theyear . . . . . ..

Total income and expenses
for theyear - . ... .. ..

Increase in paid-in capital of
a subsidiary . .. ... ...
Transfer to statutory surplus
fund .. ...

At 31 December 2005 and
1 January 2006. . . . . ..
Profit for theyear . . . .. ..

Total income and expenses
for theyear . ... ... ..

Increase in paid-in capital of
a subsidiary . .. ... ...
Transfer to statutory surplus
fund . ... ..o

At 31 December 2006 and
1 January 2007 . ... ..
Exchange realignment

Total income and expenses
directly recognised in
equity . ... ...

Profit for theyear . . . .. ..

Total income and expenses
fortheyear . ........

Increase in paid-in capital of
subsidiaries . . ... ....
Issue of shares of the
Company . . .........
Capital contribution from
minority interest . . .. ..
Acquisition of minority
interest . . ... ... .. ..
Acquisition of subsidiaries
pursuant of the Group
Reorganisation . . ... ..
Acquisition of subsidiaries
by cash pursuant to the
Group Reorganisation . . .
Transfer to statutory surplus
fund .. ...
Dividend declared during
theyear .. .........

At 31 December 2007 . . ..

Attributable to equity holders of the Company

I ssued Statutory Exchange
share Capital surplus fluctuation Retained  Total Minority  Total
capital reserve funds reserve profits reserves interest equity

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(note 29) (note (i)) (note (ii))

63,333 — — — 6,094 6,094 — 69,427
— — — — 8,211 8,211 — 8,211

— — — — 8,211 8,211 — 8,211
54,479 — — — — — — 54,479
— — 1,653 — (1,653) — — —
117,812 — 1,653 — 12,652 14,305 — 132,117
— — — — 50,069 50,069 — 50,069

— — — — 50,069 50,069 — 50,069
5,181 — — — — — — 5,181
— — 9,066 — (9,066) — — —
122,993 — 10,719 — 53,655 64,374 — 187,367
— — — 3,463 — 3,463 — 3,463

— — — 3,463 — 3,463 — 3,463

— — — — 221,878 221,878 — 221,878

— — — 3,463 221,878 225,341 — 225341
34,701 — — — — — — 34,701
936 — — — — — - 936

— — — — — — 17,500 17,500

_ _ — — — — (17,500)  (17,500)

(157,694) 157,694 — — — 157,694 — —
—  (39,094) — — —  (39,094) —  (39,094)

— — 35,397 — (35,397) — — —

— — — — (129,455) (129,455) —  (129,455)

936 118,600 46,116 3,463 110,681 278,860 — 279,796
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Notes:

(i) The capital reserve represents the excess of the nominal value of the paid-in capital of the subsidiaries acquired pursuant
to the Group Reorganisation over the consideration paid for acquiring these subsidiaries.

(if)  In accordance with the relevant regulations applicable in the PRC, subsidiaries established in the PRC are required to
transfer a certain percentage of their statutory annual profits after tax (after offsetting any prior year’'s losses), if any,
to the statutory surplus fund until the balance of the fund reaches 50% of their respective registered capital. Subject to
certain restrictions as set out in the relevant PRC regulations, the statutory surplus fund may be used to offset against
accumulated losses of the respective PRC subsidiaries. The amount of the transfer is subject to the approval of the board
of directors of the respective PRC subsidiaries.
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CONSOLIDATED CASH FLOW STATEMENTS

The consolidated cash flow statements of the Group for the Relevant Periods, prepared on the

basis set out in note 1 under Section Il below, are as follows:

Year ended 31 December

2005 2006 2007
Notes RMB’000 RMB’000 RM B’ 000
CASH FLOWS FROM OPERATING
ACTIVITIES
Profit beforetax: .................. 9,088 50,072 255,189
Adjustments for:
Interest income .................. 57 (82) (270) (2,276)
Financecosts . ................... 6 5,270 6,948 14,179
Loss on write-off of items of property,
plant and equipment . ............ 7 17 — —
Loss on disposal of items of property,
plant and equipment .. ........... 7 — — 1,891
Depreciation .................... 7 4,805 5,526 8,017
Amortisation of intangible assets . . . .. 7 44 7 74
Amortisation of prepaid land lease
payments ............... ... ... 7 282 695 490
Fair value gain on derivative
component of preferred shares ... .. 7 — — (27)
19,424 62,978 277,537
Increase in inventories .............. (2,152) (48,935) (42,143)
Increase in trade and bills receivables . . (78,564) (86,433) (46,424)
Decrease/(increase) in prepayments,
deposits and other receivables . ... ... 43,126 (27,551) (101,533)
Increase/(decrease) in trade and bills
payables ............. . ... .. .. .. (1,888) 51,058 (39,712)
Increase/(decrease) in deposits received,
other payables and accruals ......... (33,840) 20,228 10,302
Increase/(decrease) in amount due to a
director ......... ... .. ... . .. 23,893 (12,114) (22,576)
Increase/(decrease) in amounts due to
related parties ................... 23,843 (15,700) (8,143)
Cash generated from/(used in) operations (6,158) (56,469) 27,308
Interest income . ................... 57 82 270 2,276
Interest paid ...................... 6 (5,270) (6,948) (13,973)
Overseas taxes refunded/(paid) ........ (2,325) 209 (2,719)
Net cash inflow/(outflow) from operating
activities . ........ ... ... . ... .. (13,671) (62,938) 12,892
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Year ended 31 December

2005 2006 2007
Notes RMB’000 RMB’000 RMB’000

CASH FLOWS FROM INVESTING

ACTIVITIES
Purchases of items of property, plant and

equipment ......... ... ... . 14 (13,805) (27,355) (33,198)
Increase in deposit paid ............. (6,000) (4,000) —
Proceeds from disposal of an item of

property, plant and equipment ....... 3,197 — 1,549
Additions to prepaid land lease payments 15 (14,176) (254) —
Additions to intangible assets ......... 17 — (197) —
Decrease/(increase) in pledged deposits . (2,500) (5,380) 7,880
Decrease/(increase) in loan receivables . . (10,000) (5,000) 15,000
Exchange realignment . ... ........... — — (1,202)
Net cash used in investing activities . . .. (43,284) (42,186) (9,971)
CASH FLOWS FROM FINANCING

ACTIVITIES
Increase in paid-in capital of

subsidiaries. . . ...... ... o 54,479 5,181 34,701
Capital contribution from a minority

shareholder . .................... — — 17,500
New bank loans . .................. 9,250 107,750 —
Repayment of bank loans ............ — — (81,000)
Issue of convertible bonds ........... 28 — — 40,000
Issue of preferred shares . ............ 28 — — 180,000
Transaction costs for issuing preferred

shares .............. ... ... ..... 28 — — (2,256)
Issue of ordinary shares ............. 29 — — 936
Net cash inflow from financing activities 63,729 112,931 189,881
NET INCREASE IN CASH AND CASH

EQUIVALENTS . ................. 6,774 7,807 192,802
Cash and cash equivalents at beginning

ofyear ... . ... 7,635 14,409 22,216
CASH AND CASH EQUIVALENTS AT

END OF YEAR .. ................ 14,409 22,216 215,018
ANALYSIS OF CASH AND CASH

EQUIVALENTS
Cash and bank balances ............. 14,409 22,216 215,018
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BALANCE SHEET

The balance sheet of the Company as at 31 December 2007 is as follows:

31 December 2007

Notes RM B’ 000
Non-current assets
Interests in subsidiaries . ............ .. . .. ... 18 229,787
Current assets
Due from asubsidiary . .. ........ ... . .. .. . e 129,455
Prepayment . .. ... ... .. 3,472
Cash and bank balances ............ ... ... . ... ... ... .... 22 12,383
145,310
Current liabilities
ACCrUAlS . . o 24 3
Dueto adirector ........... .. ... 26 27,579
Dividend payable. . . ... .. .. . . 129,455
157,037
Net current liabilities . ....... ... ... . . .. . (11,727)
Total assets less current liabilities . ..................... 218,060
Non-current liabilities
Preferred shares .. ....... ... .. . . . . . . . . . . . . 28 216,599
Derivative component of preferred shares .. ................ 28 1,324
217,923
Net assets . ... ... e 137
Equity
Issued share capital . ........... ... ... . . .. .. .. 29 936
Reserve ... 30(b) (799)
Total equity . ... ... 137
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II. NOTESTO FINANCIAL INFORMATION

1. CORPORATE INFORMATION AND BASIS OF PRESENTATION

The Company is a limited liability company incorporated in the Cayman Islands. The Company’s registered office is
located at Codan Trust Company (Cayman) Limited, Cricket Square, Hutchins Drive, PO Box 2681, Grand Cayman, KY 1-1111,
Cayman Islands. Pursuant to the Group Reorganisation as more fully described in the section headed “History and Corporate
Structure” in the Document and in Appendix VI “Statutory and General Information” to the Document, the Company became
the holding company of the subsidiaries now comprising the Group on 19 September 2007.

The Group Reorganisation involved business combination of entities under common control and the Group is regarded
and accounted for as a continuing group. Accordingly, for the purpose of this report, the Financial Information has been
prepared on a combined basis by applying the principles of merger accounting.

The consolidated income statements, consolidated statements of changes in equity and consolidated cash flow statements
of the Group include the results of operations and cash flows of the subsidiaries now comprising the Group and have been
prepared as if the current group structure had been in existence as at the beginning of the Relevant Periods, or since the
respective dates of their incorporation or establishment, where this is a shorter period. The consolidated balance sheets of the
Group as at 31 December 2005, 2006 and 2007 have been prepared to present the assets and liabilities of the Group as at the
respective dates as if the current group structure had been in existence at those dates.

All significant intra-group transactions and balances have been eliminated on consolidation.

Minority interest represents the interest of an outside shareholder not held by the Group in the results and net assets of
the Company’s subsidiaries. Acquisition of minority interest is accounted for using the parent entity extension method whereby
the difference between the consideration and the book value of the share of the net assets acquired is recognised as goodwill.

2.1  PRINCIPAL ACCOUNTING POLICIES

Basis of preparation

The Financial Information has been prepared in accordance with Hong Kong Financial Reporting Standards (“HKFRSs")
(which also include all Hong Kong Financial Reporting Standards, Hong Kong Accounting Standards (“HKAS") and
Interpretations) issued by the HKICPA and generally accepted accounting principles in Hong Kong. All HKFRSs effective for
the accounting periods commencing from 1 January 2005, 2006 and 2007, together with the relevant transitional provision, have
been early adopted by the Group in the preparation of the Financial Information throughout the Relevant Periods.

The Financial Information has been prepared under the historical cost convention, except for the derivative component
of preferred shares which is measured at fair value, in accordance with the accounting policies set out below which conform
with HKFRSs and is presented in Renminbi (“RMB”) with all values rounded to the nearest thousand except when otherwise
indicated.

Subsidiaries

A subsidiary is an entity whose financial and operating policies the Company controls, directly or indirectly, so as to
obtain benefits from its activities.

The results of subsidiaries are included in the Company’s income statement to the extent of dividends received and
receivable. The Company’s interests in subsidiaries are stated at cost less any impairment |osses.
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Related parties

A party is considered to be related to the Group if:

(@)  the party, directly or indirectly through one or more intermediaries, (i) controls, is controlled by, or is under
common control with, the Group; (ii) has an interest in the Company that gives it significant influence over the
Group; or (iii) has joint control over the Group;

(b)  the party is a member of the key management personnel of the Group;

(c)  the party is a close member of the family of any individual referred to in (a) or (b);

(d) the party is an entity that is controlled, jointly controlled or significantly influenced by or for which significant
voting power in such entity resides with, directly or indirectly, any individual referred to in (b) or (c); or

(e)  the party is a post-employment benefit plan for the benefit of the employees of the Group, or of any entity that
is arelated party of the Group.

Impairment of non-financial assets

Where an indication of impairment exists, or when annual impairment testing for an asset is required (other than
inventories, deferred tax assets and financial assets), the asset’ s recoverable amount is estimated. An asset’ s recoverable amount
is calculated as the higher of the asset’s or cash-generating unit’s value in use and its fair value less costs to sell, and is
determined for an individual asset, unless the asset does not generate cash inflows that are largely independent of those from
other assets or groups of assets, in which case, the recoverable amount is determined for the cash-generating unit to which the
asset belongs.

An impairment loss is recognised only if the carrying amount of an asset exceeds its recoverable amount. In assessing
value in use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects
current market assessments of the time value of money and the risks specific to the asset. An impairment loss is charged to the
consolidated income statements in the period in which it arises in those expense categories consistent with the function of the
impaired asset, unless the asset is carried at arevalued amount, in which case the impairment loss is accounted for in accordance
with the relevant accounting policy for that revalued asset.

An assessment is made at each reporting date as to whether there is any indication that previously recognised impairment
losses may no longer exist or may have decreased. If such indication exists, the recoverable amount is estimated. A previously
recognised impairment loss of an asset is reversed only if there has been a change in the estimates used to determine the
recoverable amount of that asset, however not to an amount higher than the carrying amount that would have been determined
(net of any depreciation/amortisation), had no impairment loss been recognised for the asset in prior years/periods. A reversal
of such impairment loss is credited to the consolidated income statements in the period in which it arises, unless the asset is
carried at arevalued amount, in which case the reversal of the impairment loss is accounted for in accordance with the relevant
accounting policy for that revalued asset.

Property, plant and equipment and depreciation

Property, plant and equipment, other than construction in progress, are stated at cost |ess accumulated depreciation and
any impairment |osses.

The cost of an item of property, plant and equipment comprises its purchase price and any directly attributable costs of
bringing the assets to its working condition and location for its intended use. Expenditure incurred after the items of property,
plant and equipment have been put into operation, such as repairs and maintenance, is normally charged to the consolidated
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income statements in the period in which it is incurred. In situations where it can be clearly demonstrated that the expenditure
has resulted in an increase in the future economic benefits expected to be obtained from the use of an item of property, plant
and equipment, and where the cost of the item can be measured reliably, the expenditure is capitalised as an additional cost of
that asset or as a replacement.

Depreciation is calculated on the straight-line basis to write off the cost of each item of property, plant and equipment
to its residual value over its estimated useful life. The estimated useful lives used for this purpose are as follows:

Buildings Over the shorter of lease terms and 20 years
Leasehold improvements Over the shorter of lease terms and 5 years
Plant and machinery 5 to 10 years

Motor vehicles 5 years

Furniture, fixtures and office equipment 5 years

Where parts of an item of property, plant and equipment have different useful lives, the cost of that item is allocated on
a reasonable basis among the parts and each part is depreciated separately.

Residual values, useful lives and depreciation method are reviewed, and adjusted if appropriate, at each balance sheet
date.

An item of property, plant and equipment is derecognised upon disposal or when no future economic benefits are
expected from its use or disposal. Any gain or loss on disposal or retirement recognised in the consolidated income statements
in the year the asset is derecognised is the difference between the net sales proceeds and the carrying amount of the relevant
asset.

Construction in progress represents a building under construction, which is stated at cost less any impairment |osses, and
is not depreciated. Cost comprises the direct costs of construction during the period of construction. Construction in progress
is reclassified to the appropriate category of property, plant and equipment when completed and ready for use.

Intangible assets

The useful lives of intangible assets are assessed to be either finite or indefinite. Intangible assets with finite lives are
amortised over the useful economic life and assessed for impairment whenever there is an indication that the intangible asset
may be impaired. The amortisation period and the amortisation method for an intangible asset with a finite useful life are
reviewed at least at each balance sheet date.

Patents and trademarks

Patents and trademarks are stated at cost, less any impairment losses, and are amortised on the straight-line basis over
their estimated useful lives of five years.

Research and development costs

All research costs are charged to the consolidated income statements as incurred.

Expenditure incurred on projects to develop new products is capitalised and deferred only when the Group can
demonstrate the technical feasibility of completing the product so that it will be available for use or sale, its intention to
complete and its ability to use or sell the asset, how the asset will generate future economic benefits, the availability of
resources to complete the project and the ability to measure reliably the expenditure during the development. Product
development expenditure which does not meet these criteria is expensed when incurred.

1-13



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

APPENDIX | ACCOUNTANTS REPORT

Financial assets

Financial assets in the scope of HKAS 39 “Financial Instruments: Recognition and Measurements” are classified as loans
and receivables. When financial assets are recognised initially, they are measured at fair value. The Group considers whether
a contract contains an embedded derivative when the Group first becomes a party to it. The embedded derivatives are separated
from the host contract which is not measured at fair value through profit or loss when the analysis shows that the economic
characteristics and risks of embedded derivatives are not closely related to those of the host contract.

The Group determines the classification of its financial assets after initial recognition and, where allowed and
appropriate, re-evaluates this designation at the balance sheet date.

All regular way purchases and sales of financial assets are recognised on the trade date, that is, the date that the Group
commits to purchase or sell the asset. Regular way purchases or sales are purchases or sales of financial assets that require
delivery of assets within the period generally established by regulation or convention in the marketplace.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an
active market. Such assets are subsequently carried at amortised cost using the effective interest method. Amortised cost is
calculated taking into account any discount or premium on acquisition and includes fees that are an integral part of the effective
interest rate and transaction costs. Gains and losses are recognised in the consolidated income statements when the loans and
receivables are derecognised or impaired, as well as through the amortisation process.

Impairment of financial assets

The Group assesses at each balance sheet date whether there is any objective evidence that a financial asset or a group
of financial assets is impaired.

Assets carried at amortised cost

If there is objective evidence that an impairment loss on loans and receivables carried at amortised cost has been
incurred, the amount of the loss is measured as the difference between the asset’s carrying amount and the present value of
estimated future cash flows (excluding future credit losses that have not been incurred) discounted at the financial asset’'s
original effective interest rate (i.e., the effective interest rate computed at initial recognition). The carrying amount of the asset
is reduced either directly or through the use of an allowance account. The amount of the impairment loss is recognised in the
consolidated income statements.

The Group first assesses whether objective evidence of impairment exists individually for financial assets that are
individually significant, and collectively for financial assets that are not individually significant. If it is determined that no
objective evidence of impairment exists for an individually assessed financial asset, whether significant or not, the asset is
included in a group of financial assets with similar credit risk characteristics and that group is collectively assessed for
impairment. Assets that are individually assessed for impairment and for which an impairment loss is or continues to be
recognised are not included in a collective assessment of impairment.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related objectively to
an event occurring after the impairment was recognised, the previously recognised impairment loss is reversed. Any subsequent
reversal of an impairment loss is recognised in the consolidated income statements, to the extent that the carrying value of the
asset does not exceed its amortised cost at the reversal date.
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In relation to trade receivables, an impairment allowance is made when there is objective evidence (such as the
probability of insolvency or significant financial difficulties of the debtor) that the Group will not be able to collect all of the
amounts due under the original terms of an invoice. The carrying amount of the receivables is reduced through the use of an
allowance account. Impaired debts are derecognised when they are assessed as uncollectible.

Derecognition of financial assets

A financial asset (or, where applicable, a part of a financial asset or part of a group of similar financial assets) is
derecognised where:

. the rights to receive cash flows from the asset have expired;

. the Group retains the rights to receive cash flows from the asset, but has assumed an obligation to pay them in
full without material delay to a third party under a “pass-through” arrangement; or

. the Group has transferred its rights to receive cash flows from the asset and either (a) has transferred substantially
all the risks and rewards of the asset, or (b) has neither transferred nor retained substantially all the risks and
rewards of the asset, but has transferred control of the asset.

Where the Group has transferred its rights to receive cash flows from an asset and has neither transferred nor retained
substantially all the risks and rewards of the asset nor transferred control of the asset, the asset is recognised to the extent of
the Group’s continuing involvement in the asset. Continuing involvement that takes the form of a guarantee over the transferred
asset is measured at the lower of the original carrying amount of the asset and the maximum amount of consideration that the
Group could be required to repay.

Derecognition of financial liabilities

A financial liability is derecognised when the obligation under the liability is discharged or cancelled or expires.

When an existing financial liability is replaced by another from the same lender on substantially different terms, or the
terms of an existing liability are substantially modified, such an exchange or modification is treated as a derecognition of the
original liability and a recognition of a new liability, and the difference between the respective carrying amounts is recognised
in the consolidated income statements.

Financial liabilities at amortised cost (including interest-bearing loans and borrowings)

Financial liabilities including trade and bills payables, interest-bearing borrowings and other monetary liabilities are
initially stated at fair value less directly attributable transaction costs and are subsequently measured at amortised cost, using
the effective interest method unless the effect of discounting would be immaterial, in which case they are stated at cost.

Gains and losses are recognised in the consolidated income statements when the liabilities are derecognised as well as
through the amortisation process.

Inventories

Inventories are stated at the lower of cost and net realisable value after making due allowances for obsolete or slow
moving items. Cost is determined on a weighted average basis and, in the case of work in progress and finished goods,
comprises direct materials, direct labour and an appropriate proportion of overheads. Net realisable value is based on the
estimated selling prices less any estimated costs to be incurred to completion and disposal.
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L eases

Leases where substantially all the rewards and risks of ownership of assets remain with the lessor are accounted for as
operating leases. Where the Group is the lessee, rentals payable under the operating leases are charged to the consolidated
income statements on the straight-line basis over the lease terms.

L eases where substantially all the rewards and risks of ownership of assets remain with the lessor are accounting for as
operating leases. Where the Group is the lessor, assets leased by the Group under operating leases are included in non-current
assets, and rental s receivable under the operating leases are credited to the consolidated income statements on the straight-line
basis over the lease terms. Where the Group is the lessee, rentals payable under the operating leases are charged to the
consolidated income statements on the straight-line basis over the lease terms.

Prepaid land lease payments under operating leases are initially stated at cost and subsequently recognised on the
straight-line basis over the lease terms.

Cash and cash equivalents

For the purpose of the consolidated cash flow statements, cash and cash equivalents comprise cash on hand and demand
deposits, and short term highly liquid investments which are readily convertible into known amounts of cash and which are
subject to an insignificant risk of changes in value, and have a short maturity of generally within three months when acquired,
less bank overdrafts which are repayable on demand and form an integral part of the Group’s cash management.

For the purpose of the balance sheets, cash and bank balances comprise cash on hand and at banks, including term
deposits, which are not restricted as to use.

Provisions

A provision is recognised when a present obligation (legal or constructive) has arisen as a result of a past event and it
is probable that a future outflow of resources will be required to settle the obligation, provided that a reliable estimate can be
made of the amount of the obligation.

When the effect of discounting is material, the amount recognised for a provision is the present value at the balance sheet
date of the future expenditures expected to be required to settle the obligation. The increase in the discounted present value
amount arising from the passage of time is included in finance costs in the consolidated income statements.

Income tax

Income tax comprises current and deferred tax. Income tax is recognised in the consolidated income statements, or in
equity if it relates to items that are recognised in the same or a different period directly in equity.

Current tax assets and liabilities for the current and prior periods are measured at the amount expected to be recovered
from or paid to the taxation authority.

Deferred tax is provided, using the liability method, on all temporary differences at the balance sheet date between the
tax bases of assets and liabilities and their carrying amounts for financial reporting purposes.

Deferred tax liabilities are recognised for all taxable temporary differences, except:

. where the deferred tax liability arises from the initial recognition of an asset or liability in a transaction that is
not a business combination and, at the time of the transaction, affects neither the accounting profit nor taxable
profit or loss; and
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. in respect of taxable temporary differences associated with investments in subsidiaries, except where the timing
of the reversal of the temporary differences can be controlled and it is probable that the temporary differences will
not reverse in the foreseeable future.

Deferred tax assets are recognised for all deductible temporary differences, carryforward of unused tax credits and
unused tax losses, to the extent that it is probable that taxable profit will be available against which the deductible temporary
differences, and the carryforward of unused tax credits and unused tax losses can be utilised except:

. where the deferred tax asset relating to the deductible temporary differences arises or the initial recognition of an
asset or liability in a transaction that is not a business combination and, at the time of the transaction, affects
neither the accounting profit nor taxable profit or loss; and

. in respect of deductible temporary differences associated with investments in subsidiaries, deferred tax assets are
only recognised to the extent that it is probable that the temporary differences will reverse in the foreseeable future
and taxable profit will be available against which the temporary differences can be utilised.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent that it is no
longer probable that sufficient taxable profit will be available to allow all or part of the deferred tax asset to be utilised.
Conversely, previously unrecognised deferred tax assets are reassessed at each balance sheet date and are recognised to the
extent that it is probable that sufficient taxable profit will be available to allow all or part of the deferred tax asset to be utilised.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the period when the asset
is realised or the liability is settled, based on tax rates (and tax laws) that have been enacted or substantively enacted at the
balance sheet date.

Deferred tax assets and deferred tax liabilities are offset if alegally enforceable right exists to set off current tax assets
against current tax liabilities and the deferred taxes relate to the same taxable entity and the same taxation authority.

Revenue recognition

Revenue is recognised when it is probable that the economic benefits will flow to the Group and when the revenue can
be measured reliably, on the following bases:

(a)  from the sale of goods, when the significant risks and rewards of ownership have been transferred to the buyer,
provided that the Group maintains neither managerial involvement to the degree usually associated with
ownership, nor effective control over the goods sold;

(b)  interest income, on an accrual basis using the effective interest method by applying the rate that discounts the
estimated future cash receipts through the expected life of the financial instrument to the net carrying amount of
the financial asset;

(c) rental income, on a time proportion basis over the lease terms; and

(d) dividend income, when the shareholder’s rights to receive payment has been established.

Dividends

Interim dividends are simultaneously proposed and declared, because the Company’s memorandum and articles of
association grant the directors the authority to declare interim dividends. Consequently, interim dividends are recognised
immediately as a liability when they are proposed and declared.

Final dividends proposed by the directors are classified as a separate allocation of retained profits within the equity
section of the consolidated balance sheets, until they have been approved by the shareholders in a general meeting. When these
dividends have been approved by the shareholders and declared, they are recognised as a liability.
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Borrowing costs

Borrowing costs are recognised as expenses in the consolidated income statements in the period in which they are
incurred.

Government grants

Government grants are recognised at their fair value where there is reasonable assurance that the grant will be received
and all attaching conditions will be complied with. When the grant relates to an expense item, it is recognised as income over
the periods necessary to match the grant on a systematic basis to the costs that it is intended to compensate. Where the grant
relates to an asset, the fair value is deducted from the carrying amount of the asset and released to the consolidated income
statements by way of a reduced depreciation charge.

Employee benefits

Pension schemes

The Group operates a defined contribution Mandatory Provident Fund retirement benefits scheme (the “MPF Scheme”)
under the Mandatory Provident Fund Schemes Ordinance, for those employees who are eligible to participate in the MPF
Scheme. Contributions are made based on a percentage of the employees’ basic salaries and are charged to the consolidated
income statements as they become payable in accordance with the rules of the MPF Scheme. The assets of the MPF Scheme
are held separately from those of the Group in an independently administered fund. The Group’s employer contributions vest
fully with the employees when contributed into the MPF Scheme.

The employees of the Group’s subsidiaries which operate in Mainland China are required to participate in central pension
schemes operated by the local municipal government. The subsidiaries are required to contribute certain percentages of its
payroll costs to the central pension schemes. The contributions are charged to the consolidated income statements as they
become payable in accordance with the rules of the central pension scheme.

Other benefits

The Group contributes on a monthly basis to defined contribution housing, medical and other benefit plans organised by
the PRC government. The PRC government undertakes to assume the benefit obligations of all existing and retired employees
under these plans. Contributions to these plans by the Group are expensed as incurred. The Group has no further obligations
for benefits for their qualified employees under these plans.

Foreign currencies

These Financial Information are presented in RMB, which is the Company’s presentation currency. The functional
currency of the Company is Hong Kong dollar which is the currency of the primary environment in which the Company
operates. Each entity in the Group determines its own functional currency and items included in the financial statements of each
entity are measured using that functional currency. Foreign currency transactions are initially recorded using the functional
currency rates ruling at the dates of the transactions. Monetary assets and liabilities denominated in foreign currencies are
retranslated at the functional currency rates of exchange ruling at the balance sheet date. All differences are taken to the
consolidated income statements. Non-monetary items that are measured in terms of historical cost in a foreign currency are
translated using the exchange rates at the dates of the initial transactions. Non-monetary items measured at fair value in a
foreign currency are translated using the exchange rates at the date when the fair value was determined.
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The functional currencies of certain overseas subsidiaries are currencies other than RMB. As at the balance sheet date,
the assets and liabilities of these entities are translated into the presentation currency of the Company at exchange rates ruling
at the balance sheet date and, their income statements are translated into RMB at the weighted average exchange rates for the
year. The resulting exchange differences are included in a separate component of equity, the exchange fluctuation reserve. On
disposal of a foreign entity, the deferred cumulative amount recognised in equity relating to that particular foreign operation
is recognised in the consolidated income statements.

For the purpose of the consolidated cash flow statements, the cash flows of overseas subsidiaries are translated into RMB
at the exchange rates ruling at the dates of the cash flows. Frequently recurring cash flows of overseas subsidiaries which arise
throughout the year are translated into RMB at the weighted average exchange rates for the year.

Convertible bonds and preferred shares

Convertible bond, which is convertible into preferred shares, is classified as a current liability on initial recognition
based on the maturity date of the instrument. In subsequent periods, the convertible bond is carried at amortised cost using the
effective interest method.

Preferred shares with embedded derivative features are split into liability and derivative components according to their
fair values for measurement purposes. On issuance of the preferred shares, the fair value of the derivative component is
determined based on valuation; and this amount is carried as a non-current liability until extinguished on conversion or
redemption. The remainder of the proceeds is allocated to the liability component and is carried as a non-current liability on
the amortised cost basis until extinguished on conversion or redemption. The derivative component is remeasured at each
balance sheet date and any gains or losses arising from change in fair value are recognised in the consolidated income
statements.

2.2 IMPACT OF ISSUED BUT NOT YET EFFECTIVE HONG KONG FINANCIAL REPORTING STANDARDS

The Group has not applied the following new and revised HKFRSs, that have been issued but are not yet effective, in
the Financial Information.

HKFRS 2 Amendment Share-based Payment — Vesting Conditions and Cancellations®

HKFRS 3 (Revised) Business Combinations?

HKFRS 8 Operating Segments*

HKAS 1 (Revised) Presentation of Financial Statements®

HKAS 23 (Revised) Borrowing Costs!

HKAS 27 (Revised) Consolidated and Separate Financial Statements?

HK(IFRIC)-Int 11 HKFRS 2 — Group and Treasury Share Transactions®

HK(IFRIC)-Int 12 Service Concession Arrangements®

HK(IFRIC)-Int 13 Customer Loyalty Programmes*

HK(IFRIC)-Int 14 HKAS 19 — The Limit on a Defined Benefit Asset, Minimum Funding

Requirements and their Interaction®

1 Effective for annual periods beginning on or after 1 January 2009
2 Effective for annual periods beginning on or after 1 July 2009

3 Effective for annual periods beginning on or after 1 March 2007
4 Effective for annual periods beginning on or after 1 July 2008

S Effective for annual periods beginning on or after 1 January 2008

The Group is in the process of making an assessment of the impact of these new and revised HKFRSs upon initial
application. So far, it has concluded that while the adoption of HKFRS 8 may result in new or amended disclosures, these new
and revised HKFRSs are unlikely to have a significant impact on the Group’s results of operations and financial position.
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3. SIGNIFICANT ACCOUNTING JUDGEMENT AND ESTIMATES

Judgement and estimates

In the process of applying the Group’s accounting policies, management has made judgement, apart from those involving
estimates, which has an effect on the amounts recognised in the Financial Information.

The Group makes estimates and assumptions concerning the future. The resulting accounting estimates will, by definition
seldom equal to the related actual results. The key assumptions concerning the future and other key sources of estimation
uncertainty at the balance sheet date, that have a significant risk of causing a material adjustment to the carrying amounts of
assets and liabilities within the next financial year including those judgements made which have the most significant effect on
the amounts recognised in the Financial Information, are discussed below.

Classification between investment properties and owner-occupied properties

The Group determines whether a property qualifies as an investment property, and has developed criteria in making that
judgement. Investment property is a property held to earn rentals or for capital appreciation or both. Therefore, the Group
considers whether a property generates cash flows largely independently of the other assets held by the Group. Owner-occupied
properties generate cash flows that are attributable not only to property but also to other assets not held by the Group.

Some properties comprise a portion that is held to earn rentals or for capital appreciation and another portion that is held
for use in the supply of goods or services or for administrative purposes. If these portions could be sold separately (or leased
out separately under afinance |lease), the Group accounts for the portions separately. If the portions could not be sold separately,
the property is an investment property only if an insignificant portion is held for use in the supply of goods or services or for
administrative purposes.

Judgement is made on an individual property basis to determine whether ancillary services are so significant that a
property does not qualify as an investment property.

Accounting treatment of preferred shares

The Group recognised a financial liability during the year ended 31 December 2007 in respect of the obligation to repay
Carlyle Investment Funds (as defined in note 28) pursuant to a redemption option granted to Carlyle Investment Funds to
demand the Company to repurchase all of the preferred shares held by Carlyle Investment Funds pursuant to the Agreements
(as defined in note 28). The Group’s management has assessed the terms of the Agreements and the facts and circumstance, and
concluded that in respect of the funds contributed by Carlyle Investment Funds, a financial liability shall be recognised as at
31 December 2007. The financial liability is recognised initially at fair value plus transaction costs that are directly attributable
to the issue of the financial liability. After initial recognition, the financial liability is measured at amortised cost using the
effective interest method.

Useful lives of property, plant and equipment

The Group determines the estimated useful lives and related depreciation charges for its property, plant and equipment.
This estimate is based on the historical experience of the actual useful lives of property, plant and equipment of similar nature
and functions. Management will revise the depreciation charge where useful lives are different to the ones previously estimated,
it will write-off or write-down technically obsolete or non-strategic assets that have been abandoned or sold.

Net realisable value of inventories
Net realisable value of inventories is the estimated selling price in the ordinary course of business less estimated selling
expenses. These estimates are based on the current market conditions and the historical experience of selling merchandise of

similar nature. It could change significantly as aresult of changes in customer taste or competitor actions. The Group reassesses
these estimates at each balance sheet date.
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Impairment allowances for trade and other receivables

The Group estimates the impairment allowances for trade and other receivables by assessing the recoverability based on
credit history and prevailing market conditions. This requires the use of estimates and judgements. Allowances are applied to
trade and other receivables where events or changes in circumstances indicate that the balances may not be collectible. Where
the expectation is different from the original estimate, such difference will affect the carrying amounts of trade and other
receivables and thus the impairment loss in the period in which such estimate is changed. The Group reassesses the impairment
allowances at each balance sheet date.

4. SEGMENT INFORMATION

The Group is principally engaged in the manufacture and sale of sportswear, including footwear, apparel and accessories.
All of the Group’s products are of a similar nature and subject to similar risk and returns. Accordingly, the Group’s operating
activities are attributable to a single business segment.

In addition, the Group’s revenue, expenses, results, assets and liabilities and capital expenditures are predominantly
attributable to a single geographical region, which is the PRC. Therefore, no analysis in business or geographical segment is
presented.

5. REVENUE, OTHER INCOME AND GAINS

Revenue, which is also the Group’s turnover, represents the net invoiced value of goods sold during the Relevant Periods,
after allowances for returns and trade discounts.

An analysis of revenue, other income and gains is as follows:

Year ended 31 December

2005 2006 2007
RM B’ 000 RMB’000 RM B’ 000
Revenue
Manufacture and sale of sportswear: . .........
Footwear . . ... .. ... ... .. .. .. .. ... 294,817 441,948 849,135
Apparel . ... 2,628 40,596 497,635
ACCESSOINES . . . . v i i i i — 1,018 18,177
297,445 483,562 1,364,947
Other income and gains
Interest income . . ... .. ... L 82 270 2,276
Penalty charged to suppliers . .. ... ... ...... — — 830
Rental income . ... ... ... ... ... . ... ..., 40 345 345
Subsidy income from the PRC government * . . . .. 275 316 900
Fair value gain on derivative component of preferred
shares . .. ... . ... — — 27
Others . . . . . . . 40 32 39
437 963 4,417
297,882 484,525 1,369,364
* There are no unfulfilled conditions or contingencies relating to these subsidies.
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6.

FINANCE COSTS

Interests on bank loans repayable within five years
Interest expense on preferred shares . . . ... ... ..

PROFIT BEFORE TAX

Year ended 31 December

2005 2006 2007
RMB’000 RMB’000 RMB’000
5,270 6,948 13,973
— — 206
5,270 6,948 14,179

The Group’s profit before tax is arrived at after charging/(crediting):

Cost of inventories sold* . . .. ... ............
Depreciation . . . .. .. ... .. ...
Amortisation of intangible assets** . . ... ... .....

Employee benefits expenses (including directors’

remuneration — note 8): . . ... ... ... ...
Wages and salaries . . . ... ... ...
Pension scheme contributions*** . . . ... ... .. ..

Auditors’ remuneration . . . ... ...
Amortisation of prepaid land lease payments . . ... ..

Loss on write-off of items of property, plant and

equipment . . . ...

Loss on disposal of items of property, plant and

equipment . . ... ..
Research and development costs**** . . ... .......

Fair value gain on derivative component of preferred

shares . . . . ...
Rental income . ... ... ... .. ... ... . .......
Interest income . ... ... ... ... ...

Year ended 31 December

2005 2006 2007
Notes  RMB’000 RMB’ 000 RMB’ 000

237,731 347,474 921,804

14 4,805 5,526 8,017
17 44 7 74
35,574 55,802 107,756

1,765 2,877 5,591

37,339 58,679 113,347

29 180 160

15 282 695 490
17 — —

— — 1,891

3,372 6,227 16,627
28 — — 27)
(40) (345) (345)
(82) (270) (2,276)

* The cost of inventories sold includes approximately RMB31,886,000, RMB52,380,000 and RMB83,239,000 for
each of the three years ended 31 December 2005, 2006 and 2007, respectively, relating to direct staff cost,
depreciation of the manufacturing facilities and amortisation of prepaid land lease payments, which are also
included in the respective total amounts disclosed above for each of these types of expenses.

*x The amortisation of intangible assets for the Relevant Periods is included in “ General and administrative
expenses” on the face of the consolidated income statements.
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***  As at 31 December 2005, 2006 and 2007, the Group had no forfeited contributions available to reduce its
contributions to the pension schemes in future years.

**** Research and development costs for the Relevant Periods are included in “ Other operating expenses” on the face
of the consolidated income statements.

8. DIRECTORS AND SENIOR EXECUTIVES REMUNERATION

(a) Directors’ remuneration

Details of directors’ and senior executives’' remuneration are as follows:

Year ended 31 December

2005 2006 2007
RMB’000 RM B’ 000 RMB’000
Fees . . . . . . — — —
Other emoluments:
Salaries, bonuses, allowances and benefits in kind . . 244 567 660
Pension scheme contributions . . . . ... ........ 12 15 15

256 582 675

Year ended 31 December 2005

Salaries,
bonuses,
allowances
and benefits  Pension scheme Total
Fees in kind contributions remuneration
RMB’000 RMB’000 RM B’ 000 RMB’000
Executive directors:
DingShuiPo.................... — 62 3 65
DingMei Qing. . ................. — 47 3 50
LinZhang Li . .. ................. — 51 3 54
Ding Ming Zhong . . . ... .. .. ....... — 52 3 55
YeQi . . — 32 — 32

— 244 12 256

Non-executive director:
XiaoFeng. . ... ... .. .. ... ...... — — — —

Independent non-executive directors:

SinKaMan .................... — — — —
XuPeng Xiang . . . . ... ..o — — — —
Gao XianFeng. . . ... ............. — — — —
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Year ended 31 December 2006

Salaries,
bonuses,
allowances
and benefits  Pension scheme Total
Fees in kind contributions remuneration
RMB’000 RMB’000 RMB’000 RM B’ 000
Executive directors:
Ding Shui Po. ... ................ — 185 3 188
DingMei Qing. ... ............... — 105 3 108
LinZhang Li . .. ... ... .......... — 56 3 59
Ding Ming Zhong . . . ... .. .. ....... — 97 3 100
YeQi .. ... . — 124 3 127
— 567 15 582
Non-executive director:
XiaoFeng . ... ... .. .. ... .. ... — — — —
Independent non-executive directors:
SinKaMan . ................... — — — —
XuPeng Xiang. . . ... ... . ... — — — —
Gao XianFeng . . . .. .............. — — — —
Year ended 31 December 2007
Salaries,
bonuses,
allowances
and benefits  Pension scheme Total
Fees in kind contributions remuneration
RMB’000 RM B’ 000 RMB’000 RMB’000
Executive directors:
DingShuiPo.................... — 177 3 180
DingMei Qing. . ................. — 117 3 120
LinZhang Li . .. ................. — 87 3 90
Ding Ming Zhong . . . .. ... ......... — 60 3 63
YeQi .. ... . — 219 3 222

— 660 15 675

Non-executive director:
XiaoFeng .. ...... .. ... ... ... — — — —

Independent non-executive directors:

SinKaMan . ................... — — — _
XuPeng Xiang. . . .. .............. — — — _
Gao XianFeng . . .. .. ............. — — — —
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There was no arrangement under which a director waived or agreed to waive any remuneration during the Relevant
Periods.

(b)  Five highest paid individuals

The five highest paid employees during each of the Relevant Periods included five, three, and two directors, respectively,
details of whose remuneration are set out in note 8(a) above. Details of the remuneration of the remaining nil, two and three
non-director, highest paid employees for each of the Relevant Periods are as follows:

Year ended 31 December

2005 2006 2007
RMB’000 RMB’ 000 RMB’000
Salaries, bonuses, allowances and benefits in kind . . — 225 697
Pension scheme contributions . . . . ... ........ — 6 10

— 231 707

All the non-director, highest paid employees had remunerations fell within the band of nil to RMB1,000,000.

During the Relevant Periods, no remuneration was paid by the Group to any of the directors of the Company or any of
the non-director, highest paid employees as an inducement to join or upon joining the Group or as compensation for loss of
office.

The Group offers its staff competitive remuneration packages. The Group’s remuneration policies are formulated based
on the performance of individual employees and are reviewed regularly. Subject to the Group’s profitability, the Group may
also provide a discretionary bonus to its employees as an incentive for their contribution to the Group. The primary goal of the
remuneration policy with regard to the remuneration packages of the Group’s executive directorsis to enable the Group to retain
and motivate executive directors by linking their compensation with performance as measured against corporate objectives
achieved.

The principal elements of the Group’s executive directors remuneration packages include basic salaries, discretionary
bonuses and housing benefits.

9. TAX

No provision for Hong Kong profits tax has been made as the Group did not generate any assessable profits arising in
Hong Kong during each of the Relevant Periods. Taxes on profits assessable in the PRC have been calculated at the prevailing
rates, based on existing legislation, interpretations and practices in respect thereof.

Year ended 31 December

2005 2006 2007
RMB’000 RMB’000 RM B’ 000
Current tax — Mainland China
Charge for theyear . ... ... ... ... ...... 877 3 33,311
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According to the then income tax law of the PRC for foreign invested enterprises and foreign enterprises and as approved
by relevant PRC tax authorities, Xtep (China), a foreign-invested enterprise, was exempted from the PRC enterprise income tax
for its first two profitable years, commencing from 1 January 2005, and thereafter is entitled to a 50% reduction in the PRC
enterprise income tax for the subsequent three years from 1 January 2007 to 31 December 2009.

Sanxing Sports, a foreign-invested enterprise, was also exempted from the PRC enterprise income tax for its first two
profitable years, commencing from 1 January 2000, and thereafter is entitled to a 50% reduction in the PRC enterprise income
tax for the subsequent three years from 1 January 2002 to 31 December 2004. With effect from 1 January 2005, the applicable
tax rate is 24%.

Koling (Fujian), a foreign-invested enterprise, was also exempted from the PRC enterprise income tax for its first two
profitable years and thereafter is entitled to a 50% reduction in the PRC enterprise income tax for the subsequent three years.

Under the new Enterprise Income Tax Law of the PRC (“New Tax Law”) and its implementation rules (effective on 1
January 2008), the PRC enterprise income tax rate for domestic-invested and foreign-invested enterprises is unified to 25%.
Also, aforeign-invested enterprise established before the New Tax Law was promulgated, which is entitled to foreign-invested
enterprise income tax holiday, can continue to enjoy the existing tax holiday until its expiry subject to a 5-year period
restriction. Consequently, Xtep (China) can continue to enjoy the 50% reduction in the new unified PRC enterprise income tax
rate of 25% for the years ending 31 December 2008 and 2009. Koling (Fujian) will enjoy exemption from the PRC enterprise
income tax for the years ending 31 December 2008 and 2009 and thereafter will be entitled to a 50% reduction in the PRC
enterprise income tax for the subsequent three years. The applicable tax rate for Sanxing Sports will be 25% for the year ending
31 December 2008 and onwards.

No provision for the PRC enterprise income tax has been made for other PRC companies comprising the Group during
each of the Relevant Periods as they have not yet commenced business operations.

A reconciliation of the tax expense applicable to profit before tax using the applicable statutory rates for the jurisdictions
in which the Company and the majority of its subsidiaries are operated to the tax expense at the effective tax rates are as
follows:

Year ended 31 December

2005 2006 2007

RM B’ 000 RMB’000 RM B’ 000
Profit beforetax . . . .. ... ... ............ 9,088 50,072 255,189
Tax at the applicablerates . . . .. ... ... ...... 2,454 13,519 68,977
Lower tax rate due to tax holidays . . . . ... ... .. (1,577) (13,516) (36,497)
Expenses not deductible for tax . . ... ........ — — 691
Tax losses not recognised . . . .. ............ — — 140
Tax charge at the Group's effectiverate . . ... ... 877 3 33,311

The Group has tax losses arising in Hong Kong of approximately RMB800,000 for the year ended 31 December 2007
that are available indefinitely for offsetting against future taxable profits of the companiesin which it arose. Deferred tax asset
has not been recognised as at 31 December 2007 in respect of the tax losses as the directors of the Company consider that it
is not possible that future taxable profit will be available against which tax losses can be utilised in the foreseeable future.

There was no unprovided deferred tax in respect of each of the Relevant Periods and as at the balance sheet date of 2005,
2006 and 2007.
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10. LOSSATTRIBUTABLE TO EQUITY HOLDERS OF THE COMPANY

The consolidated profit attributable to equity holders of the Company for the each of the three years ended 31 December
2005, 2006 and 2007 includes a loss of nil, nil and approximately RMB799,000, which has been dealt with in the financial
information of the Company (note 30(b)).

11. RELATED PARTY TRANSACTIONS

The Group had the following material transactions with related parties during the Relevant Periods:

(a) During the year ended 31 December 2007, the Group paid subcontracting fees of RMB6,695,000 to a related
company (the “Subcontractor”) owned by the directors of the Company, namely Lin Zhang Li and Ding Mei Qing,
for footwear production services. The directors of the Company are of the opinion that the above transaction was
conducted on normal commercial terms and in the ordinary course of business. Deposit of RMB2,616,000 was paid
to the Subcontractor for the subcontracting services as at 31 December 2007 which was included under
prepayments, deposits and other receivables in the consolidated balance sheets. Subsequent to the balance sheet
date, on 17 January 2008, Lin Zhang Li and Ding Mei Qing transferred their interests in the Subcontractor to
unrelated parties of the Group, namely Yang Sheng Li and Yang Mei Jing, at a consideration of RMB8,000,000,
which was equal to the paid-in capital of the Subcontractor at the time of transfer and was approximated to the
net asset value of the Subcontractor of RMB7.9 million as at 31 December 2007. The directors of the Company
confirm that the transaction with the Subcontractor will continue after the Listing but no disclosure in the aspect
of related party transaction will be made after the disposal of the interest in the Subcontractor to Yang Sheng Li
and Yang Mei Jing as they are not related parties to the Group.

(b)  Ding Shui Po, a director of the Company, and Ding Ming Fang, the spouse of Ding Shui Po, have guaranteed
certain bank loans made available to the Group up to RMB66,000,000 during the year ended 31 December 2006,
as further detailed in note 25 to the Financial Information. The above transaction was discontinued upon expiry
of the guarantee on 28 June 2007.

(c) Upon establishment on 5 January 2007, Xtep Xiamen was a non-wholly owned subsidiary of the Group and has
not yet commenced business operation since then and up to date of this report. On 21 October 2007, the Group
acquired 35% equity interest in Xtep Xiamen from Lin Zhang Li at a consideration of RMB17,500,000, which was
equivalent to 35% portion of paid-in capital contributed by Zhang Li. Therefore, no goodwill arose from the above
acquisition. Thereafter, Xtep Xiamen became a wholly-owned subsidiary of the Group (note 18(vi)). The above
transaction was completed as at 31 December 2007.

(d) Ding Shui Po and Ding Ming Fang agreed to transfer to the Group certain trademarks and patents, which are in
relation to the Group’s operations and in the process of registration with the relevant PRC authorities, at nil
consideration. The Group will have proper title over the said trademarks and patents once the registration with the
relevant PRC authorities is completed. Upon completion of the registration process of the trademarks and patents,
the transaction will be discontinued after the Listing.
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(e) Compensation of key management personnel of the Group, including directors' remuneration as detailed in note
8 to the Financial Information:

Year ended 31 December

2005 2006 2007
RM B’ 000 RMB’000 RMB’000
Short term employee benefits . . . . . ... ... 244 567 660
Post-employment benefits . . . ... ....... 12 15 15
Total compensation paid to key management
personnel . . ... ... ... ... 256 582 675

(f) Details of the outstanding balances with a director and related parties as at the end of each of the Relevant Periods
are disclosed in notes 26 and 27 to the Financial Information, respectively.

12. DIVIDEND

An interim dividend of RMB129,455,000 was declared by the Company to its registered shareholders on 17 September
2007 and the directors of the Company confirm that such dividend will be settled before the Listing.

Apart from the above, no dividend was paid by the Company’s subsidiaries to their then shareholders during each of the
two years ended 31 December 2005 and 2006.

The rates of dividend and the number of shares ranking for dividend are not presented as such information is not
meaningful for the purpose of this report.

13. EARNINGS PER SHARE ATTRIBUTABLE TO EQUITY HOLDERS OF THE COMPANY

The calculation of basic earnings per share amounts for each of the Relevant Periods is based on the profit for the year
attributable to equity holders of the Company for each of the Relevant Periods and on the assumption that [1,468,500,007]
ordinary shares had been issued throughout the Relevant Periods, comprising the 100,000,000 ordinary shares in issue at 31
December 2007 and the corresponding [1,368,500,007] ordinary shares to be issued pursuant to the capitalisation issue.

There is no diluted earnings per share amounts presented for the two years ended 31 December 2005 and 2006 as there
were no diluting events existed during each of these years. The calculation of diluted earnings per share amount for the year
ended 31 December 2007 is based on the consolidated profit attributable to the equity holders of the Company of
RMB221,878,000 adjusted to reflect the imputed interest expense on preferred shares of RMB206,000 and the fair value gain
on derivative component of preferred shares of RMB27,000. The weighted average number of ordinary shares of
[1,529,482,193] used in the calculation is the number of ordinary shares in issue at 31 December 2007 and the corresponding
ordinary shares to be issued pursuant to the capitalisation issue, as used in the basic earnings per share amounts calculation,
and the weighted average number of ordinary shares assumed to have been issued on the deemed conversion of the convertible
bonds and 12,359,550 preferred shares and the corresponding [169,140,443] ordinary shares to be issued pursuant to the
capitalisation issue.

The total ordinary shares of [1,537,640,450] to be issued pursuant to the capitalisation issue are described more fully
in the paragraph headed “Written resolutions of our Shareholders and holders of Series A Preferred Shares passed on 7 May
2008" in Appendix VI to the Document.
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14.

PROPERTY, PLANT AND EQUIPMENT

Group

Cost:

As at 1 January 2005 . . .

Additions
Written-off
Disposals

As at 31 December 2005
and 1 January 2006
Additions

As at 31 December 2006
and 1 January 2007
Additions
Disposals
Transfers

As at 31 December 2007 .

Accumulated depreciation:
As at 1 January 2005 . . .
Provided during the year .

Written-off
Disposals

As at 31 December 2005
and 1 January 2006

Provided during the year .

As at 31 December 2006
and 1 January 2007

Provided during the year .

Disposals

As at 31 December 2007 .

Net carrying amount:

As at 31 December 2005 .

As at 31 December 2006 .

As at 31 December 2007 .

Furniture,
fixtures
Leasehold  Plant and  Motor  and office Construction
Buildings improvements machinery vehicles equipment in progress Total
RM B’ 000 RM B’ 000 RMB’000  RMB’000 RMB’000 RM B’ 000 RM B’ 000
29,599 — 28,098 275 1,916 — 59,888
10,482 — 548 183 2,592 — 13,805
— — — — (50) — (50)
— — (3,451) — — — (3,451)
40,081 — 25,195 458 4,458 — 70,192
11,760 — 8,161 2,549 2,940 1,945 27,355
51,841 — 33,356 3,007 7,398 1,945 97,547
11,239 977 12,745 2,398 5,131 708 33,198
— — (4,725) — — — (4,725)
1,469 — — — 1,184 (2,653) —
64,549 977 41,376 5,405 13,713 — 126,020
3,788 — 8,355 10 506 — 12,659
1,640 — 2,647 123 395 — 4,805
- - — - (33) - (33)
— — (254) — — — (254)
5,428 — 10,748 133 868 — 17,177
1,973 — 2,529 260 764 — 5,526
7,401 — 13,277 393 1,632 — 22,703
2,595 — 3,265 579 1,578 — 8,017
— — (1,285) — — — (1,285)
9,996 — 15,257 972 3,210 — 29,435
34,653 — 14,447 325 3,590 — 53,015
44,440 — 20,079 2,614 5,766 1,945 74,844
54,553 977 26,119 4,433 10,503 — 96,585

The Group’s buildings were situated in Mainland China and was held under medium term |eases.
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As at 31 December 2005, 2006 and 2007, certain of the Group’s buildings with net book values of approximately
RMB10,755,000, RMB10,134,000 and RMB9,513,000, respectively, were pledged to secure general banking facilities granted
to the Group (note 25).

Building ownership certificate in respect of a warehouse with net book value of approximately RMB2,891,000 as at 31
December 2007 and included in the Group’s buildings have not been obtained by the Group. In addition, the Group is still in
the process of applying for the building ownership certificates in respect of warehouses and dormitories with net book value
of approximately RMB3,128,000 as at 31 December 2007. Having consulted with the Company’s legal adviser in Mainland
China, the directors of the Company consider that the Group will own the legal title of these properties when the building
ownership certificates are issued by the relevant PRC authority.

15. PREPAID LAND LEASE PAYMENTS

Group
31 December
2005 2006 2007
RMB’000 RMB’000 RMB’000
Carrying amount at 1 January . ... .......... 9,308 23,202 22,761
Additions . . ... L 14,176 254 —
Recognised during theyear . . ... ... ........ (282) (695) (490)
Carrying amount at 31 December . . ... ....... 23,202 22,761 22,271
Current portion included in prepayments, deposits
and other receivables . . . ... ............ (484) (484) (508)
Non-current portion . . . . . ... ... .. ........ 22,718 22,277 21,763

The Group’s prepayment of land use rights premiums was for medium term leasehold land located in Mainland China.

As at 31 December 2005, 2006 and 2007, land use rights with carrying values of approximately RMB9,220,000,
RMB9,045,000 and RMB8,842,000, respectively, were pledged to secure general banking facilities granted to the Group (note
25).

16. DEPOSIT PAID

The deposit was paid for land use right over a parcel of land in Jinjiang, Fujian Province, the PRC. The Group has not
yet obtained the land use rights certificates up to 31 December 2007. Subsequent to the balance sheet date, on 25 January 2008,
a sales and purchase agreement was entered into between the Group and #HiHEIEEARLF (Quanzhou Tongli Moulding Co.,
Ltd.*), an independent third party, for the transfer of the right arising from the aforesaid deposit paid at a consideration of
RMB10,000,000. The consideration of RMB10,000,000 was fully paid by ®/His@EtEARRAHE (Quanzhou Tongli Moulding Co.,
Ltd.*) to the Group in March 2008.

* For identification only
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17. INTANGIBLE ASSETS

Group
Patent and
trademark
RMB’000
Cost:
As at 1 January 2005, 31 December 2005, and 1 January 2006 . . . .. .. .. ... ... ... .... 221
Additions . . . . 197
As at 31 December 2006, 1 January 2007 and 31 December 2007 . . . . . . . . . ... . 418
Accumulated amortisation:
As at 1 January 2005 . . . . . . 4
Amortised during the year . . . . . . . . 44
As at 31 December 2005 and 1 January 2006 . . . . . . . . . ... 48
Amortised during the year . . . . . . . . e 7
As at 31 December 2006 and 1 January 2007 . . . . . . . . . . 55
Amortised during the year . . . . . . . . L 74
As at 31 December 2007 . . . . ... 129
Net carrying amount:
As at 31 December 2005 . . . . ... e 173
As at 31 December 2006 . . . . ... e 363

As at 31 December 2007 . . . . .. e e 289

18. INTERESTSIN SUBSIDIARIES

Company
31 December
2007
RMB’ 000
Unlisted shares, at cost . . . . . . . . . 7
Due from asubsidiary . . . . . . . . 229,787
Due to asubsidiary . . . . . . . . (7)

229,787

The amounts due from/to subsidiaries included in the interests in subsidiaries above are unsecured, interest-free
and have no fixed terms of repayment. In the opinion of the directors of the Company, the advance to the subsidiary is
considered as a quasi-equity loan to the subsidiary.
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Particulars of the principal subsidiaries as at the date of the report are set out as follows:

Nominal value

of issued
Place and date of ordinary share/ Percentage of equity
incorporation or registered attributable to
Name establishment/operation capital the Company Principal activities
Indirect Direct

Xtep International British Virgin Islands US$50,000 — 100 Investment holding

Development Limited “BVI")
(formerly known as Able 9 February 2007
Great Enterprises Limited)

(“Xtep Development™)

Xtep (China) PRC/Mainland China HK$280,000,000 100 — Manufacture and
(notes (i) and (ii)) 7 February 2002 sale of sportswear

Sanxing Sports PRC/Mainland China HK$36,800,000 100 — Manufacture and
(notes (i) and (iii)) 3 February 1999 sale of sportswear

Koling (Fujian) PRC/Mainland China HK$8,000,000 100 — Manufacture and
(notes (i) and (iv)) 5 February 2007 sale of sportswear

Xtep Jinjiang PRC/Mainland China US$6,000,000 100 — Has not yet
(formerly known as 1 November 2004 commenced business
Fujian Xingte Shoes &

Garments Co., Ltd.)
(notes (i) and (v))

Xtep Xiamen PRC/Mainland China RMB50,000,000 100 — Has not yet
(formerly known as 5 January 2007 commenced business
EF IR AR A
(notes (i) and (vi))

Koling (HK) Development Hong Kong HK$10,000 100 — Investment holding
Co., Limited 13 September 2006

(“Koling (HK)")

Xtep (Hong Kong) Enterprise Hong Kong HK$10,000 100 — Investment holding
Limited (formerly known 27 March 2007
as Leader Gain
Investments Limited)
(“Xtep Enterprise”)

Notes:
()

(i)
(iii)
(iv)
v)

(vi)

These entities are wholly foreign-owned enterprises and limited liability companies established in the PRC.

The registered capital of Xtep (China) is HK$280,000,000 and was fully paid up as at the date of this report. The unpaid
registered capital as at the end of each of the Relevant Periods was set out in note 34(a) of the report.

The registered capital of Sanxing Sports is HK$36,800,000 and was fully paid up as at the date of this report.

The registered capital of Koling (Fujian) is HK$8,000,000 and was fully paid up as at the date of this report.

The registered capital of Xtep Jinjiang is US$6,000,000 and was fully paid up as at the date of this report. The unpaid
registered capital as at the end of each of the Relevant Periods was set out in note 34(a) of the report.

The registered capital of Xtep Xiamen is RMB50,000,000 and was fully paid up as at date of the report. Since
establishment, Xtep Xiamen was 65% and 35% owned by Xtep (China) and Lin Zhang Li, respectively. On 21 October
2007, Xtep (China) entered into an agreement with Lin Zhang Li to acquire his 35% equity interest in Xtep Xiamen at
a consideration of RMB17,500,000 which was equivalent to his portion of the paid-in capital. The acquisition was
completed on 15 November 2007 and Xtep Xiamen became a wholly-owned subsidiary of the Group since then (note
11(c)).
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19. INVENTORIES

Group
31 December
2005 2006 2007
RM B’ 000 RMB’000 RM B’ 000
Raw materials . . . ... .. ... .. .. ... . ... 81,026 98,700 77,777
Work in progress . . .. ... 6,485 3,237 28,853
Finishedgoods . . . . .. ... .. .. ... .. .. ... 14,916 49,425 86,875

102,427 151,362 193,505

20. TRADE AND BILLS RECEIVABLES

The Group’s trading terms with its customers are mainly on credit. The credit period is generally for a period of two to
three months to its customers.

An aged analysis of the Group’s trade receivables at the end of each of the Relevant Periods, based on the invoice date,

is as follows:
31 December
2005 2006 2007

RMB’000 RMB’000 RM B’ 000
Within 90 days .. ......... ... ......... 69,156 139,978 100,546
91to180days . . .. . v v i 8,046 10,035 67,861
181t0360days . . . . ... 15,013 9,024 19,049
Over 360 days . . .. ... ... 9,311 28,922 1,129
Tradereceivables . . .. ... ... ... ......... 101,526 187,959 188,585
Billsreceivables . . . . ... ... ... ... ....... — — 45,798

Trade and bills receivables . .. ............. 101,526 187,959 234,383

The carrying amounts of trade and bills receivables approximate to their fair values.
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An analysis of trade receivables at the end of each of the Relevant Periods, that were past due but not impaired, is as
follows:

Past due but not impaired

Neither past
due nor Less than 91 days to Over
impaired 91 days 270 days 270 days Sub-total Total
RM B’ 000 RM B’ 000 RM B’ 000 RM B’ 000 RM B’ 000 RM B’ 000
2005 ... ...... 69,156 8,046 15,013 9,311 32,370 101,526
2006 ... ...... 139,978 10,035 9,024 28,922 47,981 187,959
2007 . ... ... 100,546 67,861 19,049 1,129 88,039 188,585

Receivables that were neither past due nor impaired relate to a number of customers for whom there was no recent history
of default.

Receivables that were past due but not impaired relate to a number of independent customers that have a good repayment
record with the Group. Based on past experience, the directors of the Company are of the opinion that no impairment allowance
is necessary in respect of these balances as there has not been a significant change in credit quality and the balances are still
considered fully recoverable. The Group does not hold any collateral or other credit enhancements over these balances.

21. PLEDGED DEPOSITS

The pledged deposits of the Group were used to secure the banking facilities granted to the Group by the banks
(note 23).

22. CASH AND BANK BALANCES

The cash and bank balances of the Group denominated in RMB amounted to approximately RMB14,409,000,
RMB22,216,000 and RMB207,867,000 as at 31 December 2005, 2006 and 2007, respectively. The RMB is not freely convertible
into other currencies, however, under Mainland China's Foreign Exchange Control Regulations and Administration of
Settlement, Sale and Payment of Foreign Exchange Regulations, the Group is permitted to exchange RMB for other currencies
through banks authorised to conduct foreign exchange business.

Cash at banks earns interest at floating rates based on daily bank deposit rates. The carrying amounts of cash and bank
balances approximate to their fair values.

23. TRADE AND BILLS PAYABLES

An aged analysis of the Group’s trade payables at the end of each of the Relevant Periods, based on the invoice date,
is as follows:

31 December
2005 2006 2007

RM B’ 000 RMB’000 RM B’ 000
Within 90 days .. ..................... 44,377 68,093 54,413
91t0180days . . . . . .. — 452 1,179
181t0 360 days . . . . . oo 106 — 263
Over 360 days . . .. . ... i 30 126 4
Tradepayables . . . ... ... ... .. .. .. .. .. .. 44,513 68,671 55,859
Billspayables . . . ... ... .. .. ... .. .. .... — 26,900 —
Trade and bills payables . . . ... ... ......... 44,513 95,571 55,859
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The trade payables are non-interest-bearing and are normally settled on 60 to 90-day terms. The carrying amounts of

trade and bills payables approximate to their fair values.

24. DEPOSITS RECEIVED, OTHER PAYABLES AND ACCRUALS

Group

Depositsreceived . . .. .. ... .. ... ... ..
Accrued liabilities . . . ... ... ... .. .....
Construction cost payables . .. ...........
Value-added tax payables . .. ............
Other payables . . . . .. ... ... ... .......

Company

Accrued liabilities . . . ... ... ... .......

31 December
2005 2006 2007
RM B’ 000 RM B’ 000 RM B’ 000
.. 5,151 6,088 23,121
. 4,532 6,832 15,959
.. 500 9,305 —
.. 150 6,896 (1,368)
.. 239 1,679 3,390
10,572 30,800 41,102
31 December
2005 2006 2007
RM B’ 000 RM B’ 000 RM B’ 000
— — 3
— — 3

Other payables and value-added tax payables are non-interest bearing and have an average term of three months. The
carrying amounts of the monetary liabilities included in deposits received, other payables and accruals category above

approximate to their fair values.

25. INTEREST-BEARING BANK BORROWINGS

Group

Current

Bank loans — secured . . . ... ...........
Bank loans — unsecured . . . ... ... ......
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31 December

2005 2006 2007
RM B’ 000 RMB’000 RM B’ 000
Analysed into:
Bank loans repayable within oneyear . . . .. ... .. 89,250 197,000 116,000

The above bank loans were all denominated in RMB. The bank loans bore fixed interest rates ranging from 5.022% to
6.138% per annum for the year ended 31 December 2005, ranging from 5.022% to 6.120% per annum for the year ended 31
December 2006, and ranging from 5.508% to 6.561% per annum for the year ended 31 December 2007. Because of the short
maturity, the carrying amounts of current bank loans approximate to their fair values.

The bank loans of RMB47,250,000 as at 31 December 2005 were secured by:

(i) corporate guarantees from Xtep (China) and Sanxing Sports; and

(i)  mortgages over certain buildings and land use rights of the Group situated in Mainland China (notes 14 and 15).

The bank loans of RMB177,000,000 as at 31 December 2006 were secured by:

(i) corporate guarantees from Xtep (China) and Sanxing Sports;

(ii)  corporate guarantee of RMB15,000,000 from an independent third party, namely i SiLL M EEEARAR  (Fujian
Jinjiang An Pu Footwear Co., Ltd.*);

(iii)  mortgages over certain buildings and land use rights of the Group situated in Mainland China (notes 14 and 15);
and

(iv) personal guarantees of RMB66,000,000 from Ding Shui Po and Ding Ming Fang (note 11(b)).

The personal guarantees from Ding Shui Po and Ding Ming Fang, and the corporate guarantee from an independent third
party expired on 28 June 2007 and 10 August 2007, respectively.

The bank loans of RMB101,000,000 as at 31 December 2007 were secured by:

(i) corporate guarantees from Sanxing Sports and Koling (Fujian); and

(i)  mortgages over certain buildings and land use rights of the Group situated in Mainland China (notes 14 and 15).

26. AMOUNT DUE TO A DIRECTOR

The amount due to a director is unsecured, interest-free and is repayable on demand. The director of the Company
considers that the carrying amount of the amount due to a director at 31 December 2005, 2006 and 2007 approximates to its
fair values because of its short maturity. The Group confirmed that the amount will be fully repaid to the director before the
Listing.

* For identification only
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27. AMOUNTS DUE TO RELATED PARTIES

The amounts due to related parties as at 31 December 2005 and 2006 included the amounts due to Ding Ming Fang and
Ding Jin Chao, who are the spouse and father of Ding Shui Po, respectively. The amounts were unsecured, interest-free and were
fully repaid in 2007. Their carrying amounts as at 31 December 2005 and 2006 approximate to their fair values because of their
short maturity.

28. CONVERTIBLE BONDS AND PREFERRED SHARES

Carlyle Asia Growth Partners Ill, L.P. and Carlyle Asia Growth Partners IIl Co-Investment, L.P. (collectively the
“Carlyle Investment Funds”) entered into a series of convertible loan agreements, investment agreement and two supplemental
agreements with the Group (collectively the “Agreements”) on 13 June 2007, 24 August 2007 and 17 September 2007,
respectively. Pursuant to the Agreements, the Carlyle Investment Funds agreed to subscribe the convertible bonds and preferred
shares of the Company at a total consideration of approximately RMB220,000,000 and was injected into the Group by two
tranches.

On 13 June 2007, the Carlyle Investment Funds made its first tranche of investment to the Company through the
subscription of convertible bonds with principal amount of approximately RMB40,000,000 (the “Convertible Bonds”). The
Convertible Bonds bear interest at 5% per annum and have a term of 6 months. On the maturity date, the Carlyle Investment
Funds could request for the repayment or convert all or part of the Convertible Bonds into the Company’s preferred shares at
a valuation predetermined in the Agreements.

On 18 September 2007, the Carlyle Investment Funds made its second tranche of investment by subscribing 10,112,360
preferred shares of the Company at a consideration of approximately RMB180,000,000. In addition, the Carlyle Investment
Funds converted the Convertible Bonds into 2,247,190 preferred shares of the Company. In aggregate, the Carlyle Investment
Funds held 12,359,550 preferred shares as at 18 September 2007, being the issuance date, and as at 31 December 2007.

Pursuant to the Agreements, the preferred shares (the “Preferred Shares”):

(i) are convertible at the option of the Carlyle Investment Funds into the ordinary shares of the Company at any time
on an one-to-one basis (the “Conversion Ratio”). The Conversion Ratio may be adjusted to reflect the effect of
the share adjustment mechanism as mentioned in the Agreements.

(if)  will be converted automatically into ordinary shares of the Company at the Conversion Ratio immediately upon
the completion of the global offering of the Group as defined in the Agreements.

(iii) are redeemable at the option of the Carlyle Investment Funds if one of the following events occurs:

(1) the Group’s audited consolidated profit for the year ended 31 December 2006 was less than
RMB30,000,000;

(2) the Group’s audited consolidated profit for the year ended 31 December 2007 was less than
RMB100,000,000;

(3) any event has occurred giving rise to a right to terminate the Agreements; or

(4)  the initial public offering of the Company has not occurred before the fifth anniversary of the initial
issuance of the Preferred Shares.

The redemption price for each Preferred Share shall be equal to the sum of the issue price for each Preferred Share, plus
15% of the issue price for each Preferred Share compounded annually in accordance with the terms as stated in the Agreements.
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The Convertible Bonds, which were convertible into preferred shares and designated as liabilities, were classified as
current liabilities on initial recognition based on the maturity date of the instrument. In subsequent periods, the Convertible
Bonds were carried at amortised cost using the effective interest method.

The Preferred Shares with embedded derivative features are split into liability and derivative components according to
their fair values for measurement purposes. On issuance of the Preferred Shares, the fair value of the derivative component was
determined based on valuation; and this amount is carried as a derivative component of a liability until extinguished on
conversion or redemption. The remainder of the proceeds was allocated to the liability component and is carried as a non-current
liability on the amortised cost basis until extinguished on conversion or redemption. The derivative component is remeasured
at each balance sheet date and any gains or losses arising from change in fair value are recognised in the consolidated income
statements.

The fair values of the derivative component of the Preferred Shares at the issuance date and at 31 December 2007 are
estimated by the directors with reference to a valuation performed by LCH (Asia Pacific) Surveyors Limited, an independent
professional business and financial services valuer, located at 17th Floor, Champion Building, No. 287-291 Des Voeux Road,
Central, Hong Kong, using the Black-Scholes option pricing model. Changes in fair value of that component between the
issuance date and the balance sheet date is recognised in the consolidated income statements. Details of the net proceeds
received from the issue of the Convertible Bonds and Preferred Shares are analysed as follows:

Convertible Bonds RM B’ 000
Nominal value of the Convertible Bonds issued on 13 June 2007. . . . . .. 40,000
Converted into 2,247,190 Preferred Shares . . . . .. ... ... ... ..... (40,000)

At 31 December 2007 . . . . . ... e —

Preferred Shares RM B’ 000

Nominal value of 2,247,190 Preferred Shares issued upon the conversion

of the ConvertibleBonds . . . ... ....................... 40,000
Nominal value of 10,112,360 Preferred Shares issued during the year. . . . 180,000
Transaction costs related to the liability component . . .. ... ....... (2,256)
Derivative component at the issuancedate . . . .. ... ... ......... (1,351)
Liability component at the issuancedate . . .. .. ... ............ 216,393
Imputed interest expense . . . . . . . ... 206
Liability component at 31 December 2007 . . . .. ... ... ... ...... 216,599
Derivative component at the issuancedate . . . .. ... ... ... ...... 1,351
Fair value adjustment . . . . . .. . ... ... (27)

Derivative component at 31 December 2007 . . . . .. ... ... ... .... 1,324

Subsequent to the balance sheet date, on 21 March 2008, pursuant to the Agreements, the Carlyle Investment Funds
converted a total of 1,565,168 Preferred Shares into the 1,565,168 ordinary shares of the Company, represented approximately
1.5% of the Company’s total ordinary shares in issue at that date after the conversion.

Subsequent to the balance sheet date, on 7 May 2008, pursuant to the Agreements, the Carlyle Investment Funds
converted a total of 10,794,382 Preferred Shares into the Company’s ordinary shares based on the Conversion Ratio.

Further details of the above conversions were disclosed in Section |11 “Subsequent events” below.
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29. SHARE CAPITAL

The share capital as at 31 December 2005 and 2006 represented the aggregate amount of paid-in capitals of the companies

now comprising the Group.

The share capital as at 31 December 2007 represented the issued capital of the Company and a summary of the authorised

and issued share capital of the Company is as follows:

Authorised:

99,987,640,450 ordinary shares of HK$0.01 each . . . . . ..
12,359,550 preferred shares of HK$0.01 each . . .. ... ..

Issued and fully paid:

100,000,000 ordinary shares of HK$0.01 each . . . . . .. ..

HK$ 000

999,876

124

1,000,000

1,000

RMB’000

935,513
116

935,629

936

A summary of the transactions from 10 April 2007 (date of incorporation) to 31 December 2007 with reference to below
movements in the Company’s authorised and issued ordinary and preferred shares capital is as follows:

(@) Authorised share capital

Notes
Authorised:
Upon incorporation:
— ordinary shares . ........ (i)
Increase in:
— ordinary shares . ........ (i)
— preferred shares . . . . .. ... (i)

At 31 December 2007 . . ... ... ..

Notes:

Number of
ordinary and  Nominal value Nominal value
preferred of ordinary of ordinary
shares of and preferred and preferred
HK $0.01 each shares shares
HK$’ 000 RM B’ 000
38,000,000 380 356
99,949,640,450 999,496 935,157
12,359,550 124 116
100,000,000,000 1,000,000 935,629

(i) The Company was incorporated in the Cayman Islands on 10 April 2007 with an authorised share capital
of HK$380,000 divided into 38,000,000 ordinary shares of HK$0.01 each.

(if)  Pursuant to written resolutions of the sole shareholder of the Company passed on 17 September 2007, the
authorised share capital of the Company was increased from HK$380,000 to HK$1,000,000,000 by the
creation of an additional 99,949,640,450 ordinary shares of HK$0.01 each and 12,359,550 preferred shares
ranking pari passu in all respects with the existing shares.
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(b) Issued ordinary shares

Number of
ordinary Nominal value Nominal value
shares of of ordinary of ordinary
HK$0.01 each shares shares
HK$ 000 RM B’ 000
| ssued:
Upon incorporation
— issued nil paid . .......... (i) 1 — —
Allotment of shares
— on 27 June 2007 . .. ....... (i) 99 — —
— on 17 September 2007 . ... .. (iii) 99,999,900 1,000 936
At 31 December 2007 . ......... 100,000,000 1,000 936
Notes:

(i) On 10 April 2007, one ordinary share of the Company was allotted and issued at par as nil paid to the initial
subscriber and was immediately transferred to Ding Shui Po. On 28 May 2007, Group Success | nvestments
Limited (“Group Success”), a company incorporated in the BVI and is beneficially owned by Ding Shui Po,
acquired the one ordinary share of the Company from Ding Shui Po.

(i)~ On 27 June 2007, an additional 99 ordinary shares of the Company were allotted at par and credited as nil
paid to Group Success.

(iti)  On 17 September 2007, an additional 99,999,900 ordinary shares of the Company were allotted at par and
credited as fully paid to Group Success.

(c) Issued preferred shares

The preferred shares are presented as a non-current liability in the consolidated balance sheets and the related
movement is set out in note 28 to the Financial Information.

30. RESERVES
(a) Group

The amounts of the Group’s reserves and the movements therein for each of the Relevant Periods are presented
in the consolidated statements of changes in equity under Section | of the Financial Information.

(b)  Company

Accumulated loss

RM B’ 000
Upon incorporation . . . . . . . . . e —
Profit for the period . . . . . . . . 128,656
Dividend declared during the period . . . . . . . .. . . .. . ... . (129,455)
At 31 December 2007 . . . . . . (799)
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31.

32.

33.

NOTES TO THE CASH FLOW STATEMENTS

Major non-cash transactions

(@)  Acquisition of a minority interest of Xtep Xiamen

On 21 October 2007, the Group entered into an agreement with Lin Zhang Li to acquire his entire 35% equity
interest in Xtep Xiamen at a consideration of RMB17,500,000. The consideration was determined with reference to the
35% paid-in capital of Xtep Xiamen contributed by Lin Zhang Li. The acquisition was completed on 15 November 2007
and Xtep Xiamen became a wholly-owned subsidiary of the Group since then. Lin Zhang Li has assigned the right to such
consideration receivable to Ding Shui Po on 31 December 2007. The consideration has not been paid by the Group and
was included in the amount due to a director as at 31 December 2007.

(b)  Group Reorganisation — Sanxing Sports

Pursuant to the Group Reorganisation, the Group acquired the entire equity interest in Sanxing Sports from Ding
Shui Po at a consideration of HK$36,800,000 (equivalent to approximately RMB34,429,000). The consideration was
determined with reference to the paid-in capital of Sanxing Sports at the time of transfer. The consideration has not been
settled by the Group and was included in the amount due to a director as at 31 December 2007. The above acquisition
was accounted for in accordance with the principles of merger accounting as set out in note 1 under Section Il “Notes
to Financial Information” above.

CONTINGENT LIABILITIES

At the end of each of the Relevant Periods, the Group and the Company did not have any significant contingent liabilities.

OPERATING LEASE ARRANGEMENTS

The Group and the Company leases certain of its production facilities and office premises under operating lease

arrangements. Leases for these properties are negotiated for terms ranging from 3 to 5 years.

At the end of each of the Relevant Periods, the Group and the Company had total future minimum lease payments under

non-cancellable operating leases falling due as follows:

Group
31 December
2005 2006 2007
RM B’ 000 RMB’000 RM B’ 000
Withinoneyear . ... ... ... ... ... .. .... — — 1,703
In the second to fifth years, inclusive . . . . ... ... — — 5,062
— — 6,765
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Company

31 December

2005 2006 2007
RM B’ 000 RMB’000 RM B’ 000
Withinoneyear . ... ... ... ... .. ........ — — 1,063
In the second to fifth years, inclusive . . . .. ... .. — — 2,502

— — 3,565

34. COMMITMENTS

(a) At the end of each of the Relevant Periods, the Group had the following commitments:

31 December
2005 2006 2007
RM B’ 000 RMB’000 RM B’ 000

Contracted for capital commitment in respect of its

wholly-foreign-owned investments in the PRC:

— Xtep Jdinjiang . . . .. ... 38,490 38,490 —

— Xtep (China) ... ...... ... ......... 22,118 16,937 7,952
Contracted for commitment in respect of:

— construction of new factory buildings . ... .. — 5,000 67

— acquisition of land use rights . . . ... ... .. 8,667 4,667 4,667

— advertising and promotional expenses . .. ... 12,403 33,661 41,820

81,678 98,755 54,506

(b) For the period from 1 November 2006 to 31 December 2009, the Group is obliged to pay a minimum guaranteed
royalty to a licensor, however, such amount will be adjusted based on the actual sales amount of the product for
these years.

As at 31 December 2007, the Company did not have any significant commitment.
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35. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

Financial instruments by category

The carrying amounts of each of the categories of financial instruments as at 31 December 2005, 2006 and 2007 are as
follows:

Group

31 December 2005

Financial assets

L oans and

receivables

RMB’000
Trade and bills receivables. . . . . . . . . . . . e 101,526
Financial assets included in prepayments, deposits and other receivables. . . . ... ... ... 10,000
Pledged deposits . . . . . . . . 2,500
Cash and bank balances. . . . . . . . . . . . . e 14,409

128,435
Financial liabilities
Financial
liabilities

at amortised cost

RMB’000
Trade and bills payables . . . . . . . . . . . 44,513
Financial liabilities included in other payables and accruals (note 24). . . . . ... ... .... 739
Interest-bearing bank borrowings . . . . . . . ... e 89,250
Dueto adirector. . . . . . . . . e 15,635
Duetorelated parties. . . . . . . . o e e 23,843

173,980
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31 December 2006

Financial assets

L oans and
receivables

RMB’000

Trade and bills receivables. . . . . . . . . . . . 187,959
Financial assets included in prepayments, deposits and other receivables. . . . . ... ... .. 15,000
Pledged deposits . . . . . . . . e e 7,880
Cash and bank balances. . . . . . . . . .. . . . 22,216
233,055

Financial liabilities

Financial

liabilities

at amortised cost

RM B’ 000
Trade and bills payables . . . . . . . . . . . 95,571
Financial liabilities included in other payables and accruals (note 24) . . ... ......... 10,984
Interest-bearing bank borrowings . . . . . .. .. 197,000
Dueto adireCtor. . . . . . . . . . 3,521
Due to related parties. . . . . . . . . . 8,143

315,219
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31 December 2007

Financial assets

L oans and
receivables
RMB’000
Trade and bills receivables. . . . . . . . . . . . 234,383
Cash and bank balances. . . . . . . . . . . .. 215,018
449,401
Financial liabilities
Financial
liabilities at fair
value through Financial
profit or loss - liabilities at
held for trading amortised cost Total
RM B’ 000 RMB’000 RM B’ 000
Trade and bills payables . . . . ... ........... — 55,859 55,859
Financial liabilities included in other payables and
accruals (note 33) . . ... ... — 3,390 3,390
Interest-bearing bank borrowings . . . .. ... ... .. — 116,000 116,000
Dueto adirector. . . . ... ... ... ... ... ..., — 32,874 32,874
Dividend payable . . ... ... ... ........... — 129,455 129,455
Preferred shares . . . . ... .. ... .. ... .. .. .. — 216,599 216,599
Derivative component of preferred shares. . . . .. .. 1,324 — 1,324
1,324 554,177 555,501
Company
31 December 2007
Financial assets
L oans and
receivables
RMB’000
Due from asubsidiary. . . . . . . . . . e e e 129,455
Cash and bank balances. . . . . . . . . .. 12,383

141,838
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Financial liabilities

Financial
liabilities at fair
value through Financial
profit or loss - liabilities at
held for trading amortised cost Total
RM B’ 000 RMB’000 RMB’000
Duetoadirector . ..................... — 27,579 27,579
Dividend payable. . . . ... ... .. ... ........ — 129,455 129,455
Preferred shares . . ... .................. — 216,599 216,599
Derivative component of preferred shares. . . ... .. 1,324 — 1,324

1,324 373,633 374,957

The Group'’s principal financial instruments, comprise bank borrowings, convertible bonds, preferred shares and cash and
bank balances with the main purpose of raising finance for the Group’s operations. The Group has various financial assets and
liabilities such as trade and bills receivables and trade and bills payables, which arise directly from its operations.

It is, and has been, throughout the Relevant Periods, the Group’s policy that no trading in financial instruments shall be
undertaken.

The main risks arising from the Group’s financial instruments are foreign currency risk, credit risk, interest rate risk,
liquidity risk and commodity price risk. The board of directors review and agree policies for managing each of these risks and
they are summarised below:

Foreign currency risk

The Group mainly operates in Mainland China with most of the transactions settled in RMB. The Group’s assets and
liabilities, and transactions arising from its operations are mainly denominated in RMB. The Group has not used any forward
contract or currency borrowing to hedge its exposure as foreign currency risk is considered minimal.

Credit risk

The Group trades only with recognised and creditworthy customers. It is the Group’s policy that all customers who wish
to trade on credit terms are subject to credit verification procedures. In addition, receivable balances are monitored on an
ongoing basis and the Group’s exposure to bad debts is not significant.

Since the Group trades only with recognised and creditworthy third parties, there is no requirement for collateral.

The credit risk of the Group’s other financial assets, which comprise cash and bank balances, pledged deposits and other
receivables, arises from default of the counterparty with a maximum exposure equal to the carrying amounts of these
instruments.

Interest rate risk

The Group does not have any significant exposure to risk of changes in market interest rates as the Group's debt
obligations were all with fixed interest rates.
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Liquidity risk

The Group monitors its risk to a shortage of funds by considering the maturity of both its financial assets and projected
cash flows from operations. The Group’s objective is to maintain a balance between continuity of funding and flexibility
through use of bank borrowings and other borrowings to meet its working capital requirements.

The table below summarises the maturity profile of the Group’s financial liabilities at 31 December 2005, 2006 and 2007
based on contractual undiscounted payments.

Less than 3to 12
31 December 2005 On demand 3 months months 1to 5 years Total
RMB’000 RMB’000 RMB’000 RMB’000 RM B’ 000
Interest-bearing bank borrowings . . — 8,750 80,500 — 89,250
Other financial liabilities ... ... 39,478 739 — — 40,217
Trade and bills payables . . ... .. — 44,513 — — 44,513
39,478 54,002 80,500 — 173,980
Less than 3to 12
31 December 2006 On demand 3 months months 1to 5 years Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Interest-bearing bank borrowings . . — 40,000 157,000 — 197,000
Other financial liabilities ... ... 11,664 10,984 — — 22,648
Trade and bills payables . . ... .. — 95,571 — — 95,571
11,664 146,555 157,000 — 315,219
Less than 3to 12
31 December 2007 On demand 3 months months 1to 5 years Total
RM B’ 000 RM B’ 000 RMB’000 RMB’000 RMB’000
Interest-bearing bank borrowings . . — — 116,000 — 116,000
Preferred shares (including
derivative component) . . . . . .. — — — 220,000 220,000
Other financial liabilities . ... .. 32,874 3,390 — — 36,264
Trade and bills payables . . . .. .. — 55,859 — — 55,859
Dividend payable. . . . ... ... .. 129,455 — — — 129,455
162,329 59,249 116,000 220,000 557,578

Commodity price risk

The major raw materials used in the production of the Group’s products included rubber and plastics. The Group is
exposed to fluctuations in the prices of these raw materials which are influenced by global as well as regional supply and
demand conditions. Fluctuations in the prices of raw materials could adversely affect the Group’s financial performance. The
Group historically has not entered into any commodity derivative instruments to hedge the potential commodity price changes.
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Capital management

The primary objective of the Group’s capital management is to ensure that it maintains a healthy capital ratio in order
to support its business. The Group sets the amount of capital in proportion to risk. The Group manages its capital structure and
makes adjustment to it in the light of changes in economic conditions and the risk characteristics of the underlying assets. In
order to maintain or adjust the capital structure, the Group may adjust the amount of dividends paid to shareholders, return
capital to shareholders or issue new shares. No changes were made in the objectives or policies during the Relevant Periods.

The Group monitors capital on the basis of the debt-to-adjusted capital ratio, which is calculated as the net debt divided
by adjusted capital. During the Relevant Periods, the debt-to-adjusted capital ratios at the end of each of the Relevant Periods
were as follows:

As at 31 December

2005 2006 2007

RM B’ 000 RMB’000 RM B’ 000
Interest-bearing bank borrowings . . . .. .. ... ... 89,250 197,000 116,000
Preferred shares . . . ... ... ... .. ... .. .... — — 216,599
Derivative component of preferred shares . ... ... — — 1,324
Less: Cash and bank balances . .. ........... (14,409) (22,216) (215,018)
Netdebt . ........ ... . ... . ... ... . ... 74,841 174,784 118,905
Total equity . ... ... .. ... 132,117 187,367 279,796
Add: Amount due to adirector . . .. ... ....... 15,635 3,521 32,874
Adjusted capital . ... ... o 147,752 190,888 312,670
Debt-to-adjusted capital ratio . . .. ... ........ 0.5 0.9 0.4

36. DIRECTORS REMUNERATION

Save as disclosed in note 8 to the Financial Information, no remuneration has been paid or is payable in respect of any
of the Relevant Periods by the Company, or any of the other companies now comprising the Group, to the directors of the
Company. Further details of the estimated amount of directors’ fees and other remuneration payable to the directors of the
Company for the year ending 31 December 2008 under the directors’ service contracts are set out in the paragraph headed
“Further information about the directors” in Appendix VI to the Document.
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SUBSEQUENT EVENTS

Subsequent to 31 December 2007, the following significant events occurred:

(a)

(b)

(c)

(d)

(€)

On 25 January 2008, an agreement was made between the Group and =N I EARRAFE
(Quanzhou Tongli Moulding Co., Ltd.*), an independent third party, who agreed to pay the
Group a cash consideration of RMB10,000,000, which was subsequently settled in full in
March 2008, representing the amount of the deposit paid by the Group for the purchase of
a parcel of land located in Jinjiang Wuli Industrial Zone, Fujian province, the PRC. Further
details of the above transaction were disclosed under the section “Financial Information”
of the Document.

On 21 March 2008, pursuant to the Agreements, the Carlyle Investment Funds converted a
total of 1,565,168 Preferred Shares into 1,565,168 ordinary shares of the Company,
represented approximately 1.5% of the Company’s total ordinary sharesin issue at that date
after the conversion. These ordinary shares were then transferred to Group Success
Investment Limited, a company owned by Ding Shui Po and Ding Mei Qing, which are
considered as the controlling shareholders of the Company, at a consideration of US$1.
After the conversion, the Carlyle Investment Funds hold a total of 10,794,382 Preferred
Shares.

Pursuant to a written resolution of the Shareholders and holders of Series A Preferred
Shares of the Company passed on 7 May 2008, the Company has conditionally adopted the
Pre-IPO Share Option Scheme and the Share Option Scheme. The principal terms of the
Pre-1PO Share Option Scheme and Share Option Scheme are set out in the paragraph headed
“Pre-IPO Share Option Scheme” and “Share Option Scheme” in Appendix VI to the
Document.

Up to the date of this report, 19,000,000 options were granted by the Company under the
Pre-1PO Share Option Scheme and no options were granted under the Share Option Scheme.

On 7 May 2008, the Carlyle Investment Funds exercised the conversion rights to the effect
that conditional upon satisfaction of the conditions to the Listing as set out in the
Document, the 10,794,382 Preferred Shares are converted into the Company’s ordinary
shares based on the Conversion Ratio as stated in the Agreements.

On 7 May 2008, Ding Shui Po and Ding Ming Fang agreed to grant to the Group an
irrevocable licence to use all of their trademarks and patents relating to sportswear products
at nil consideration from 7 May 2008 until the completion of the transfer of these
trademarks and patents. Further details of this transaction are set out in the paragraph
headed “Exempted Continuing Connected Transactions” in the “Business” section of the
Document.

Save as disclosed above, no other significant events took place subsequent to 31 December 2007.
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V. SUBSEQUENT FINANCIAL STATEMENTS

No audited financial statements have been prepared by the Company or any of the companies
now comprising the Group in respect of any period subsequent to 31 December 2007.

Yours faithfully,
Ernst & Young
Certified Public Accountants
Hong Kong
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The forecast of the consolidated profit attributable to equity holders of the Company for the year
ending 31 December 2008 is set out in the paragraph headed “ Profit forecast” in the section headed
“Financial information” in this document.

(1) Bases and assumptions

The forecast of the consolidated profit attributable to equity holders of the Company for the year
ending 31 December 2008 prepared by the Directors is based on the unaudited management accounts
of our Group for the 3 months ended 31 March 2008 and a forecast of the consolidated results of our
Group for the remaining 9 months ending 31 December 2008. The forecast has been prepared on the
basis of the accounting policies consistent in all material aspects with those currently adopted by our
Group as summarised in the accountants’ report, the text of which is set out in Appendix | to this
document and is based on the following principal assumptions:

(a) there will be no material changes in existing government policies or political, legal
(including changes in legislation or regulations or rules), fiscal or economic conditions in
Hong Kong, the PRC or any other places in which any member of our Group is
incorporated, carries on business;

(b) there will be no material changes in the bases or rates of taxation or duties applicable to
the activities of our Group in Hong Kong, in the PRC, or any other place in which our
Group operates or in which any member of our Group is incorporated; and

(c) there will be no material adverse changes in the foreign currency exchange rates and
interest rates from those currently prevailing.

-1



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

APPENDIX IV PROPERTY VALUATION

The following is the text of a letter, summary of values and valuation certificates, prepared for
the purpose of incorporation in this document received from Jones Lang LaSalle Sallmanns Limited,
an independent valuer, in connection with its valuation as at 31 March 2008 of the property interests
of the Group.

(( JONES LANG o o s mited
LASALLE SALLMANNS e g

tel +852 2169 6000 fax +852 2169 6001

[e] 2008

The Board of Directors

Xtep International Holdings Limited
Cricket Square

Hutchins Drive

P.O. Box 2681

Grand Cayman KY1-1111

Cayman Islands

Dear Sirs,

In accordance with your instructions to value the properties in which Xtep International Holdings
Limited (the “Company”) and its subsidiaries (hereinafter together referred to as the “Group”) have
interests in the People’s Republic of China (the “PRC”), we confirm that we have carried out
inspections, made relevant enquiries and searches and obtained such further information as we
consider necessary for the purpose of providing you with our opinion of the capital values of the
property interests as at 31 March 2008 (the “date of valuation”).

Our valuations of the property interests represent the market value which we would define as
intended to mean “the estimated amount for which a property should exchange on the date of valuation
between a willing buyer and a willing seller in an arm’s-length transaction after proper marketing
wherein the parties had each acted knowledgeably, prudently, and without compulsion”.

Where, due to the nature of the buildings and structures of the properties in the PRC, there are
no market sales comparables readily available, the property interests in Group | have been valued on
the basis of their depreciated replacement cost.

Depreciated replacement cost is defined as “the current cost of replacement (reproduction) of a
property less deductions for physical deterioration and all relevant forms of obsolescence and
optimisation.” It is based on an estimate of the market value for the existing use of the land, plus the
current cost of replacement (reproduction) of the improvements, less deductions for physical
deterioration and all relevant forms of obsolescence and optimisation. The depreciated replacement
costs of the property interest are subject to adequate potential profitability of the concerned business.
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We have attributed no commercial value to the property interests in Group Il, which are leased
by the Group, due either to the short-term nature of the leases or the prohibition against assignment
or sub-letting or otherwise due to the lack of substantial profit rents.

Our valuations have been made on the assumption that the seller sells the property interests in
the market without the benefit of a deferred term contract, leaseback, joint venture, management
agreement or any similar arrangement, which could serve to affect the values of the property interests.

No allowance has been made in our report for any charges, mortgages or amounts owing on any
of the property interests valued nor for any expenses or taxation which may be incurred in effecting
a sale. Unless otherwise stated, it is assumed that the properties are free from encumbrances,
restrictions and outgoings of an onerous nature, which could affect their values.

In valuing the property interests, we have complied with all the requirements contained in
Chapter 5 and Practice Note 12 to the Rules Governing the Listing of Securities issued by The Stock
Exchange of Hong Kong Limited; the RICS Valuation Standards (6th Edition) published by the Royal
Institution of Chartered Surveyors; and the HKIS Valuation Standards on Properties (1st Edition 2005)
published by the Hong Kong Institute of Surveyors.

We have relied to a very considerable extent on the information given by the Group and have
accepted advice given to us on such matters as tenure, planning approvals, statutory notices,
easements, particulars of occupancy, lettings, and all other relevant matters.

We have been shown copies of various title documents including State-owned Land Use Rights
Certificates, Building Ownership Certificates and official plans relating to the property interests and
have made relevant enquiries. Where possible, we have examined the original documents to verify the
existing titles to the property interests in the PRC and any material encumbrances that might be
attached to the property interests or any lease amendments. We have relied considerably on the advice
given by the Company’s PRC legal adviser — Jingtian & Gongcheng, concerning the validity of the
Group'’s titles to the property interests.

We have not carried out detailed site measurements to verify the correctness of the site areas in
respect of the properties but have assumed that the site areas shown on the documents and official site
plans handed to us are correct. All documents and contracts have been used as reference only and all
dimensions, measurements and areas are approximations. No on-site measurement has been taken.

We have inspected the exterior and, where possible, the interior of the properties. However, we
have not carried out investigations on site to determine the suitability of the ground conditions and
the services, etc, for any development thereon. Our valuation is prepared on the assumption that these
aspects are satisfactory. Moreover, no structural survey has been made, but in the course of our
inspection, we did not note any serious defects. We are not, however, able to report whether the
properties are free of rot, infestation or any other structural defects. No tests were carried out on any
of the services.
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We have had no reason to doubt the truth and accuracy of the information provided to us by the
Group. We have also sought confirmation from the Group that no material factors have been omitted
from the information supplied. We consider that we have been provided with sufficient information to
reach an informed view, and we have no reason to suspect that any material information has been
withheld.

Unless otherwise stated, all monetary figures stated in this report are in Renminbi (RMB).

Our valuations are summarised below and the valuation certificates are attached.

Yours faithfully,
for and on behalf of
Jones Lang LaSalle Sallmanns Limited
Paul L. Brown
B.Sc. FRICS FHKIS
Director

Note: Paul L. Brown is a Chartered Surveyor who has 25 years’ experience in the valuation of properties in the PRC and 28
years of property valuation experience in Hong Kong, the United Kingdom and the Asia-Pacific region.
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SUMMARY OF VALUES

GROUP [I] — PROPERTY INTERESTS HELD BY THE GROUP IN THE PRC
Capital value
Capital value I nterest attributable
in existing attributable to the Group
state as at to the as at
No. Property 31 March 2008 Group 31 March 2008
RMB RMB

1. 3 parcels of land, 10 buildings and 58,740,000 100% 58,740,000
various structures
located at
No. 431, Detai Road
Economic and Technological
Development Zone
Quanzhou City
Fujian Province
The PRC

2. A parcel of land, 3 buildings and various 41,283,000 100% 41,283,000
structures
located at
No. 429, Detai Road
Economic and Technological
Development Zone
Quanzhou City
Fujian Province
The PRC

3. A parcel of land and 3 buildings 33,379,000 100% 33,379,000
located at
the western side of Qingmeng Yuanqu
Economic and Technological
Development Zone
Quanzhou City
Fujian Province
The PRC

Sub-total : 133,402,000 133,402,000
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GROUP [II] — PROPERTY INTERESTS RENTED AND OCCUPIED BY THE GROUP IN

THE PRC AND HONGKONG
Capital value

Capital value I nterest attributable
in existing attributable to the Group
state as at to the as at

No. Property 31 March 2008 Group 31 March 2008
RMB RMB
4. 2 buildings No commercial No commercial
located at value value
the western side of Qingmeng Yuanqu
Economic and Technological
Development Zone
Quanzhou City
Fujian Province
The PRC
5.  Suite 2401-2402, Shui On Centre No commercial No commercial
Nos. 6-8, Harbour Road value value
Wanchai
Hong Kong
Sub-total: Nil Nil

Total: 133,402,000 133,402,000
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VALUATION CERTIFICATE

GROUP | — PROPERTY INTERESTS HELD BY THE GROUP IN THE PRC

No.

Property

3 parcels of land,
10 buildings and
various structures
located at

No. 431,

Detai Road
Economic and
Technological
Development Zone
Quanzhou City
Fujian Province
The PRC

Notes:

Description and tenure

The property comprises 3 parcels of
adjoining land with a total site area of
approximately 38,112.4 sq.m. and 10
buildings and various ancillary structures
erected thereon completed in various
stages between 2000 and 2004.

The buildings have a total gross floor
area of approximately 72,152.59 sq.m.

The buildings mainly include 2 industrial
buildings, 5 dormitories, an office
building and 2 warehouses.

The structures mainly comprise boundary
fences, roads and gates.

The land use rights of the 3 parcels of
land were granted for various terms of 40
years and 50 years with the expiry date
between 4 August 2039 and 20 August
2047 for commercial and industrial uses.

Particulars of
occupancy

The property is
currently occupied by
the Group for
production, office,
storage, dormitory and
ancillary purposes
except for a portion of
land with a total site
area of approximately
980.88 sg.m. is leased
to an independent
third party. (see note
4)

Capital value in
existing state as at
31 March 2008
RMB

58,740,000

100% interest
attributable to the
Group:
58,740,000

1. Sanxing Sports Goods Co., Ltd. Quanzhou (“Sanxing Sports”) is a wholly-owned subsidiary of the Company.

Pursuant to 3 State-owned Land Use Rights Transfer Contracts — Quan Qing Zhuan (1999) He Zi Di Nos. 10, 3
and 27 dated 5 August 1999, 26 May 1999 and 24 December 1999 respectively entered into Quanzhou Qingmeng
Technological Industry Zone Construction Development Co., Ltd. (an independent third party), and Sanxing
Sports, the land use rights of the property were transferred to Sanxing Sports for terms of 40 years and 50 years
with the expiry date between 4 August 2039 and 20 August 2047 for commercial and industrial uses. The total land
premium is RMB7,714,588.

Pursuant to 3 State-owned Land Use Rights Certificates - Quan Guo Yong (99) Zi Di Nos. 100083 and 100065
and Quan Guo Yong (2000) Zi Di No. 100007 dated 15 September 1999, 23 July 1999, 24 January 2001
respectively issued by the Bureau of Land Management of Quanzhou, the land use rights of 3 parcels of land with
atotal site area of approximately 38,112.4 sq.m. were granted to Sanxing Sports for terms of 40 years and 50 years
respectively with the expiry date between 4 August 2039 and 20 August 2047 for commercial and industrial uses.

Pursuant to a Tenancy Agreement dated 1 January 2008 entered into between Sanxing Sports and Huang Lei, an
independent third party, a portion of land of the property with a total site area of approximately 980.88 sg.m. is
leased to Huang Lei at an annual rental of RMB344,800.
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APPENDIX IV PROPERTY VALUATION

5. As advised by the Group, there is an ancillary building with a gross floor area of approximately 310 sq.m. erected
on the land mentioned above, which was built by Quanzhou Power Bureau Qingmeng Power Supply Company for
modulating electricity supply to the property and the building nearby. We have excluded the building from our
valuation.

6. Pursuant to 8 Building Ownership Certificates - Quan Fang Quan Zheng Qing Meng (Qing) Zi Di Nos. 00011 to
00016 and Quan Fang Quan Zheng Kai (Kai) Zi Di Nos. 200715416 to 200715417 dated 8 January 2001 and 29
December 2007 respectively issued by Quanzhou Construction Committee and Quanzhou Real Estate Management
Bureau, the 8 buildings with a total gross floor area of approximately 66,049.88 sgq.m. are owned by Sanxing
Sports.

7. For the remaining one warehouse and one dormitory with a total gross floor area of approximately 4,331.1 sg.m.
and a extension portion with a gross floor area of approximately 1,771.61 sg.m. on Level 4 of a 4-storey
warehouse, the Group have not obtained any Building Ownership Certificates. As advised by the Group, the
warehouse and the newly added portion of warehouse are vacant.

8. In the valuation of this property, we have attributed no commercial value to the 2 buildings and the extension
portion of the warehouse mentioned in note 7 with a total gross floor area of approximately 6,102.71 sq.m. which
have not obtained any proper title certificates. However, for reference purpose, we are of the opinion that the
capital value of the 2 buildings and the extension portion of the warehouse (excluding the land element) as at the
date of valuation would be RMB4,144,000 assuming all relevant title ownership certificates had been obtained and
them could be freely transferred.

9. We have been provided with alegal opinion regarding the property interest by the Company’s PRC legal adviser,
which contains, inter alia, the following:

a) Pursuant to a loan contract entered between Sanxing Sports and China Construction Bank of Quanzhou,
Qingmeng Branch (the “Bank”), 6 buildings (Quan Fang Quan Zheng Qing Meng (Qing) Zi Di Nos. 00011
to 00016) and the land are subject to a mortgage in favour of the Bank for a term commencing from 16
August 2006 and expiring on 16 August 2008;

b) The land use rights of the property are legally owned by the Group and can be freely occupied, used,
transferred, sublet or remortgaged by the Group upon obtaining the approval of the bank;

c) The building ownership rights of the 6 buildings mentioned above are legally owned by the Group and can
be freely occupied, used, transferred, sublet or remortgaged by the Group upon obtaining the approval of
the bank;

d) Pursuant to a consent letter, the Bank has approved Sanxing Sports to lease the portion of land to Huang
Lei;

e) The building ownership rights of the remaining 2 buildings are legally owned by the Group and can be

freely occupied, used, transferred, sublet, mortgaged by the Group; and

f) The buildings without proper title certificates can not be preserved by the PRC Law.
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No.

Property

A parcel of land,
3 buildings and
various structures
located at

No. 429,

Detai Road
Economic and
Technological
Development Zone
Quanzhou City
Fujian Province
The PRC

Notes:

VALUATION CERTIFICATE

Description and tenure

The property comprises a parcel of land
with a site area of approximately 8,883.1
sg.m. and 3 buildings and various
ancillary structures erected thereon
completed in about 2003.

The buildings have a total gross floor
area of approximately 27,519.98 sq.m.

The buildings mainly include a residential
building, an office building and a
warehouse.

The structures mainly comprise boundary
fences and roads.

The land use rights of the property were
granted for a term of 50 years expiring on
20 August 2047 for commercial and
residential uses.

Particulars of
occupancy

The property is
currently occupied by
the Group for office,
dormitory and storage
purposes except for
portions of the
property which are
currently leased to
various independent
third parties. (see note
4)

Capital value in
existing state as at 31
March 2008

RMB

41,283,000

100% interest
attributable to the
Group:
41,283,000

1. Xtep (China) Co., Ltd. (“Xtep (China)”) is a wholly owned-subsidiary of the Company.

Pursuant to a State-owned Land Use Rights Transfer Contract — Quan Qing Zhuan (2005) He Zi Di No. 1 dated
13 January 2005 entered between Xtep (China) and Quanzhou Economic Technological Development Zone
Qingmeng Construction Development Co., Ltd. (an independent third party), the land use rights of the property
were transferred to Xtep (China) for a term of 50 years expiring on 20 August 2047 for residential use. The land
premium is RMB3,619,750.

Pursuant to a State-owned Land Use Rights Certificate - Quan Guo Yong (2005) Zi Di No. 100066 dated 5 May
2005 issued by The Land And Resources Department of Quanzhou, the land use rights of a parcel of land with a
site area of approximately 8,883.1 sg.m. were granted to Xtep (China) for aterm of 50 years expiring on 20 August
2047 for commercial and residential uses.

Pursuant to 4 Building Ownership Certificates - Quan Fang Quan Zheng Kai (Kai) Zi Di Nos. 200715418 to
200715421 dated 29 December 2007 issued by Quanzhou Real Estate Management Bureau, the 3 buildings with
a total gross floor area of approximately 27,519.98 sq.m. are owned by Xtep (China).

Pursuant to 7 Lease Agreements, 7 commercial units of the property with a total leased area of approximately
545.8 sg.m. are leased to various independent third parties for various terms with various expiry dates between
30 June 2008 and 30 October 2010 at a total annul rental of RMB219,600.

We have been provided with alegal opinion regarding the property interest by the Company’s PRC legal adviser,
which contains, inter alia, the following:

a) The land use rights of the property are legally owned by the Group and can be freely occupied, used,
transferred, sublet, mortgaged by the Group in accordance with the valid term in the land use rights
certificates;

b) The building ownership rights of the buildings are legally owned by the Group and can be freely occupied,
used, transferred, sublet, mortgaged by the Group.
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No.

Property

A parcel of land,
and 3 buildings
located at

the western side of
Qingmeng Yuanqu
Economic and
Technological
Development Zone
Quanzhou City
Fujian Province
The PRC

VALUATION CERTIFICATE

Description and tenure

The property comprises a parcel of land
with a site area of approximately 38,192.6
sg.m. and 3 buildings erected thereon
completed in about 2007.

The buildings have a total gross floor
area of approximately 41,301.2 sq.m.

The buildings mainly include an industrial
building, a dormitory and a warehouse.

Particulars of
occupancy

The property is
currently occupied by
the Group for storage
and dormitory
purposes.

Capital value in

existing state as at 31

March 2008
RMB

33,379,000

100% interest
attributable to the
Group:
33,379,000

The land use rights of the property were
granted for a term of 50 years expiring on
29 June 2057 for industrial use.

Xtep (China) Co., Ltd. (“Xtep (China)”) is a wholly-owned subsidiary of the Company.

Pursuant to a State-owned Land Use Rights Grant Contract - Quan Di [2007] Z He No. 111905 dated 30 June 2007
entered into Xtep (China) and The Land And Resource Department of Quanzhou, the land use rights of the property
were granted to Xtep (China) for aterm of 50 years expiring on 29 June 2057 for industrial use. The land premium
is RMB10,922,320.

Pursuant to a State-owned Land Use Rights Certificate — Quan Guo Yong 2007 Di No. 100124, the land use rights
of a parcel of land with a site area of approximately 38,192.6 sq.m. were granted to Xtep (China) for a term of
50 expiring on 29 June 2057 for industrial use.

Pursuant to a Building Ownership Certificate — Quan Fang Quan Kai (Kai) Zi Di No. 200802791 dated 4 March
2008 issued by Quanzhou Real Estate Management Bureau, the building with a gross floor area of approximately
31,466.2 sq.m. are owned by Xtep (China).

As advised by the Group, the dormitory and the warehouse with a total gross floor area of approximately 9,835
sg.m. are temporary facilities.

In the valuation of this property, we have attributed no commercial value to the buildings which have not obtained
any proper title certificates. However, for reference purpose, we are of the opinion that the capital value of the
buildings (excluding the land element) with a total gross floor area of approximately 9,835 sg.m. as at the date
of valuation would be RMB5,095,000 assuming all relevant title certificates had been obtained and the buildings
could be freely transferred.

We have been provided with alegal opinion regarding the property interest by the Company’s PRC legal adviser,

which contains, inter alia, the following:

a) The land use rights of the property are legally owned by the Group and can be freely occupied, used,
transferred, sublet and mortgaged by the Group in accordance with the valid term in the land use rights
certificates;

b) The building ownership rights of the building (mentioned in note 4) are legally owned by the Group and
can be freely occupied, used, transferred, sublet, mortgaged by the Group; and

c) The remaining temporary facilities (mentioned in note 5) has not be obtained any proper title certificates,
then can not be preserved by the PRC Law.
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VALUATION CERTIFICATE

GROUP II — PROPERTY INTERESTS RENTED AND OCCUPIED BY THE GROUP IN THE PRC AND

HONGKONG

No. Property

4. 2 buildings
located at
the western side of
Qingmeng Yuanqu
Economic and
Technological
Development Zone
Quanzhou City
Fujian Province
The PRC

Notes:

Description and tenure

The property comprises a 5-storey
dormitory and a 3-storey industrial
building completed in about 2007.

The property has total gross floor area of
approximately 9,943.83 sg.m.

The property is leased to Koling (Fujian)
Garment Co., Ltd. from Quanzhou
Ouyawanji Sports Goods Co., Ltd. for a
term of 6 years commencing from 18
February 2007 and expiring on 12
February 2012, at an total annual rental
of RMB640,000 exclusive of management
fees, water and electricity charges.

Capital value in
existing state as at 31
March 2008

RMB

Particulars of
occupancy

The property is No commercial value
currently occupied by

the Group for

production and

dormitory purposes.

1. Koling (Fujian) Garment Co., Ltd. (“Koling (Fujian)”) is a wholly-owned subsidiary of the Company.

2. Pursuant to a Tenancy Agreement entered into Koling (Fujian) and Quanzhou Ouyawanji Sports Goods Co., Ltd.

(MECEE S A MAERAE ), an independent third party, 2 buildings with a total leased area of approximately
9,943.83 sg.m. are leased to Koling (Fujian) for a term of 6 years at a total annual rental of RMB640,000 for
industrial building and dormitory, exclusive of management fees, water and electricity charges.

3. We have been provided with alegal opinion regarding the property interest by the Company’s PRC legal adviser,

which contains, inter alia, the following:

a) Quanzhou Ouyawanji Sports Goods Co., Ltd. (“the Landlord”) has legally and validly obtained the building
ownership certificates, and the landlord can legally sublet the buildings (mentioned in note 2) to the Group;
and the lease agreement has been duly registered with the appropriate PRC authority;

b) The lease agreement is lawful and enforceable, and can be preserved by the PRC Law; and

c) The leased buildings are not subject to mortgage or any other material encumbrances, and the existing uses

of the buildings comply with their prescribed uses.
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VALUATION CERTIFICATE

Capital Valuein

Particulars of existing state as at
No. Property Description and tenure occupancy 31 March 2008
RMB
5. Suite 2401-2402, The property comprises 2 units on the 24 The property is No Commercial Value
Shui On Centre floor of a 35-storey office and currently occupied by
Nos. 6-8, commercial building completed in about the Group for office
Harbour Road 1987. purpose.
Wanchai
Hong Kong The units have a total saleable area of

approximately 170.57 sqg.m.

[322/14713 shares

of and in Inland The property is leased to Xtep

Lot No. 8633] International Holdings Limited from Hang
Lung Real Estate Agency Limited, as a
agent for and on behalf of AP Success
Limited, for a term of 3 years
commencing from 28 December 2007 and
expiring on 27 December 2010, at a
monthly rental of HK$103,284 from 28
December 2007 to 27 December 2008,
HK$108,720 from 28 December 2008 to
27 December 2009 and HK$114,156 from
28 December 2009 to 27 December 2010,
exclusive of rates, management fees,
air-conditioning charges.

Notes:

1. The registered owner of the property is AP Success Limited vide Memorial No. UB5945676 dated 17 February
1994.

2. The property is subject to a Deed of Mutual Covenant and Management Agreement vides Memorial No.
UB5948380 dated 17 February 1994.

3. According to a Tenancy Agreement entered into between Hang Lung Real Estate Agency Limited (an independent
third party) and Xtep International Holdings Limited, the property is leased to Xtep International Holdings
Limited for a term of 3 years commencing from 28 December 2007 and expiring on 27 December 2010, at a
monthly rental of HK$103,284 from 28 December 2007 to 27 December 2008, HK$108,720 from 28 December
2008 to 27 December 2009 and HK$114,156 from 28 December 2009 to 27 December 2010, exclusive of rates,
management fees, air-conditioning charges.
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APPENDIX V SUMMARY OF THE CONSTITUTION OF OUR COMPANY
AND CAYMAN ISLANDS COMPANY LAW

Set out below is a summary of certain provisions of the Memorandum and Articles of our
Company and of certain aspects of the Cayman Islands company law.

Our Company was incorporated in the Cayman Islands as an exempted company with limited
liability on 10 April 2007 under the Companies Law. The Memorandum and the Articles comprise its
constitution.

1. MEMORANDUM OF ASSOCIATION

(a) The Memorandum states, inter alia, that the liability of members of our Company is limited
to the amount, if any, for the time being unpaid on the Shares respectively held by them and
that the objects for which our Company is established are unrestricted (including acting as
an investment company), and that our Company shall have full power and authority to carry
out any object not prohibited by the Companies Law. In view of the fact that our Company
is an exempted company that our Company will not trade in the Cayman Islands with any
person, firm or corporation except in furtherance of the business of our Company carried
on outside the Cayman Islands.

(b) Our Company may by special resolution alter its Memorandum with respect to any objects,
powers or other matters specified therein.

2. ARTICLES OF ASSOCIATION

The Articles were adopted on 7 May 2008. The following is a summary of certain provisions of
the Articles:

(a) Directors

(i) Power to allot and issue shares and warrants

Subject to the provisions of the Companies Law and the Memorandum and Articles and to
any special rights conferred on the holders of any shares or class of shares, any share may be
issued with or have attached thereto such rights, or such restrictions, whether with regard to
dividend, voting, return of capital, or otherwise, as our Company may by ordinary resolution
determine (or, in the absence of any such determination or so far as the same may not make
specific provision, as the board may determine). Subject to the Companies Law, the rules of any
Designated Stock Exchange (as defined in the Articles) and the Memorandum and Articles, any
share may be issued on terms that, at the option of our Company or the holder thereof, they are
liable to be redeemed.

V-1



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

APPENDIX V SUMMARY OF THE CONSTITUTION OF OUR COMPANY
AND CAYMAN ISLANDS COMPANY LAW

The board may issue warrants conferring the right upon the holders thereof to subscribe to
any class of shares or securitiesin the capital of our Company on such terms as it may from time
to time determine.

Subject to the provisions of the Companies Law and the Articles and, where applicable, the
rules of any Designated Stock Exchange (as defined in the Articles) and without prejudice to any
special rights or restrictions for the time being attached to any shares or any class of shares, all
unissued shares in our Company shall be at the disposal of the board, which may offer, allot,
grant options over or otherwise dispose of them to such persons, at such times, for such
consideration and on such terms and conditions as it in its absolute discretion thinks fit, but so
that no shares shall be issued at a discount.

Neither our Company nor the board shall be obliged, when making or granting any
allotment of, offer of, option over or disposal of shares, to make, or make available, any such
allotment, offer, option or shares to members or others with registered addresses in any particular
territory or territories being a territory or territories where, in the absence of a registration
statement or other special formalities, this would or might, in the opinion of the board, be
unlawful or impracticable. Members affected as a result of the foregoing sentence shall not be,
or be deemed to be, a separate class of members for any purpose whatsoever.

(i) Power to dispose of the assets of our Company or any subsidiary

There are no specific provisions in the Articles relating to the disposal of the assets of our
Company or any of its subsidiaries. The Directors may, however, exercise all powers and do all
acts and things which may be exercised or done or approved by our Company and which are not
required by the Articles or the Companies Law to be exercised or done by our Company in
general meeting.

(iii) Compensation or payments for loss of office

Pursuant to the Articles, payments to any Director or past Director of any sum by way of
compensation for loss of office or as consideration for or in connection with his retirement from
office (not being a payment to which the Director is contractually entitled) must be approved by
our Company in general meeting.

(iv) Loans and provision of security for loans to Directors

There are provisions in the Articles prohibiting the making of loans to Directors.
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(v) Disclosure of interests in contracts with our Company or any of its subsidiaries.

A Director may hold any other office or place of profit with our Company (except that of
the auditor of our Company) in conjunction with his office of Director for such period and,
subject to the Articles, upon such terms as the board may determine, and may be paid such extra
remuneration therefor (whether by way of salary, commission, participation in profits or
otherwise) in addition to any remuneration provided for by or pursuant to any other Articles. A
Director may be or become a director or other officer of, or otherwise interested in, any company
promoted by our Company or any other company in which our Company may be interested, and
shall not be liable to account to our Company or the members for any remuneration, profits or
other benefits received by him as a director, officer or member of, or from his interest in, such
other company. Subject as otherwise provided by the Articles, the board may also cause the
voting power conferred by the shares in any other company held or owned by our Company to
be exercised in such manner in all respects as it thinks fit, including the exercise thereof in
favour of any resolution appointing the Directors or any of them to be directors or officers of
such other company, or voting or providing for the payment of remuneration to the directors or
officers of such other company.

Subject to the Companies Law and the Articles, no Director or proposed or intended
Director shall be disqualified by his office from contracting with our Company, either with
regard to histenure of any office or place of profit or as vendor, purchaser or in any other manner
whatsoever, nor shall any such contract or any other contract or arrangement in which any
Director is in any way interested be liable to be avoided, nor shall any Director so contracting
or being so interested be liable to account to our Company or the members for any remuneration,
profit or other benefits realised by any such contract or arrangement by reason of such Director
holding that office or the fiduciary relationship thereby established. A Director who to his
knowledge is in any way, whether directly or indirectly, interested in a contract or arrangement
or proposed contract or arrangement with our Company shall declare the nature of his interest
at the meeting of the board at which the question of entering into the contract or arrangement is
first taken into consideration, if he knows hisinterest then exists, or in any other case, at the first
meeting of the board after he knows that he is or has become so interested.

A Director shall not vote (nor be counted in the quorum) on any resolution of the board
approving any contract or arrangement or other proposal in which he or any of his associates is
materially interested, but this prohibition shall not apply to any of the following matters, namely:

(aa) any contract or arrangement for giving to such Director or his associate(s) any
security or indemnity in respect of money lent by him or any of his associates or
obligations incurred or undertaken by him or any of his associates at the request of or
for the benefit of our Company or any of its subsidiaries;
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(bb) any contract or arrangement for the giving of any security or indemnity to athird party
in respect of a debt or obligation of our Company or any of its subsidiaries for which
the Director or his associate(s) has himself/themselves assumed responsibility in
whole or in part whether alone or jointly under a guarantee or indemnity or by the
giving of security;

(cc) any contract or arrangement concerning an offer of shares or debentures or other
securities of or by our Company or any other company which our Company may
promote or be interested in for subscription or purchase, where the Director or his
associate(s) is/are or is/are to be interested as a participant in the underwriting or
sub-underwriting of the offer;

(dd) any contract or arrangement in which the Director or his associate(s) is/are interested
in the same manner as other holders of shares or debentures or other securities of our
Company by virtue only of his/their interest in shares or debentures or other securities
of our Company;

(ee) any contract or arrangement concerning any other company in which the Director or
his associate(s) is/are interested only, whether directly or indirectly, as an officer or
executive or a shareholder or in which the Director and any of his associates are not
in aggregate beneficially interested in 5 percent. or more of the issued shares or of the
voting rights of any class of shares of such company (or of any third company through
which his interest or that of any of his associates is derived); or

(ff) any proposal or arrangement concerning the adoption, modification or operation of a
share option scheme, a pension fund or retirement, death, or disability benefits scheme
or other arrangement which relates both to Directors, his associates and employees of
our Company or of any of its subsidiaries and does not provide in respect of any
Director, or his associate(s), as such any privilege or advantage not accorded generally
to the class of persons to which such scheme or fund relates.

(vi) Remuneration

The ordinary remuneration of the Directors shall from time to time be determined by our
Company in general meeting, such sum (unless otherwise directed by the resolution by which it
is voted) to be divided amongst the Directors in such proportions and in such manner as the board
may agree or, failing agreement, equally, except that any Director holding office for part only of
the period in respect of which the remuneration is payable shall only rank in such division in
proportion to the time during such period for which he held office. The Directors shall also be
entitled to be prepaid or repaid all travelling, hotel and incidental expenses reasonably expected
to be incurred or incurred by them in attending any board meetings, committee meetings or
general meetings or separate meetings of any class of shares or of debentures of our Company
or otherwise in connection with the discharge of their duties as Directors.
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Any Director who, by request, goes or resides abroad for any purpose of our Company or
who performs services which in the opinion of the board go beyond the ordinary duties of a
Director may be paid such extra remuneration (whether by way of salary, commission,
participation in profits or otherwise) as the board may determine and such extra remuneration
shall be in addition to or in substitution for any ordinary remuneration as a Director. An
executive Director appointed to be a managing director, joint managing director, deputy
managing director or other executive officer shall receive such remuneration (whether by way of
salary, commission or participation in profits or otherwise or by all or any of those modes) and
such other benefits (including pension and/or gratuity and/or other benefits on retirement) and
allowances as the board may from time to time decide. Such remuneration may be either in
addition to or in lieu of his remuneration as a Director. The board may establish or concur or join
with other companies (being subsidiary companies of our Company or companies with which it
is associated in business) in establishing and making contributions out of our Company’s monies
to any schemes or funds for providing pensions, sickness or compassionate allowances, life
assurance or other benefits for employees (which expression as used in this and the following
paragraph shall include any Director or ex-Director who may hold or have held any executive
office or any office of profit with our Company or any of its subsidiaries) and ex-employees of
our Company and their dependents or any class or classes of such persons.

The board may pay, enter into agreements to pay or make grants of revocable or irrevocable,
and either subject or not subject to any terms or conditions, pensions or other benefits to
employees and ex-employees and their dependents, or to any of such persons, including pensions
or benefits additional to those, if any, to which such employees or ex-employees or their
dependents are or may become entitled under any such scheme or fund as is mentioned in the
previous paragraph. Any such pension or benefit may, as the board considers desirable, be
granted to an employee either before and in anticipation of, or upon or at any time after, his
actual retirement.

(vii) Retirement, appointment and removal

At each annual general meeting, one third of the Directors for the time being (or if their
number is not a multiple of three, then the number nearest to but not less than one third) will
retire from office by rotation provided that every Director shall be subject to retirement at an
annual general meeting at least once every three years. The Directors to retire in every year will
be those who have been longest in office since their last re-election or appointment but as
between persons who became or were last re-elected Directors on the same day those to retire
will (unless they otherwise agree among themselves) be determined by lot. There are no
provisions relating to retirement of Directors upon reaching any age limit. The Directors shall
have the power from time to time and at any time to appoint any person as a Director either to
fill a casual vacancy on the board or as an addition to the existing board. Any Director appointed
to fill a casual vacancy shall hold office until the first general meeting of members after his
appointment and be subject to re-election at such meeting and any Director appointed as an
addition to the existing board shall hold office only until the next following annual general
meeting of our Company and shall then be eligible for re-election. Neither a Director nor an
alternate Director is required to hold any shares in our Company by way of qualification.
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A Director may be removed by an ordinary resolution of our Company before the expiration
of his period of office (but without prejudice to any claim which such Director may have for
damages for any breach of any contract between him and our Company) and may by ordinary
resolution appoint another in his place. Unless otherwise determined by our Company in general
meeting, the number of Directors shall not be less than two. There is no maximum number of
Directors.

The office or director shall be vacated:

(aa) if heresigns his office by notice in writing delivered to our Company at the registered
office of our Company for the time being or tendered at a meeting of the Board;

(bb) becomes of unsound mind or dies;

(cc) if, without special leave, he is absent from meetings of the board (unless an alternate
director appointed by him attends) for six (6) consecutive months, and the board
resolves that his office is vacated,;

(dd) if he becomes bankrupt or has a receiving order made against him or suspends
payment or compounds with his creditors;

(ee) if he is prohibited from being a director by law;

(ff) if he ceasesto be a director by virtue of any provision of law or is removed from office
pursuant to the Articles.

The board may from time to time appoint one or more of its body to be managing director, joint
managing director, or deputy managing director or to hold any other employment or executive office
with our Company for such period and upon such terms as the board may determine and the board may
revoke or terminate any of such appointments. The board may delegate any of its powers, authorities
and discretions to committees consisting of such Director or Directors and other persons as the board
thinks fit, and it may from time to time revoke such delegation or revoke the appointment of and
discharge any such committees either wholly or in part, and either as to persons or purposes, but every
committee so formed shall, in the exercise of the powers, authorities and discretions so delegated,
conform to any regulations that may from time to time be imposed upon it by the board.

(viii) Borrowing powers

The board may exercise all the powers of our Company to raise or borrow money, to
mortgage or charge all or any part of the undertaking, property and assets (present and future)
and uncalled capital of our Company and, subject to the Companies Law, to issue debentures,
bonds and other securities of our Company, whether outright or as collateral security for any
debt, liability or obligation of our Company or of any third party.
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Note: These provisions, in common with the Articles in general, can be varied with the
sanction of a special resolution of our Company.

(ix) Proceedings of the Board

The board may meet for the despatch of business, adjourn and otherwise regulate their
meetings as they think fit. Questions arising at any meeting shall be determined by a majority
of votes. In the case of an equality of votes, the chairman of the meeting shall have an additional
or casting vote.

(x) Register of Directors and Officers

The Companies Law and the Articles provide that our Company is required to maintain at
its registered office a register of directors and officers which is not available for inspection by
the public. A copy of such register must be filed with the Registrar of Companies in the Cayman
Islands and any change must be notified to the Registrar within thirty (30) days of any change
in such directors or officers.

(b) Alterations to constitutional documents

The Articles may be rescinded, altered or amended by our Company in general meeting by
special resolution. The Articles state that a special resolution shall be required to alter the provisions
of the Memorandum, to amend the Articles or to change the name of our Company.

(c) Alteration of capital

Our Company may from time to time by ordinary resolution in accordance with the relevant
provisions of the Companies Law:

(i) increaseits capital by such sum, to be divided into shares of such amounts as the resolution
shall prescribe;

(if) consolidate and divide all or any of its capital into shares of larger amount than its existing
shares;

(iti) divide its shares into several classes and without prejudice to any special rights previously
conferred on the holders of existing shares attach thereto respectively any preferential,
deferred, qualified or special rights, privileges, conditions or restrictions as our Company
in general meeting or as the directors may determine;

(iv) sub-divide its shares or any of them into shares of smaller amount than is fixed by the
Memorandum, subject nevertheless to the provisions of the Companies Law, and so that the
resolution whereby any share is sub-divided may determine that, as between the holders of
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the shares resulting from such sub-division, one or more of the shares may have any such
preferred or other special rights, over, or may have such deferred rights or be subject to any
such restrictions as compared with the others as our Company has power to attach to
unissued or new shares; or

(v) cancel any shares which, at the date of passing of the resolution, have not been taken, or
agreed to be taken, by any person, and diminish the amount of its capital by the amount of
the shares so cancelled. Our Company may subject to the provisions of the Companies Law
reduce its share capital or any capital redemption reserve or other undistributable reserve
in any way by special resolution.

(d) Variation of rights of existing shares or classes of shares

Subject to the Companies Law, all or any of the special rights attached to the shares or any class
of shares may (unless otherwise provided for by the terms of issue of that class) be varied, modified
or abrogated either with the consent in writing of the holders of not less than three-fourths in nominal
value of the issued shares of that class or with the sanction of a special resolution passed at a separate
general meeting of the holders of the shares of that class. To every such separate general meeting the
provisions of the Articles relating to general meetings will mutatis mutandis apply, but so that the
necessary quorum (other than at an adjourned meeting) shall be two persons holding or representing
by proxy not less than one-third in nominal value of the issued shares of that class and at any
adjourned meeting two holders present in person or by proxy whatever the number of shares held by
them shall be a quorum. Every holder of shares of the class shall be entitled on a poll to one vote for
every such share held by him, and any holder of shares of the class present in person or by proxy may
demand a poll.

The special rights conferred upon the holders of any shares or class of shares shall not, unless
otherwise expressly provided in the rights attaching to the terms of issue of such shares, be deemed
to be varied by the creation or issue of further shares ranking pari passu therewith.

(e) Special resolution-majority required

Pursuant to the Articles, a special resolution of our Company must be passed by a majority of
not less than three-fourths of the votes cast by such members as, being entitled so to do, vote in person
or, in the case of such members as are corporations, by their duly authorised representatives or, where
proxies are allowed, by proxy at a general meeting of which not less than twenty-one (21) clear days’
notice, specifying the intention to propose the resolution as a special resolution, has been duly given.
Provided that, except in the case of an annual general meeting, if it is so agreed by a majority in
number of the members having a right to attend and vote at such meeting, being a majority together
holding not less than ninety-five (95) per cent. in nominal value of the shares giving that right and,
in the case of an annual general meeting, if so agreed by all Members entitled to attend and vote
thereat, a resolution may be proposed and passed as a special resolution at a meeting of which less
than twenty-one (21) clear days’ notice has been given.
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A copy of any special resolution must be forwarded to the Registrar of Companiesin the Cayman
Islands within fifteen (15) days of being passed.

An ordinary resolution is defined in the Articles to mean a resolution passed by a simple majority
of the votes of such members of our Company as, being entitled to do so, vote in person or, in the case
of corporations, by their duly authorised representatives or, where proxies are allowed, by proxy at a
general meeting held in accordance with the Articles.

(f) Voting rights (generally and on a poll) and right to demand a poll

Subject to any special rights or restrictions as to voting for the time being attached to any shares
by or in accordance with the Articles, at any general meeting on a show of hands, every member who
is present in person or by proxy or being a corporation, is present by its duly authorised representative
shall have one vote and on a poll every member present in person or by proxy or, in the case of a
member being a corporation, by its duly authorised representative shall have one vote for every fully
paid share of which he is the holder but so that no amount paid up or credited as paid up on a share
in advance of calls or instaiments is treated for the foregoing purposes as paid up on the share.
Notwithstanding anything contained in the Articles, where more than one proxy is appointed by a
member which is a clearing house (or its nominee(s)), each such proxy shall have one vote on a show
of hands. On a poll, a member entitled to more than one vote need not use all his votes or cast all the
votes he uses in the same way.

At any general meeting a resolution put to the vote of the meeting is to be decided on a show
of hands unless voting by way of a poll is required by the rules of the Designated Stock Exchange (as
defined in the Articles) or (before or on the declaration of the result of the show of hands or on the
withdrawal of any other demand for a poll) a poll is demanded by (i) the chairman of the meeting or
(ii) at least three members present in person or, in the case of a member being a corporation, by its
duly authorised representative or by proxy for the time being entitled to vote at the meeting or (iii)
any member or members present in person or, in the case of a member being a corporation, by its duly
authorised representative or by proxy and representing not less than one-tenth of the total voting rights
of all the members having the right to vote at the meeting or (iv) a member or members present in
person or, in the case of a member being a corporation, by its duly authorised representative or by
proxy and holding shares in our Company conferring a right to vote at the meeting being shares on
which an aggregate sum has been paid equal to not less than one-tenth of the total sum paid up on all
the shares conferring that right or (v) if required by the rules of the Designated Stock Exchange (as
defined in the Articles), by any Director or Directors who, individually or collectively, hold proxies
in respect of shares representing five per cent. (5%) or more of the total voting rights at such meeting.

If arecognised clearing house (or its nominee(s)) is a member of our Company it may authorise
such person or persons as it thinks fit to act as its representative(s) at any meeting of our Company
or at any meeting of any class of members of our Company provided that, if more than one person is
so authorised, the authorisation shall specify the number and class of shares in respect of which each
such person is so authorised. A person authorised pursuant to this provision shall be deemed to have

V-9



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

APPENDIX V SUMMARY OF THE CONSTITUTION OF OUR COMPANY
AND CAYMAN ISLANDS COMPANY LAW

been duly authorised without further evidence of the facts and be entitled to exercise the same powers
on behalf of the recognised clearing house (or its nominee(s)) as if such person was the registered
holder of the shares of our Company held by that clearing house (or its nominee(s)) including the right
to vote individually on a show of hands.

Where our Company has any knowledge that any shareholder is, under the rules of the
Designated Stock Exchange (as defined in the Articles), required to abstain from voting on any
particular resolution of our Company or restricted to voting only for or only against any particular
resolution of our Company, any votes cast by or on behalf of such shareholder in contravention of such
requirement or restriction shall not be counted.

(9) Requirements for annual general meetings

An annual general meeting of our Company must be held in each year, other than the year of
adoption of the Articles (within a period of not more than 15 months after the holding of the last
preceding annual general meeting or a period of 18 months from the date of adoption of the Articles,
unless a longer period would not infringe the rules of any Designated Stock Exchange (as defined in
the Articles)) at such time and place as may be determined by the board.

(h) Accounts and audit

The board shall cause true accounts to be kept of the sums of money received and expended by
our Company, and the matters in respect of which such receipt and expenditure take place, and of the
property, assets, credits and liabilities of our Company and of all other matters required by the
Companies Law or necessary to give a true and fair view of our Company’s affairs and to explain its
transactions.

The accounting records shall be kept at the registered office or at such other place or places as
the board decides and shall always be open to inspection by any Director. No member (other than a
Director) shall have any right to inspect any accounting record or book or document of our Company
except as conferred by law or authorised by the board or our Company in general meeting.

A copy of every balance sheet and profit and loss account (including every document required
by law to be annexed thereto) which is to be laid before our Company at its general meeting, together
with a printed copy of the Directors’ report and a copy of the auditors’ report, shall not less than
twenty-one (21) days before the date of the meeting and at the same time as the notice of annual
general meeting be sent to every person entitled to receive notices of general meetings of our
Company under the provisions the Articles; however, subject to compliance with all applicable laws,
including the rules of the Designated Stock Exchange (as defined in the Articles), our Company may
send to such persons summarised financial statements derived from our Company’s annual accounts
and the directors’ report instead provided that any such person may by notice in writing served on our
Company, demand that our Company sends to him, in addition to summarised financial statements, a
complete printed copy of our Company’s annual financial statement and the directors’ report thereon.
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Auditors shall be appointed and the terms and tenure of such appointment and their duties at all
times regulated in accordance with the provisions of the Articles. The remuneration of the auditors
shall be fixed by our Company in general meeting or in such manner as the members may determine.

The financial statements of our Company shall be audited by the auditor in accordance with
generally accepted auditing standards. The auditor shall make a written report thereon in accordance
with generally accepted auditing standards and the report of the auditor shall be submitted to the
members in general meeting. The generally accepted auditing standards referred to herein may be
those of a country or jurisdiction other than the Cayman Islands. If so, the financial statements and
the report of the auditor should disclose this fact and name such country or jurisdiction.

(i) Notices of meetings and business to be conducted thereat

An annual general meeting and any extraordinary general meeting at which it is proposed to pass
a special resolution shall (save as set out in sub-paragraph (e) above) be called by at least twenty-one
(21) clear days’ notice in writing, and any other extraordinary general meeting shall be called by at
least fourteen (14) clear days’ notice (in each case exclusive of the day on which the notice is served
or deemed to be served and of the day for which it is given). The notice must specify the time and
place of the meeting and, in the case of special business, the general nature of that business. In
addition notice of every general meeting shall be given to all members of our Company other than such
as, under the provisions of the Articles or the terms of issue of the shares they hold, are not entitled
to receive such notices from our Company, and also to the auditors for the time being of our Company.

Notwithstanding that a meeting of our Company is called by shorter notice than that mentioned
above, it shall be deemed to have been duly called if it is so agreed:

(i) in the case of a meeting called as an annual general meeting, by all members of our
Company entitled to attend and vote thereat; and

(if) in the case of any other meeting, by a majority in number of the members having a right
to attend and vote at the meeting, being a majority together holding not less than ninety-five
(95) per cent in nominal value of the issued shares giving that right.
All business shall be deemed special that is transacted at an extraordinary general meeting and
also all business shall be deemed special that is transacted at an annual general meeting with the
exception of the following, which shall be deemed ordinary business:

(aa) the declaration and sanctioning of dividends;

(bb) the consideration and adoption of the accounts and balance sheet and the reports of the
directors and the auditors;

(cc) the election of directors in place of those retiring;

(dd) the appointment of auditors and other officers;

V-11



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

APPENDIX V SUMMARY OF THE CONSTITUTION OF OUR COMPANY
AND CAYMAN ISLANDS COMPANY LAW

(ee) the fixing of the remuneration of the directors and of the auditors;

(ff) the granting of any mandate or authority to the directors to offer, allot, grant options over
or otherwise dispose of the unissued shares of our Company representing not more than
twenty (20) per cent in nominal value of its existing issued share capital; and

(gg) the granting of any mandate or authority to the directors to repurchase securities of our
Company.

(i) Transfer of shares

All transfers of shares may be effected by an instrument of transfer in the usual or common form
or in aform prescribed by the Designated Stock Exchange (as defined in the Articles) or in such other
form as the board may approve and which may be under hand or, if the transferor or transferee is a
clearing house or its nominee(s), by hand or by machine imprinted signature or by such other manner
of execution as the board may approve from time to time. The instrument of transfer shall be executed
by or on behalf of the transferor and the transferee provided that the board may dispense with the
execution of the instrument of transfer by the transferee in any case in which it thinks fit, in its
discretion, to do so and the transferor shall be deemed to remain the holder of the share until the name
of the transferee is entered in the register of members in respect thereof. The board may also resolve
either generally or in any particular case, upon request by either the transferor or the transferee, to
accept mechanically executed transfers.

The board in so far as permitted by any applicable law may, in its absolute discretion, at any time
and from time to time transfer any share upon the principal register to any branch register or any share
on any branch register to the principal register or any other branch register.

Unless the board otherwise agrees, no shares on the principal register shall be transferred to any
branch register nor may shares on any branch register be transferred to the principal register or any
other branch register. All transfers and other documents of title shall be lodged for registration and
registered, in the case of shares on a branch register, at the relevant registration office and, in the case
of shares on the principal register, at the registered office in the Cayman Islands or such other place
at which the principal register is kept in accordance with the Companies Law.

The board may, in its absolute discretion, and without assigning any reason, refuse to register a
transfer of any share (not being a fully paid up share) to a person of whom it does not approve or any
share issued under any share incentive scheme for employees upon which a restriction on transfer
imposed thereby still subsists, and it may also refuse to register any transfer of any share to more than
four joint holders or any transfer of any share (not being a fully paid up share) on which our Company
has a lien.

The board may decline to recognise any instrument of transfer unless a fee of such maximum sum
as any Designated Stock Exchange (as defined in the Articles) may determine to be payable or such
lesser sum as the Directors may from time to time require is paid to our Company in respect thereof,
the instrument of transfer, if applicable, is properly stamped, is in respect of only one class of share
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and is lodged at the relevant registration office or registered office or such other place at which the
principal register is kept accompanied by the relevant share certificate(s) and such other evidence as
the board may reasonably require to show the right of the transferor to make the transfer (and if the
instrument of transfer is executed by some other person on his behalf, the authority of that person so
to do).

The registration of transfers may be suspended and the register closed on giving notice by
advertisement in a relevant newspaper and, where applicable, any other newspapers in accordance
with the requirements of any Designated Stock Exchange (as defined in the Articles), at such times
and for such periods as the board may determine and either generally or in respect of any class of
shares. The register of members shall not be closed for periods exceeding in the whole thirty (30) days
in any year.

(k) Power for our Company to purchase its own shares

Our Company is empowered by the Companies Law and the Articles to purchase its own Shares
subject to certain restrictions and the Board may only exercise this power on behalf of our Company
subject to any applicable requirements imposed from time to time by any Designated Stock Exchange
(as defined in the Articles).

() Power for any subsidiary of our Company to own shares in our Company

There are no provisions in the Articles relating to ownership of shares in our Company by a
subsidiary.

(m) Dividends and other methods of distribution

Subject to the Companies Law, our Company in general meeting may declare dividends in any
currency to be paid to the members but no dividend shall be declared in excess of the amount
recommended by the board.

The Articles provide dividends may be declared and paid out of the profits of our Company,
realised or unrealised, or from any reserve set aside from profits which the directors determine is no
longer needed. With the sanction of an ordinary resolution dividends may also be declared and paid
out of share premium account or any other fund or account which can be authorised for this purpose
in accordance with the Companies Law.

Except in so far as the rights attaching to, or the terms of issue of, any share may otherwise
provide, (i) all dividends shall be declared and paid according to the amounts paid up on the shares
in respect whereof the dividend is paid but no amount paid up on a share in advance of calls shall for
this purpose be treated as paid up on the share and (ii) all dividends shall be apportioned and paid pro
rata according to the amount paid up on the shares during any portion or portions of the period in
respect of which the dividend is paid. The Directors may deduct from any dividend or other monies
payable to any member or in respect of any shares all sums of money (if any) presently payable by
him to our Company on account of calls or otherwise.
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Whenever the board or our Company in general meeting has resolved that a dividend be paid or
declared on the share capital of our Company, the board may further resolve either (a) that such
dividend be satisfied wholly or in part in the form of an allotment of shares credited as fully paid up,
provided that the shareholders entitled thereto will be entitled to elect to receive such dividend (or part
thereof) in cash in lieu of such allotment, or (b) that shareholders entitled to such dividend will be
entitled to elect to receive an allotment of shares credited as fully paid up in lieu of the whole or such
part of the dividend as the board may think fit. Our Company may also upon the recommendation of
the board by an ordinary resolution resolve in respect of any one particular dividend of our Company
that it may be satisfied wholly in the form of an allotment of shares credited as fully paid up without
offering any right to shareholders to elect to receive such dividend in cash in lieu of such allotment.

Any dividend, interest or other sum payable in cash to the holder of shares may be paid by cheque
or warrant sent through the post addressed to the holder at his registered address, or in the case of joint
holders, addressed to the holder whose name stands first in the register of our Company in respect of
the shares at his address as appearing in the register or addressed to such person and at such addresses
as the holder or joint holders may in writing direct. Every such cheque or warrant shall, unless the
holder or joint holders otherwise direct, be made payable to the order of the holder or, in the case of
joint holders, to the order of the holder whose name stands first on the register in respect of such
shares, and shall be sent at his or their risk and payment of the cheque or warrant by the bank on which
it is drawn shall constitute a good discharge to our Company. Any one of two or more joint holders
may give effectual receipts for any dividends or other moneys payable or property distributable in
respect of the shares held by such joint holders.

Whenever the board or our Company in general meeting has resolved that a dividend be paid or
declared the board may further resolve that such dividend be satisfied wholly or in part by the
distribution of specific assets of any kind.

All dividends or bonuses unclaimed for one year after having been declared may be invested or
otherwise made use of by the board for the benefit of our Company until claimed and our Company
shall not be constituted a trustee in respect thereof. All dividends or bonuses unclaimed for six years
after having been declared may be forfeited by the board and shall revert to our Company.

No dividend or other monies payable by our Company on or in respect of any share shall bear
interest against our Company.

(n) Proxies

Any member of our Company entitled to attend and vote at a meeting of our Company is entitled
to appoint another person as his proxy to attend and vote instead of him. A member who is the holder
of two or more shares may appoint more than one proxy to represent him and vote on his behalf at
a general meeting of our Company or at a class meeting. A proxy need not be a member of our
Company and shall be entitled to exercise the same powers on behalf of a member who is an individual
and for whom he acts as proxy as such member could exercise. In addition, a proxy shall be entitled
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to exercise the same powers on behalf of a member which is a corporation and for which he acts as
proxy as such member could exerciseif it were an individual member. On a poll or on a show of hands,
votes may be given either personally (or, in the case of a member being a corporation, by its duly
authorised representative) or by proxy.

(o) Call on shares and forfeiture of shares

Subject to the Articles and to the terms of allotment, the board may from time to time make such
calls upon the members in respect of any monies unpaid on the shares held by them respectively
(whether on account of the nominal value of the shares or by way of premium). A call may be made
payable either in one lump sum or by instaiments. If the sum payable in respect of any call or
instalment is not paid on or before the day appointed for payment thereof, the person or persons from
whom the sum is due shall pay interest on the same at such rate not exceeding twenty (20) per cent.
per annum as the board may agree to accept from the day appointed for the payment thereof to the time
of actual payment, but the board may waive payment of such interest wholly or in part. The board may,
if it thinks fit, receive from any member willing to advance the same, either in money or money’s
worth, all or any part of the monies uncalled and unpaid or instal ments payable upon any shares held
by him, and upon all or any of the monies so advanced our Company may pay interest at such rate (if
any) as the board may decide.

If a member fails to pay any call on the day appointed for payment thereof, the board may serve
not less than fourteen (14) clear days notice on him requiring payment of so much of the call asis
unpaid, together with any interest which may have accrued and which may still accrue up to the date
of actual payment and stating that, in the event of non-payment at or before the time appointed, the
shares in respect of which the call was made will be liable to be forfeited.

If the requirements of any such notice are not complied with, any share in respect of which the
notice has been given may at any time thereafter, before the payment required by the notice has been
made, be forfeited by a resolution of the board to that effect. Such forfeiture will include all dividends
and bonuses declared in respect of the forfeited share and not actually paid before the forfeiture. A
person whose shares have been forfeited shall cease to be a member in respect of the forfeited shares
but shall, notwithstanding, remain liable to pay to our Company all monies which, at the date of
forfeiture, were payable by him to our Company in respect of the shares, together with (if the board
shall in its discretion so require) interest thereon from the date of forfeiture until the date of actual
payment at such rate not exceeding twenty (20) per cent. per annum as the board determines.

(p) Inspection of register of members

Pursuant to the Articles the register and branch register of members shall be open to inspection
for at least two (2) hours on every business day by members without charge, or by any other person
upon a maximum payment of HK$2.50 or such lesser sum specified by the board, at the registered
office or such other place at which the register is kept in accordance with the Companies Law or, upon
a maximum payment of HK$1.00 or such lesser sum specified by the board, at the Registration Office
(as defined in the Articles), unless the register is closed in accordance with the Articles.
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(g0 Quorum for meetings and separate class meetings

No business shall be transacted at any general meeting unless a quorum is present when the
meeting proceeds to business, but the absence of a quorum shall not preclude the appointment of a
chairman.

Save as otherwise provided by the Articles the quorum for a general meeting shall be two
members present in person (or, in the case of a member being a corporation, by its duly authorised
representative) or by proxy and entitled to vote. In respect of a separate class meeting (other than an
adjourned meeting) convened to sanction the modification of class rights the necessary quorum shall
be two persons holding or representing by proxy not less than one-third in nominal value of the issued
shares of that class.

A corporation being a member shall be deemed for the purpose of the Articles to be present in
person if represented by its duly authorised representative being the person appointed by resolution
of the directors or other governing body of such corporation to act as its representative at the relevant
general meeting of our Company or at any relevant general meeting of any class of members of our
Company.

(r) Rights of the minorities in relation to fraud or oppression

There are no provisions in the Articles relating to rights of minority shareholders in relation to
fraud or oppression. However, certain remedies are available to shareholders of our Company under
Cayman law, as summarised in paragraph 3(f) of this Appendix.

(s) Procedures on liquidation

A resolution that our Company be wound up by the court or be wound up voluntarily shall be a
special resolution.

Subject to any special rights, privileges or restrictions as to the distribution of available surplus
assets on liquidation for the time being attached to any class or classes of shares (i) if our Company
shall be wound up and the assets available for distribution amongst the members of our Company shall
be more than sufficient to repay the whole of the capital paid up at the commencement of the winding
up, the excess shall be distributed pari passu amongst such members in proportion to the amount paid
up on the shares held by them respectively and (ii) if our Company shall be wound up and the assets
available for distribution amongst the members as such shall be insufficient to repay the whole of the
paid-up capital, such assets shall be distributed so that, as nearly as may be, the losses shall be borne
by the members in proportion to the capital paid up, or which ought to have been paid up, at the
commencement of the winding up on the shares held by them respectively.

If our Company shall be wound up (whether the liquidation is voluntary or by the court) the
liquidator may, with the authority of a special resolution and any other sanction required by the
Companies Law divide among the members in specie or kind the whole or any part of the assets of
our Company whether the assets shall consist of property of one kind or shall consist of properties of
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different kinds and the liquidator may, for such purpose, set such value as he deems fair upon any one
or more class or classes of property to be divided as aforesaid and may determine how such division
shall be carried out as between the members or different classes of members. The liquidator may, with
the like authority, vest any part of the assets in trustees upon such trusts for the benefit of members
as the liquidator, with the like authority, shall think fit, but so that no contributory shall be compelled
to accept any shares or other property in respect of which there is a liability.

(t) Untraceable members

Pursuant to the Articles, our Company may sell any of the shares of a member who is untraceable
if (i) all cheques or warrants in respect of dividends of the shares in question (being not less than three
in total number) for any sum payable in cash to the holder of such shares have remained uncashed for
a period of 12 years; (ii) upon the expiry of the 12 year period, our Company has not during that time
received any indication of the existence of the member; and (iii) our Company has caused an
advertisement to be published in accordance with the rules of the Designated Stock Exchange (as
defined in the Articles) giving notice of its intention to sell such shares and a period of three months,
or such shorter period as may be permitted by the Desighated Stock Exchange (as defined in the
Articles), has elapsed since the date of such advertisement and the Designated Stock Exchange (as
defined in the Articles) has been notified of such intention. The net proceeds of any such sale shall
belong to our Company and upon receipt by our Company of such net proceeds, it shall become
indebted to the former member of our Company for an amount equal to such net proceeds.

(u) Subscription rights reserve

The Articles provide that to the extent that it is not prohibited by and is in compliance with the
Companies Law, if warrants to subscribe to shares have been issued by our Company and our Company
does any act or engages in any transaction which would result in the subscription price of such
warrants being reduced below the par value of a share, a subscription rights reserve shall be
established and applied in paying up the difference between the subscription price and the par value
of a share on any exercise of the warrants.

3. CAYMAN ISLANDS COMPANY LAW

Our Company is incorporated in the Cayman Islands subject to the Companies Law and,
therefore, operates subject to Cayman law. Set out below is a summary of certain provisions of
Cayman company law, although this does not purport to contain all applicable qualifications and
exceptions or to be a complete review of all matters of Cayman company law and taxation, which may
differ from equivalent provisions in jurisdictions with which interested parties may be more familiar:

(a) Operations
As an exempted company, our Company’s operations must be conducted mainly outside the
Cayman Islands. Our Company is required to file an annual return each year with the Registrar of

Companies of the Cayman Islands and pay a fee which is based on the amount of its authorised share
capital.
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(b) Share capital

The Companies Law provides that where a company issues shares at a premium, whether for cash
or otherwise, a sum equal to the aggregate amount of the value of the premiums on those shares shall
be transferred to an account, to be called the “share premium account”. At the option of a company,
these provisions may not apply to premiums on shares of that company allotted pursuant to any
arrangement in consideration of the acquisition or cancellation of shares in any other company and
issued at a premium. The Companies Law provides that the share premium account may be applied by
the company subject to the provisions, if any, of its memorandum and articles of association in (a)
paying distributions or dividends to members; (b) paying up unissued shares of the company to be
issued to members as fully paid bonus shares; (c) the redemption and repurchase of shares (subject to
the provisions of section 37 of the Companies Law); (d) writing-off the preliminary expenses of the
company; (e) writing-off the expenses of, or the commission paid or discount allowed on, any issue
of shares or debentures of the company; and (f) providing for the premium payable on redemption or
purchase of any shares or debentures of the company. No distribution or dividend may be paid to
members out of the share premium account unless immediately following the date on which the
distribution or dividend is proposed to be paid, the company will be able to pay its debts as they fall
due in the ordinary course business.

The Companies Law provides that, subject to confirmation by the Grand Court of the Cayman
Islands (the “Court”), a company limited by shares or a company limited by guarantee and having a
share capital may, if so authorised by its articles of association, by special resolution reduce its share
capital in any way.

The Articles includes certain protections for holders of special classes of shares, requiring their
consent to be obtained before their rights may be varied. The consent of the specified proportions of
the holders of the issued shares of that class or the sanction of a resolution passed at a separate
meeting of the holders of those shares is required.

(c) Financial assistance to purchase shares of a company or its holding company

Subject to all applicable laws, our Company may give financial assistance to Directors and
employees of our Company, its subsidiaries, its holding company or any subsidiary of such holding
company in order that they may buy Shares in our Company or shares in any subsidiary or holding
company. Further, subject to all applicable laws, our Company may give financial assistance to a
trustee for the acquisition of Shares in our Company or shares in any such subsidiary or holding
company to be held for the benefit of employees of our Company, its subsidiaries, any holding
company of our Company or any subsidiary of any such holding company (including salaried
Directors).

There is no statutory restriction in the Cayman Islands on the provision of financial assistance
by a company to another person for the purchase of, or subscription for, its own or its holding
company'’s shares. Accordingly, a company may provide financial assistance if the directors of the
company consider, in discharging their duties of care and acting in good faith, for a proper purpose
and in the interests of the company, that such assistance can properly be given. Such assistance should
be on an arm’s-length basis.
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(d) Purchase of shares and warrants by a company and its subsidiaries

Subject to the provisions of the Companies Law, a company limited by shares or a company
limited by guarantee and having a share capital may, if so authorised by its articles of association,
issue shares which are to be redeemed or are liable to be redeemed at the option of the company or
a shareholder. In addition, such a company may, if authorised to do so by its articles of association,
purchase its own shares, including any redeemable shares. However, if the articles of association do
not authorise the manner or purchase, a company cannot purchase any of its own shares unless the
manner of purchase has first been authorised by an ordinary resolution of the company. At no time may
a company redeem or purchase its shares unless they are fully paid. A company may not redeem or
purchase any of its shares if, as a result of the redemption or purchase, there would no longer be any
member of the company holding shares. A payment out of capital by a company for the redemption
or purchase of its own shares is not lawful unless immediately following the date on which the
payment is proposed to be made, the company shall be able to pay its debts as they fall due in the
ordinary course of business.

A company is not prohibited from purchasing and may purchase its own warrants subject to and
in accordance with the terms and conditions of the relevant warrant instrument or certificate. There
is no requirement under Cayman |slands law that a company’s memorandum or articles of association
contain a specific provision enabling such purchases and the directors of a company may rely upon
the general power contained in its memorandum of association to buy and sell and deal in personal
property of all kinds.

Under Cayman Islands law, a subsidiary may hold shares in its holding company and, in certain
circumstances, may acquire such shares.

(e) Dividends and distributions

With the exception of section 34 of the Companies Law, there is no statutory provisions relating
to the payment of dividends. Based upon English case law, which is regarded as persuasive in the
Cayman lslands, dividends may be paid only out of profits. In addition, section 34 of the Companies
Law permits, subject to a solvency test and the provisions, if any, of the company’s memorandum and
articles of association, the payment of dividends and distributions out of the share premium account
(see paragraph 2(m) above for further details).

(f) Protection of minorities

The Cayman Islands courts ordinarily would be expected to follow English case law precedents
which permit a minority shareholder to commence a representative action against or derivative actions
in the name of the company to challenge (a) an act which is ultra vires the company or illegal, (b) an
act which constitutes a fraud against the minority and the wrongdoers are themselves in control of the
company, and (c) an irregularity in the passing of a resolution which requires a qualified (or special)
majority.
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In the case of a company (not being a bank) having a share capital divided into shares, the Court
may, on the application of members holding not less than one fifth of the shares of the company in
issue, appoint an inspector to examine into the affairs of the company and to report thereon in such
manner as the Court shall direct.

Any shareholder of a company may petition the Court which may make a winding up order if the
Court is of the opinion that it is just and equitable that the company should be wound up.

Generally claims against a company by its shareholders must be based on the general laws of
contract or tort applicable in the Cayman lIslands or their individual rights as shareholders as
established by the company’s memorandum and articles of association.

(90 Management

The Companies Law contains no specific restrictions on the power of directors to dispose of
assets of a company. However, as a matter of general law, every officer of a company, which includes
a director, managing director and secretary, in exercising his powers and discharging his duties must
do so honestly and in good faith with a view to the best interests of the company and exercise the care,
diligence and skill that a reasonably prudent person would exercise in comparable circumstances.
(h) Accounting and auditing requirements

A company shall cause proper books of account to be kept with respect to (i) all sums of money
received and expended by the company and the matters in respect of which the receipt and expenditure
takes place; (ii) all sales and purchases of goods by the company; and (iii) the assets and liabilities
of the company.

Proper books of account shall not be deemed to be kept if there are not kept such books as are
necessary to give a true and fair view of the state of the company’s affairs and to explain its
transactions.

(i) Exchange control
There are no exchange control regulations or currency restrictions in the Cayman |slands.

(j) Taxation

Pursuant to section 6 of the Tax Concessions Law (1999 Revision) of the Cayman Islands, our
Company has obtained an undertaking from the Governor-in-Cabinet:

(1) that nolaw which is enacted in the Cayman Islands imposing any tax to be levied on profits,
income, gains or appreciation shall apply to our Company or its operations; and

(2) that the aforesaid tax or any tax in the nature of estate duty or inheritance tax shall not be
payable on or in respect of the shares, debentures or other obligations of our Company.
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The undertaking for our Company is for a period of twenty years from 1 May 2007.

The Cayman Islands currently levy no taxes on individuals or corporations based upon profits,
income, gains or appreciations and there is no taxation in the nature of inheritance tax or estate duty.
There are no other taxes likely to be material to our Company levied by the Government of the Cayman
Islands save certain stamp duties which may be applicable, from time to time, on certain instruments
executed in or brought within the jurisdiction of the Cayman Islands. The Cayman Islands are not
party to any double tax treaties.

(k) Stamp duty on transfers

No stamp duty is payable in the Cayman Islands on transfers of shares of Cayman Islands
companies except those which hold interests in land in the Cayman Islands.

() Loansto directors

There is no express provision in the Companies Law prohibiting the making of loans by a
company to any of its directors.

(m) Inspection of corporate records

Members of our Company will have no general right under the Companies Law to inspect or
obtain copies of the register of members or corporate records of our Company. They will, however,
have such rights as may be set out in our Company’s Articles.

An exempted company may, subject to the provisions of its articles of association, maintain its
principal register of members and any branch registers at such locations, whether within or without
the Cayman Islands, as the directors may, from time to time, think fit. There is no requirement under
the Companies Law for an exempted company to make any returns of members to the Registrar of
Companies of the Cayman Islands. The names and addresses of the members are, accordingly, not a
matter of public record and are not available for public inspection.

(n) Winding up

A company may be wound up by either an order of the Court or by a special resolution of its
members. The Court has authority to order winding up in a number of specified circumstances
including where it is, in the opinion of the Court, just and equitable to do so.

A company may be wound up voluntarily when the members so resolve in general meeting by
special resolution, or, in the case of alimited duration company, when the period fixed for the duration
of the company by its memorandum expires, or the event occurs on the occurrence of which the
memorandum provides that the company is to be dissolved. In the case of avoluntary winding up, such
company is obliged to cease to carry on its business from the time of passing the resolution for
voluntary winding up or upon the expiry of the period or the occurrence of the event referred to above.
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For the purpose of conducting the proceedings in winding up a company and assisting the Court,
there may be appointed one or more than one person to be called an official liquidator or official
liquidator; and the Court may appoint to such office such person or persons, either provisionally or
otherwise, as it thinks fit, and if more persons than one are appointed to such office, the Court shall
declare whether any act hereby required or authorised to be done by the official liquidator isto be done
by all or any one or more of such persons. The Court may also determine whether any and what
security is to be given by an official liquidator on his appointment; if no official liquidator is
appointed, or during any vacancy in such office, all the property of the company shall be in the
custody of the Court. In the case of a members’ voluntary winding up of a company, the company in
general meeting must appoint one or more liquidators for the purpose of winding up the affairs of the
company and distributing its assets.

Upon the appointment of a liquidator, the responsibility for the company’s affairs rests entirely
in his hands and no future executive action may be carried out without his approval. A liquidator’'s
duties are to collect the assets of the company (including the amount (if any) due from the
contributories), settle the list of creditors and, subject to the rights of preferred and secured creditors
and to any subordination agreements or rights of set-off or netting of claims, discharge the company’s
liability to them (pari passu if insufficient assets exist to discharge the liabilities in full) and to settle
the list of contributories (shareholders) and divide the surplus assets (if any) amongst them in
accordance with the rights attaching to the shares.

As soon as the affairs of the company are fully wound up, the liquidator must make up an account
of the winding up, showing how the winding up has been conducted and the property of the company
has been disposed of, and thereupon call a general meeting of the company for the purposes of laying
before it the account and giving an explanation thereof. This final general meeting shall be called by
Public Notice (as defined in the Companies Law) or otherwise as the Registrar of Companies of the
Cayman Islands may direct.

(o) Reconstructions

There are statutory provisions which facilitate reconstructions and amalgamations approved by
a majority in number representing seventy-five (75) per cent. in value of shareholders or class of
shareholders or creditors, as the case may be, as are present at a meeting called for such purpose and
thereafter sanctioned by the Court. Whilst a dissenting shareholder would have the right to express to
the Court his view that the transaction for which approval is sought would not provide the
shareholders with a fair value for their shares, the Court is unlikely to disapprove the transaction on
that ground alone in the absence of evidence of fraud or bad faith on behalf of management.
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(p) Compulsory acquisition

Where an offer is made by a company for the shares of another company and, within four months
of the offer, the holders of not less than ninety (90) per cent. of the shares which are the subject of
the offer accept, the offeror may at any time within two months after the expiration of the said four
months, by notice in the prescribed manner require the dissenting shareholders to transfer their shares
on the terms of the offer. A dissenting shareholder may apply to the Court within one month of the
notice objecting to the transfer. The burden is on the dissenting shareholder to show that the Court
should exercise its discretion, which it will be unlikely to do unless there is evidence of fraud or bad
faith or collusion as between the offeror and the holders of the shares who have accepted the offer as
a means of unfairly forcing out minority shareholders.

(q9) Indemnification

Cayman Islands law does not limit the extent to which a company’s articles of association may
provide for indemnification of officers and directors, except to the extent any such provision may be
held by the court to be contrary to public policy (e.g. for purporting to provide indemnification against
the consequences of committing a crime).

4. GENERAL

Conyers Dill & Pearman, our Company’s special legal counsel on Cayman Islands law, have sent
to our Company a letter of advice summarising certain aspects of Cayman Islands company law. This
letter, together with a copy of the Companies Law, is available for inspection as referred to in the
paragraph headed “Documents available for inspection” in Appendix VII. Any person wishing to have
a detailed summary of Cayman Islands company law or advice on the differences between it and the
laws of any jurisdiction with which he is more familiar is recommended to seek independent legal
advice.
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A. FURTHER INFORMATION ABOUT OUR COMPANY

1. Incorporation

Our Company was incorporated in the Cayman Islands under the Companies Law as an exempted
company with limited liability on 10 April 2007. Our Company has been registered as an oversea
company under Part X1 of the Companies Ordinance on 14 January 2008 and our Company’s principal
place of businessin Hong Kong is at Suite 2401-2, 24/F, Shui On Centre, 6-8 Harbour Road, Wanchai,
Hong Kong. Mr. Ho Yui Pok, Eleutherius of Unit B, 4th Floor, Sutherland Court, Ville de Cascade,
2-4 Lai Wo Lane, Fotan, Shatin, New Territories, Hong Kong, a Hong Kong resident, has been
appointed as the authorised representative of our Company for the acceptance of service of process
and notices in Hong Kong.

As our Company was incorporated in the Cayman Islands, it operates subject to the relevant law
of the Cayman Islands and its constitution which comprises a memorandum of association and an
articles of association. A summary of certain provisions of the Memorandum and Articles of our
Company and of certain aspects of the Companies Law is set out in Appendix V to this document.

2.  Changes in share capital of our Company

As at the date of incorporation of our Company, its authorised share capital was HK$380,000
divided into 38,000,000 shares of HK$0.01 each. The following sets out the changes in the share
capital of our Company since the date of its incorporation:

(@) On 10 April 2007, one Share of HK$0.01 of our Company was allotted and issued credited
as fully paid to Codan Trust Company (Cayman) Limited, which was transferred to Mr.
Ding on the same day.

(b) On 28 May 2007, Group Success acquired from Mr. Ding one Share of our Company at its
par value.

(c) On 27 June 2007, 99 Shares of our Company were allotted and issued credited as fully paid
to Group Success.

(d) On 17 September 2007, our Company issued and allotted an additional 99,999,900 new
Shares credit as fully paid to Group Success.

(e) On 18 September 2007, pursuant to the Convertible Loan Agreement (as amended), the
Carlyle Convertible Loan was converted into 2,161,010 Series A Preferred Shares and
86,180 Series A Preferred Shares which were held by CAGP L.P. and CAGP IlI, L.P,
respectively.

(f) On 18 September 2007, pursuant to the Investment Agreement (as amended), CAGP L.P.
and CAGP Ill, L.P. subscribed for 9,724,551 and 387,809 Series A Preferred Shares,
respectively, at an aggregate consideration of approximately RMB180,000,000.



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

APPENDIX VI STATUTORY AND GENERAL INFORMATION

(g) On 22 December 2007, in consideration of Mr. Ding Jin Chao transferring the entire interest
held by him in Group Success to Mr. Ding and Ms. Ding Mei Qing respectively, Group
Success, at the directions of Mr. Ding and Ms. Ding Mei Qing, transferred 5,000,000 Shares
held by it in our Company to Henley Hope, a BV company wholly-owned by Mr. Ding Jin
Chao.

(h) On 21 March 2008, pursuant to the Convertible Loan Agreement (as amended) and the
Investment Agreement (as amended), CAGP L.P. and CAGP IIl, L.P. converted 1,505,144
and 60,024 Series A Preferred Shares previously held by each of them respectively into
1,505,144 and 60,024 Shares of our Company and transferred the said converted Shares of
our Company to Group Success as beneficial owner free from all encumbrances at US$1.00.

Conditional on (i) the Listing Committee of the Stock Exchange granting the listing of, and
permission to deal in, the Shares in issue and to be issued (pursuant to the Global Offering, the
conversion of the Series A Preferred Shares, the Capitalisation Issue, the Over-allotment Option, the
Pre-1PO Share Option Scheme and the Share Option Scheme) as mentioned in the Document; and (ii)
the obligations of the Underwriters under the Underwriting Agreements becoming unconditional
(including, if relevant, as a result of the waiver of any condition(s) by the Joint Global Coordinators
(on behalf of the Underwriters)) and the Underwriting Agreements not being terminated in accordance
with their terms or otherwise, in each case, at or before 8:00 a.m. on 3 June 2008 (or such other date
and time as may be agreed between the Joint Global Coordinators and our Company in writing), the
10,380,417 and 413,965 Series A Preferred Shares respectively beneficially owned by CAGP L.P. and
CAGP IIl, L.P. as at the date of this Document will be converted, re-designated and re-classified as
10,380,417 and 413,965 ordinary Shares which shall rank pari passu in all respects with the existing
Shares in issue so that immediately following such conversion, there will only be one single class of
Shares in the share capital of our Company and our Company will have an authorised share capital of
HK$1,000,000,000 divided into 100,000,000,000 Shares. Accordingly, the authorised and issued share
capital of our Company immediately following completion of the Global Offering and the
Capitalisation Issue will consist of ordinary Shares in the share capital of our Company, with a
nominal value of HK$0.01 each.

Assuming that the Global Offering becomes unconditional, the conversion of the Series A
Preferred Shares, the issue of the Offer Shares and the issue of Shares pursuant to the Capitalisation
Issue mentioned herein are made, but taking no account of any Shares which may be issued upon the
exercise of the Over-allotment Option and/or the exercise of subscription rights under any options to
be granted under the Pre-1PO Share Option Scheme and/or the Share Option Scheme, the authorised
share capital of our Company will be HK$1,000,000,000 divided into 100,000,000,000 Shares, of
which 2,200,000,000 Shares will be issued fully paid or credited as fully paid, and 97,800,000,000
Shares will remain unissued. Other than pursuant to the general mandate to issue Shares referred to
in the paragraph headed “Written resolutions of our Shareholders and holders of Series A Preferred
Shares passed on 7 May 2008” in this Appendix and pursuant to the Pre-IPO Share Option Scheme and
the Share Option Scheme, our Directors do not have any present intention to issue any of the
authorised but unissued share capital of our Company and, without prior approval of our Shareholders
in general meeting, no issue of Shares will be made which would effectively alter the control of our
Company.

Save as disclosed in this document, there has been no alteration in the share capital of our
Company since its incorporation.
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3. Changes in share capital of our subsidiaries

The following alterations in the share capital or registered capital of our subsidiaries took place
within the two years immediately preceding the date of this document:

Xtep Development

(a)

(b)

Xtep Development, a wholly-owned subsidiary of our Company, was incorporated as a
limited liability company in the BVI on 9 February 2007,

on 10 April 2007, one share of HK$1.00 in Xtep Development was allotted and issued
credited as fully paid to our Company for a consideration of HK$1.00.

Xtep Enterprise

(a)

(b)

(c)

(d)

(€)

Xtep Enterprise, an indirect wholly-owned subsidiary of our Company, was incorporated as
a limited liability company in Hong Kong on 27 March 2007,

on 27 March 2007, one share of HK$1.00 in Xtep Enterprise was allotted and issued
credited as fully paid to Harefield Limited for a consideration of HK$1.00;

on 10 April 2007, Mr. Ding acquired from Harefield Limited one share of HK$1.00 in Xtep
Enterprise for a consideration of HK$1.00 and nine shares of HK$1.00 in Xtep Enterprise
were allotted and issued credited as fully paid to Xtep Development for a consideration of
HK$9.00;

on 11 April 2007, Xtep Development acquired from Mr. Ding one share of HK$1.00 in Xtep
Enterprise for a consideration of HK$1.00;

on 27 June 2007, an additional 990 shares of HK$1.00 in Xtep Enterprise were allotted and
issued credited as fully paid to Xtep Development for a consideration of HK$990,
equivalent to the par value of those shares.

Koling (HK)

(a)

(b)

(c)

Koling (HK), an indirect wholly-owned subsidiary of our Company, was incorporated as a
limited liability company in Hong Kong on 13 September 2006;

on 13 September 2006, two shares of HK$1.00 each in Koling (HK) were allotted and
issued credited as fully paid to Mr. Ding and Ms. Ding Ming Fang, on trust for Mr. Ding
for the considerations of HK$1.00 each, respectively;

on 23 January 2007, Mr. Cai Hui Ting and Ms. Ding Ru Nan acquired from Mr. Ding and
Ms. Ding Ming Fang two shares of HK$1.00 each in Koling (HK) for an aggregate
consideration of HK$2.00. Each of the said shares in Koling (HK) was held on trust by Mr.
Cai Hui Ting and Ms. Ding Ru Nan respectively for Mr. Ding;
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(d) on 14 May 2007, Mr. Ding acquired from Mr. Cai Hui Ting and Ms. Ding Ru Nan the legal
interest in two shares of HK$1.00 each in Koling (HK) for an aggregate consideration of
HK$2.00;

(e) on 13 June 2007, Xtep Development acquired from Mr. Ding two shares of HK$1.00 each
in Koling (HK) for an aggregate consideration of HK$2.00.

Xtep (China)

(& On 22 May 2007, Xtep Enterprise entered into an equity transfer agreement with Hong
Kong Xtep Sports Goods Co. (FilskiA#aEMHMAF) to acquire its 100% equity interests in
Xtep (China) for a consideration of HK$900;

(b) on 15 October 2007, the registered capital of Xtep (China) was increased from HK$100
million to HK$280 million.

Sanxing Sports

On 19 September 2007, Xtep Enterprise entered into an equity transfer agreement with Mr.
Ding to acquire his 100% equity interests in Sanxing Sports for a consideration of HK$36.8
million.

Xtep Jinjiang

On 22 May 2007 and 7 June 2007, Xtep Enterprise entered into an equity transfer agreement
and a supplemental agreement, respectively, with Hong Kong Xtep Sports Goods Co.
(EFEREEANAT) to acquire its 100% equity interests in Xtep Jinjiang for a consideration of
HK$90.

Koling (Fujian)

Koling (Fujian), an indirect wholly-owned subsidiary of our Company, was established by
Koling (HK) as a wholly foreign-owned enterprise in the PRC on 5 February 2007 with a
registered capital of HK$8 million.

Xtep Xiamen
(a) Xtep Xiamen, an indirect wholly-owned subsidiary of our Company, was established as a
joint stock limited company in the PRC on 5 January 2007 with a registered capital of

RMB50 million;

(b) on 15 November 2007, Xtep (China) acquired from Mr. Lin Zhang Li 35% equity interests
in Xtep Xiamen for a consideration of RMB17.5 million.

Save as set out above and in the paragraph headed “ Corporate Reorganisation” under this section
in this appendix, there has been no alteration in the share capital of any of our subsidiaries of our
Company within the two years immediately preceding the date of this document.
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4. [e]

5.  Repurchase of our Shares

This section includes information relating to the repurchases of securities, including information
required by the Stock Exchange to be included in this document concerning such repurchase.

(1) Provisions of the Listing Rules

The Listing Rules permit companies whose primary listing is on the Stock Exchange to
repurchase their securities on the Stock Exchange subject to certain restrictions, the most important
restrictions are summarised below:

(i) Shareholders’ approval

All proposed repurchases of Shares must be approved in advance by an ordinary resolution
of the Shareholders in a general meeting, either by way of general mandate or by specific
approval in relation to a particular transaction.

Pursuant to the written resolutions passed on 7 May 2008 by all of our Shareholders and
holders of Series A Preferred Shares, a general unconditional mandate (the “Repurchase
Mandate”) was given to our Directors to exercise all powers of our Company to repurchase
Shares (Shares which may be listed on the Stock Exchange) with a total nominal value of not
more than 10% of the aggregate nominal value of our share capital in issue or to be issued
immediately following the completion of the Global Offering, details of which have been
described above in the paragraph headed “Written resolutions of our Shareholders and holders
of Series A Preferred Shares passed on 7 May 2008".

(if) Source of funds

Any repurchases of Shares by us must be paid out of funds legally available for the purpose
in accordance with our Articles of Association, the Listing Rules and the Companies Law. We are
not permitted to repurchase our Shares on the Stock Exchange for a consideration other than cash
or for settlement otherwise than in accordance with the trading rules of the Stock Exchange from
time to time.

(iii) Shares to be repurchased

The Listing Rules provide that the Shares which are proposed to be repurchased by us must
be fully-paid up.
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(2) Reasons for repurchases

Our Directors believe that it isin the best interests of our Company and our shareholders for our
Directors to have general authority from the shareholders to enable them to repurchase Shares in the
market. Such repurchases may, depending on market conditions and funding arrangements at the time,
lead to an enhancement of the net asset value per Share and/or earnings per Share and will only be
made where the Directors believe that such repurchases will benefit our Company and our
Shareholders.

(3) Funding of repurchases

In repurchasing Shares, we may only apply funds legally available for such purpose in
accordance with the Articles of Association, the Listing Rules and the applicable laws and regulations
of the Cayman Islands.

On the basis of our Company’s current financial position as disclosed in this document and
taking into account its current working capital position, our Directors consider that, if the Repurchase
Mandate is exercised in full, it might have a material adverse effect on our working capital and/or
gearing position as compared with the position disclosed in this document. However, our Directors do
not propose to exercise the Repurchase Mandate to such an extent as would, in the circumstances, have
a material adverse effect on our working capital requirements or the gearing levels which in the
opinion of our Directors are from time to time appropriate for us.

(4) General

None of our Directors nor, to the best of their knowledge having made all reasonable enquiries,
any of their associates (as defined in the Listing Rules) currently intends to sell any Shares to us.

Our Directors have undertaken to the Stock Exchange that, so far as the same may be applicable,
they will exercise the Repurchase Mandate in accordance with the Listing Rules and the applicable
laws and regulations of the Cayman |slands.

If, as aresult of any repurchase of Shares, a Shareholder’s proportionate interest in the voting
rights is increased, such increase will be treated as an acquisition for the purposes of the Hong Kong
Code on Takeovers and Mergers (the “Takeovers Code”). Accordingly, a Shareholder or a group of
Shareholders acting in concert could obtain or consolidate control of us and become obliged to make
a mandatory offer in accordance with rule 26 of the Takeovers Code. Save as aforesaid, our Directors
are not aware of any consequences which would arise under the Takeovers Code as a consequence of
any repurchases pursuant to the Repurchase Mandate.

We have not made any repurchases of our own securities in the past six months.

No connected person has notified us that he/she has a present intention to sell Shares to us, or
has undertaken not to do so, if the Repurchase Mandate is exercised.
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B. CORPORATE REORGANISATION

The Corporate Reorganisation which was effected in preparation for the listing, whereby our
Company became the holding company of our Group, included the following major steps:

(a)

(b)

(c)

(d)

(€)

()

(9)

(h)

(i)

Xtep Development was incorporated in the BVI on 9 February 2007 with an authorised
share capital of US$50,000 divided into 50,000 shares of US$1.00 each.

Xtep Enterprise was incorporated in Hong Kong on 27 March 2007 with an authorised share
capital of HK$10,000 divided into 10,000 shares of HK$1.00 each. As at 10 April 2007,
Xtep Enterprise was held as to one share by Mr. Ding (10%) and nine shares by Xtep
Development (90%).

On 10 April 2007, our Company was incorporated as an exempted company in the Cayman
Islands to act as the ultimate holding company for the operating subsidiaries in our Group.
At the time of its incorporation, our Company was wholly-owned by Mr. Ding.

On 10 April 2007, our Company subscribed for one share in Xtep Development, which
became our wholly-owned subsidiary.

On 11 April 2007, Xtep Development acquired one share in Xtep Enterprise held by Mr.
Ding for a consideration of HK$1.00 and after the acquisition, Xtep Enterprise also became
our wholly-owned subsidiary.

On 22 May 2007, Xtep Enterprise entered into an equity transfer agreement with Hong
Kong Xtep Sports Goods Co. (F#R#H8E A H ) to acquire the 100% equity interests in
Xtep (China) for a consideration of HK$900. After the acquisition, Xtep Enterprise holds
100% equity interests in Xtep (China).

On 22 May 2007 and 7 June 2007, Xtep Enterprise entered into an equity transfer agreement
and a supplemental agreement, respectively, with Hong Kong Xtep Sports Goods Co.
(FBE B RAE ) to acquire its 100% equity interests in Xtep Jinjiang for a
consideration of HK$90. Xtep Enterprise currently holds 100% equity interests in Xtep
Jinjiang.

On 28 May 2007, Group Success acquired one share in our Company, which represented its
entire issued share capital at that time, from Mr. Ding.

On 13 June 2007, Xtep Development acquired two shares in Koling (HK), which
represented its entire issued share capital at that time, from Mr. Ding for an aggregate
consideration of HK$2.00 equivalent to the par values of these shares. Xtep Development
currently holds 100% equity interests in Koling (HK). Pursuant to the same sale and
purchase agreement, Xtep Development acquired the entire shareholder’s loan of
HK$8,106,712 provided by Mr. Ding to Koling (HK) by the issue and allotment of an
aggregate of 9,999 new shares of Xtep Development to our Company as directed by Mr.
Ding.
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()

(k)

(1

(m)

(n)

(0)

(p)

On 13 June 2007, CAGP L.P. and CAGP Ill, L.P, both investment funds managed by
entities within Carlyle, entered into the Convertible Loan Agreement and the Investment
Agreement with, among others, Mr. Ding and our Company. The Investment Agreement and
the Convertible Loan Agreement were subsequently amended on 24 August 2007, pursuant
to the entering of the Supplemental Agreement and on 17 September 2007, pursuant to the
entering of the Second Supplemental Agreement. Pursuant to the Convertible Loan
Agreement, the Carlyle Investment Funds agreed to provide our Company with a
convertible loan of an aggregate principal amount of approximately RMB40,000,000
convertible into certain Series A Preferred Shares.

On 27 June 2007, our Company issued and allotted an aggregate of 99 new Shares to Group
Success and an additional 990 shares of HK$1.00 in Xtep Enterprise was allotted and issued
credited as fully paid to Xtep Development for a consideration of HK$990, equivalent to
the par value of those shares.

On 19 September 2007, Xtep Enterprise entered into an equity transfer agreement with Mr.
Ding to acquire his 100% equity interests in Sanxing Sports for a consideration of HK$36.8
million. The consideration was determined with reference to the registered capital of
Sanxing Sports at the time of transfer. Xtep Enterprise currently holds 100% equity
interests in Sanxing Sports.

On 17 September 2007, our Company issued and allotted an additional 99,999,900 new
Shares credit as fully paid to Group Success.

On 18 September 2007, pursuant to the Convertible Loan Agreement (as amended), the
Carlyle Convertible Loan was converted into 2,161,010 Series A Preferred Shares and
86,180 Series A Preferred Shares which were held by CAGP L.P. and CAGP Ill, L.P,
respectively. Pursuant to the Investment Agreement (as amended), the Carlyle Investment
Funds agreed to further subscribe to certain Series A Preferred Shares at an aggregate
consideration of approximately RMB180,000,000 and our Company therefore issued
9,724,551 and 387,809 Series A Preferred Shares to CAGP L.P. and CAGP IlII, L.P,
respectively, on 18 September 2007.

On 2 November 2007, Xtep Xiamen was converted from a joint stock limited company to
a limited liability company incorporated under the laws of PRC. On 15 November 2007,
Xtep (China) entered into an equity transfer agreement with Mr. Lin Zhang Li to acquire
his 35% equity interests in Xtep Xiamen for a consideration of RMB 17.5 million. The
consideration was determined with reference to the registered capital of Xtep Xiamen at the
time of transfer. Xtep Enterprise currently indirectly holds 100% equity interests in Xtep
Xiamen through Xtep (China).

On 22 December 2007, in consideration of Mr. Ding Jin Chao transferring the entire interest
held by him in Group Success to Mr. Ding and Ms. Ding Mei Qing respectively, Group
Success, at the directions of Mr. Ding and Ms. Ding Mei Qing, transferred 5,000,000 Shares
held by it in our Company to Henley Hope, a BVI company wholly-owned by Mr. Ding Jin
Chao.
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)]

(n

On 21 March 2008, the numbers of Series A Preferred Shares held by CAGP L.P. and CAGP
11, L.P. have been adjusted to 10,380,417 and 413,965 Series A Preferred Shares
respectively based on the financial performance of our Group companies for the year ended
31 December 2007 with reference to the pre-determined share adjustment formula
stipulated in the Convertible Loan Agreement (as amended) and the Investment Agreement
(as amended). Based on such pre-determined adjustment formula, CAGP L.P. and CAGPIII,
L.P. converted 1,505,144 and 60,024 Series A Preferred Shares previously held by each of
them respectively into 1,505,144 and 60,024 ordinary Shares of our Company and
transferred the said converted ordinary shares of our Company to Group Success as
beneficial owner free from all encumbrances at US$1.00.

Conditional on the share premium account of our Company being credited as a result of the
Global Offering, the sum of HK$15,376,404.5 will be capitalised and applied in paying up
in full at par HK$0.01, 1,321,494,332, 68,425,000, 142,056,007 and 5,665,111 Shares for
allotment and issue to Group Success, Henley Hope, CAGP L.P. and CAGP III, L.P. and
such Shares to be allotted and issued shall rank pari passu in all respects with the then
existing issued Shares of our Company.

C. FURTHER INFORMATION ABOUT OUR BUSINESS

1. Summary of the Material Contracts

The following contracts (not being contracts entered into in the ordinary course of business) were
entered into by our Group within the two years preceding the date of this document and are or may
be material:

(a)

(b)

(c)

An instrument of transfer dated 11 April 2007 entered into between Mr. Ding and Xtep
Development (previously known as Able Great Enterprises Limited (#JJ:3GRAH)) for
the transfer of one share in Xtep Enterprise (previously known as Leader Gain Investments
Limited (FZ#&EHKRAF)) to Xtep Development (previously known as Able Great
Enterprises Limited (#Jii2ARAH)) in consideration of HK$1.00;

A share transfer agreement in Chinese dated 22 May 2007 entered into between Hong Kong
Xtep Sports Goods Co. (F#ERZ#EHMAHR) and Xtep Enterprise (previously known as
Leader Gain Investments Limited (F&#&&HRAH )) for transfer of 100% equity interests
in Xtep (China) to Xtep Enterprise (previously known as Leader Gain Investments Limited
(FALtEHERAT)) in consideration of HK$900;

A share transfer agreement in Chinese dated 22 May 2007 and its supplemental agreement
dated 7 June 2007 entered into between Hong Kong Xtep Sports Goods Co.
(HFERAHEERNAHE) and Xtep Enterprise (previously known as Leader Gain Investment
Limited (FZL#&EHIRAHE)) for transfer of 100% equity interests in Xtep Jinjiang to Xtep
Enterprise (previously known as Leader Gain Investments Limited (FZ#E&EGRAF)) in
consideration of HK$90;
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(d)

(e)

()

()]

(h)

)

(k)

(1

(m)

(n)

(0)

A share transfer agreement dated 13 June 2007 entered into between Mr. Ding and Xtep
Development for the transfer of two shares of HK$1.00 each in Koling (HK) to Xtep
Development in consideration of HK$2.00 and the transfer of the shareholder’s loan of
HK$8,106,712 by the issue and allotment of an aggregate of 9,999 new shares of Xtep
Development to our Company;

The Convertible Loan Agreement;

The Investment Agreement;

The Supplemental Agreement;

A share transfer agreement in Chinese dated 19 September 2007 entered into between Xtep
Enterprise and Mr. Ding for transfer of 100% equity interests in Sanxing Sports to Xtep
Enterprise in consideration of HK$36.8 million;

The Second Supplemental Agreement;

A share transfer agreement in Chinese dated 15 November 2007 entered into between Mr.
Lin Zhang Li and Xtep (China) for transfer of 35% equity interestsin Xtep Xiamen to Xtep
(China) in consideration of RMB17.5 million;

A share transfer agreement in Chinese dated 22 December 2007 entered into between Mr.
Ding Jin Chao, Mr. Ding and Ms. Ding Mei Qing for transfer of 500 shares held by Mr. Ding
Jin Chao in Group Success to Mr. Ding and Ms. Ding Mei Qing in consideration of transfer
of 5,000,000 Shares in our Company held by Group Success to Henley Hope;

A trademark and patent license agreement in Chinese dated 7 May 2008 between Mr. Ding,
Ms. Ding Ming Fang and our Company pursuant to which Mr. Ding and Ms. Ding Ming
Fang agreed to grant an irrevocable license to our Company and its subsidiaries to use all
of their trademarks and patents (whether registered in the PRC or overseas) relating to the
sportswear products at nil consideration;

the Deed of Non-compete;

A deed of indemnity dated 20 May 2008 entered into between the Controlling Shareholders
and our Company for itself and as trustee for its subsidiaries, under which each of the
Controlling Shareholders has given certain indemnities in favour of our Group containing,
among others, the indemnities referred to the sub-paragraph headed “Estate Duty and Tax
Indemnity” under the paragraph headed “Other Information” in this Appendix; and

[o]
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2. Intellectual Property Rights of our Group

Trademarks

As at the Latest Practicable Date, we have the right to use the following trademarks:

Registration

Trademark Place of Registration Class Number  Expiry Date
_X PRC 25 1497296 27 December 2010
_-X PRC 25 1942634 13 March 2016
h PRC 25 1942632 20 October 2012

X PRC 25 1935605 6 April 2015

x E P PRC 25 1782012 6 June 2012

T E P PRC 25 1782010 6 June 2012
XT E P PRC 25 1782011 6 June 2012

PRC 25 2014416 20 August 2012

Y525
5= PRC 25 3013625 27 January 2013
Xr=

@ PRC 18 1810901 20 July 2012
‘Em PRC 28 1941157 27 August 2012
ji;fp PRC 25 3106111 20 July 2013
,I_:ET :_i:: PRC 25 2006532 13 November 2012

: ‘ - PRC 25 3000768 6 December 2013
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Registration
Trademark Place of Registration Class Number  Expiry Date
@ PRC 25 3000767 6 December 2013
KOLING © PRC 25 1408068 13 June 2010
h Hong Kong 25 12924/2002 16 August 2008
h@ Japan 25 762830 15 July 2011
h Union of Myanmar 25 4/1343/2004 7 March 2014
h India 25 1262110 19 January 2014
_‘h Singapore 25 T0407028H 4 May 2014
X The Islamic 25 140627 11 June 2016
L Republic of Iran
X= Kingdom of Saudi 25 894/65 12 February 2016
" & Arabia
X Israel 25 190127 16 May 2016
o oW
X United Arab 25 78572 3 June 2016
L Emirates
h Lao People's 25 10569 4 March 2014
Democratic Republic
h Thailand 25 215126 8 December 2012
h South Korea 25 0626279 27 July 2015
h Philippines 25 4-2002-009061 20 March 2015
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Registration

Trademark Place of Registration Class Number  Expiry Date
KOs @ Hong Kong 18, 25 300709173 25 August 2016
KOLING Hong Kong 18, 25 300709182 25 August 2016
*(‘” Hong Kong 18, 25 300709191 25 August 2016
* Hong Kong 25 300275193 25 August 2014
Xae Hong Kong 25 300605952 22 March 2016
X v Hong Kong 18 300683839 18 July 2016
Xrw Taiwan 25 01154189 15 May 2015
X Taiwan 18 01154034 15 May 2015
* S Taiwan 18 01272640 31 July 2017
* @ Taiwan 25 01272790 31 July 2017
KOs @ Taiwan 25 01266680 15 June 2017
KoL @ Taiwan 18 01266512 15 June 2017
ﬂ Macau 25 N/022384 12 September 2013
Note:

(1) Applications by us to acquire the above trademarks from Mr. Ding have been filed with and accepted by
rhE A RSN TRef TECE BlRRRaEER  (Trademark Office of State Administration for Industry and Commerce). We were
granted an irrevocable license to use the above trademarks by Mr. Ding, at nil consideration until the date of
completion of the transfer of these trademarks to our Group.

(2)  Application by us to acquire the above trademark from Ms. Ding Ming Fang has been filed with and accepted by
rhE A\ R T e TECE BRRRGEES  (Trademark Office of State Administration for Industry and Commerce). We were
granted an irrevocable license to use the above trademark by Ms. Ding Ming Fang, at nil consideration until the
date of completion of the transfer of these trademarks to our Group.

(3)  TheInternational Bureau of the World Intellectual Property Organisation (WIPO) certifies trademark No. 762830
conform to the recordal made in the International Register of Marks maintained under the Madrid Agreement and
Protocol.
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(4) Applications by us to acquire the above trademark from Ms. Ding Ming Fang have been filed with
rpg A BRI T TECE iR (Trademark Office of State Administration for Industry and Commerce). We were
granted an irrevocable license to use the above trademarks by Ms. Ding Ming Fang, at nil consideration until the
date of completion of the transfer of these trademarks to our Group.

As at the Latest Practical Date, applications have been made for the registration of the following
trademarks:

Application
Trademark Place of Application Class Number  Application Date
X PRC 25 4990234 9 November 2005
X PRC 25 5043141 5 December 2005
ﬁ-ﬁ PRC 25 4990229 9 November 2005
X aw PRC 25 4990232 9 November 2005
TEBU PRC 25 4990231 9 November 2005
b PRC 25 4990230 9 November 2005
X PRC 28 6310422 8 October 2007
X PRC 18 6310423 8 October 2007
X PRC 18 6310413 8 October 2007
Xe PRC 28 6310414 8 October 2007
X sew Y PRC 18 4294056 30 September 2004
X aew Y PRC 28 4294047 30 September 2004
%ﬁ @ PRC 18 4294469 30 September 2004
%ﬂ @ PRC 28 4294460 30 September 2004
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Application
Trademark Place of Application Class Number  Application Date
PRC 28 6310416 8 October 2007
PRC 25 6314085 9 October 2007
PRC 18 6310415 8 October 2007
KOLING @ PRC 18 5362098 22 May 2006
KOLING @ PRC 25 5362099 22 May 2006
KOLING @ PRC 28 5362100 22 May 2006
Ko< @ PRC 18 5386809 31 May 2006
KO @ PRC 25 5386810 31 May 2006
Ko~ (2 PRC 28 5442747 26 June 2006
* @ PRC 18 5498249 24 July 2006
* @ PRC 25 5498262 24 July 2006
* @ PRC 28 5498264 24 July 2006
Sexports @ PRC 28 5362101 22 May 2006
Sexports @ PRC 18 5362102 22 May 2006
Sexports @ PRC 25 5362113 22 May 2006
‘-9@) PRC 25 5386803 31 May 2006
e @ PRC 25 5386804 31 May 2006

VI-15



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

APPENDIX VI STATUTORY AND GENERAL INFORMATION
Application

Trademark Place of Application Class Number  Application Date
The call of living PRC 25 5386805 31 May 2006
X Hong Kong 18, 25, 28 300683820 19 July 2006
X= Kuwait 25 85211 28 April 2007
"W o

Ny Kingdom of 25 48204 27 May 2006
w W Bahrain

Xy Pakistan 25 222629 25 May 2006
" ®

XN Malaysia 25 06008550 22 May 2006
"W

Notes

(1) These applications have been made by Mr. Ding. We have made applications to acquire the rights in the above
trademark applications from Mr. Ding.

(2)  These applications have been made by Ms. Ding Ming Fang. We have made applications to acquire the rights in
the above trademark applications from Ms. Ding Ming Fang.

Domain Names

As at the Latest Practicable Date, we have registered the following domain names:

Date of
Registrant Domain Name Registration
Sanxing SPorts . ... ... tebu.com.cn 5 January 2005
SanxXing SPOItS . .. ..o ki .com 5 January 2005
3 November
Xtep (China) . ....... .. Fe 2 .com 2005
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Patents

As at the Latest Practicable Date, we are the registered owner of the following patents:

Place of

Type Registration Patent Number  Effective Period
Utility Model® ... ... PRC 200620138545.X 15 September 2006

to 14 September 2016
Utility Model® .. ... .. PRC 01259213.7 3 September 2001

to 2 September 2011
Design® .. ... ........ PRC 200630002727.X 4 January 2006

to 3 January 2016
Design® .. ... .. ... .. PRC 20063002728.4 4 January 2006

to 3 January 2016
Design® .. ... ........ PRC 02333190.9 29 July 2002

to 28 July 2012
Design® .. ... .. ...... PRC 02332710.3 12 July 2002

to 11 July 2012
Design® .. ........... PRC 02330059.0 10 June 2002

to 9 June 2012
Design® .. ........... PRC 02307957.6 20 May 2002

to 19 May 2012
Design®® .. ........... PRC 02307959.2 20 May 2002

to 19 May 2012
Design®® .. ........... PRC 02307958.4 20 May 2002

to 19 May 2012
Design®® .. ........... PRC 02307956.8 20 May 2002

to 19 May 2012
Design®® .. ........... PRC 02307955.X 20 May 2002

to 19 May 2012
Design®® .. ........... PRC 02300802.4 25 January 2002

to 24 January 2012
Design®® .. ........... PRC 02300801.6 25 January 2002

to 24 January 2012
Design®® .. ........... PRC 02300600.5 25 January 2002

to 24 January 2012
Design®® .. ........... PRC 01323941.4 24 August 2001

to 23 August 2011
Design®® .. ........... PRC 01322914.1 14 August 2001

to 13 August 2011
Design®® .. ........... PRC 01321249.4 17 July 2001

to 16 July 2011
Design®® .. ........... PRC 01318877.1 18 June 2001

to 17 June 2011
Note:

(1) Applications by us to acquire the above patents from Mr. Ding have been filed with & A ICRIBIEIZ AT AE RS
(State Intellectual Property Office of the PRC). We were granted an irrevocable license to use the above patents
by Mr. Ding, at nil consideration until the date of completion of the transfer of these patents to our Group.
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As at the Latest Practical Date, applications have been made for the registration of the following

patent:
Type Place of Application Application Number Application Date
Utility model ........ PRC 200720008462.3 11 October 2007

3. Further information about our PRC establishments

(a)

(b)

(c)

Xtep (China)

0) nature of the company:
(ii)  term of business operation:

total investment:
registered capital:

(iii)
(iv)

(v)  attributable interest of the company:

(vi)

scope of business:

Xtep Jingjiang

() nature of the company:
(ii)  term of business operation:

total investment:
registered capital:

(iii)
(iv)

(v)  attributable interest of the company:

(vi)

scope of business:

Koling (Fujian)

0) nature of the company:
(ii)  term of business operation:

total investment:
registered capital:

(iii)
(iv)

(v)  attributable interest of the company:

(vi)

scope of business:
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Wholly foreign-owned enterprise

10 years commencing on 7 February 2002
and expiring on 7 February 2012
HK$600,000,000

HK $280,000,000 (fully paid)®

100%

Manufacturing fabrics, apparel, leather
accessory products, furnitures, ceramic
sanitary wares, hardwares, sports equipment
and related technology exchange and
promotion

Wholly foreign-owned enterprise

10 years commencing on 1 November 2004
and expiring on 31 October 2014
US$10,000,000

US$6,000,000 (fully paid)®

100%

Manufacturing sports footwear, apparel,
footwear materials and accessory products

Wholly foreign-owned enterprise

10 years commencing on 5 February 2007
and expiring on 4 February 2017
HK$8,000,000

HK$8,000,000 (fully and timely paid)
100%

Manufacturing apparel,
bags and hats

sports footwear,
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(d) Sanxing Sports

() nature of the company: Wholly foreign-owned enterprise

(ii)  term of business operation: 10 years commencing on 3 February 1999
and expiring on 3 February 2009

(iti)  total investment: HK$50,000,000

(iv) registered capital: HK $36,800,000 (fully paid)™®

(v)  attributable interest of the company: 100%

(vi)  scope of business: Manufacturing footwear and apparel product

for exportation

(e) Xtep Xiamen

(1) nature of the company: Limited liability company

(if)  term of business operation: 20 years commencing on 5 January 2007 and
expiring on 4 January 2027

(iii)  registered capital: RMB50,000,000 (fully and timely paid)

(iv) attributable interest of the company: 100%

(v)  scope of business: Real estate  investments,  enterprise

management advisory services, investment
consultation, manufacturing sports goods,
manufacturing and selling fabrics, sports
equipment, apparel, sports footwear,
footwear materials and chemical raw
materials

Note:

(1) Contribution of the initial registered capital was delayed but the subsequent contribution of the remaining
registered capital was timely and fully. Our PRC Legal adviser, Jingtian & Gongcheng, has confirmed that the
delay in the contribution of theinitial registered capital has been rectified through the enterprise annual inspection

conducted by the local governmental authority.
D. FURTHER INFORMATION ABOUT THE DIRECTORS
1. Directors’ service contracts

Each of our executive Directors has entered into a service contract with us for an initial fixed
term of three years commencing from the Listing Date and will continue thereafter until terminated
by not less than three months’ notice in writing served by either party on the other, which notice shall
not expire until after the fixed term.

Our non-executive Director has entered into a service contract with us for an initial fixed term
of one year commencing from the Listing Date and will continue thereafter until terminated by not less
than three months’ notice in writing served by either party on the other, which notice shall not expire
until after the fixed term.

VI-19



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

APPENDIX VI STATUTORY AND GENERAL INFORMATION

Each of our independent non-executive Directors has entered into a service contract with us for
an initial fixed term of two years commencing from the Listing Date and will continue thereafter until
terminated by not less than three months’ notice in writing served by either party on the other, which
notice shall not expire until after the fixed term.

Each of our executive Directors and independent non-executive Directors is entitled to the
respective basic salary set out below. Our non-executive Direct shall not be entitled to any director’s
fees. Each of the executive Directors is also entitled to a discretionary bonus, provided that the
aggregate amount of the bonuses payable to all of our executive Directors in respect of any financial
year of our Company may not exceed 5% of our audited consolidated net profit (after taxation and
minority interests and payment of such bonuses but excluding extraordinary and exceptional items) in
respect of that financial year. An executive Director may not vote on any resolution of the Directors
regarding the increment of annual salary and the amount of the discretionary bonus payable to him.

The current basic annual salaries of the executive Directors and independent non-executive
Directors are as follows:

Name Annual Amount
ME DiNg ..o RMB960,000
Ms. Ding Mei QiNg ... ..ot RMB480,000
Mr. LinZhang Li......... .. e RMB480,000
Ms. Ding Ming Zhong . . . .. ... RMB480,000
M Ye Qi .o RMB480,000
Mr. Sin KaMan. . ... HK$240,000
Mr. Xu Peng Xiang . . ... ..o RMB180,000
Mr. Gao Xian Feng . . ... .. RMB180,000

Save as aforesaid, none of our Directors has or is proposed to have a service contract with us or
any of our subsidiaries (other than contracts expiring or determinable by the employer within one year
without the payment of compensation (other than statutory compensation)).

2. Directors’ remuneration during the Track Record Period

For the three years ended 31 December 2005, 2006 and 2007, the aggregate of the remuneration
paid (including salaries, bonuses, allowance, benefitsin kind and pension scheme contributions) to our
Directors by us and our subsidiaries was RMB256,000, RMB582,000 and RMB675,000, respectively.

Save as disclosed in this document, no other emoluments have been paid or are payable, in
respect of the three years ended 31 December 2005, 2006 and 2007 by us to our Directors.

Under the arrangements currently in force, we estimate that the aggregate remuneration payable
to, and benefits in kind receivable by, Directors (excluding discretionary bonus and share-based
payment compensation granted under the Pre-IPO Share Option Scheme) for the year ended 31
December 2008 will be approximately RMB3,480,000.
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E.

DISCLOSURE OF INTERESTS
Disclosure of Interests

(a) Interests and short positions of our Directors in our share capital and our associated
corporations following the Global Offering and Capitalisation Issue

Immediately following completion of the Global Offering and Capitalisation Issue and
taking no account of any Shares which may be allotted and issued pursuant to the Pre-1PO Share
Option Scheme and the Share Option Scheme or the exercise of the Over-allotment Option, the
interests or short positions of the Directors and the chief executive in our Shares, underlying
Shares and debentures of our associated corporations, within the meaning of Part XV of the SFO
which will have to be notified to our Company and the Stock Exchange pursuant to Divisions 7
and 8 of Part XV of the SFO (including interests and short positions which he is taken or deemed
to have under such provisions of the SFO) or which will be required, pursuant to section 352 of
the SFO, to be recorded in the register referred to therein or which will be required to be notified
to us and the Stock Exchange pursuant to the Model Code for Securities Transactions by
Directors of Listed Companies contained in the Listing Rules, will be as follows:

Interests and short positions in the shares, underlying shares and debentures and our
associated corporations:

Long Positions in our Company

Number of Shares subject

to options granted under Approximate

the Pre-IPO Share percentage of interest

Name of Director Number of Shares Option Scheme in our Company

Mr. Ding™. ... .. [®] [®] [®]
Ms. Ding Mei

. 2
Qing ....... [e] [@] [@]
Mr. Ye Qi® .. ... [®] [®] [®]
Note:

(1) Mr. Ding is deemed to be interested in the Shares held by Group Success by virtue of Group Success being
controlled by Mr. Ding. Ms. Ding Ming Fang, the wife of Mr. Ding, is deemed to be interested in her
husband’s interests in Group Success.

(2) Ms. Ding Mei Qing is deemed to be interested in the Shares held by Group Success by virtue of Group
Success being controlled by Ms. Ding Mei Qing. Mr. Lin Zhang Li, the husband of Ms. Ding Mei Qing and
the executive Director, is deemed to be interested in his wife's interests in Group Success.

(3) 0.0743% is the percentage of enlarged issue share capital of our Company after full exercise of the Pre-1PO
Share Option.
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(b) Interests and short positions discloseable under Divisions 2 and 3 of Part XV of the
SFO

Immediately following completion of the Global Offering and the Capitalisation Issue and
taking no account of any shares which may be allotted and issued pursuant to the Pre-IPO Share
Option Scheme and the Share Option Scheme or the exercise of the Over-allotment Option, in
addition to the interests disclosed under paragraph (a) above, so far as the Directors are aware,
the following persons are expected to have interests or short positionsin our shares or underlying
shares which are required to be disclosed to the provisions of Divisions 2 and 3 of Part XV of
the SFO or, are expected to be, directly or indirectly, interested in 10% or more of the nominal
value of any class of share capital carrying rightsto vote in all circumstances at general meetings
of any member of our Group.

Interests and short positions in our shares and underlying shares:

Approximate

percentage of

Name Capacity / Nature of interest Number of Shares shareholding
Group Success . Beneficial owner 1,418,059,500 64.5%
Mr. Ding ® ... Interest in a controlled corporation  1,418,059,500 64.5%
Ms. Ding Mei

Qing @ ... .. Interest in a controlled corporation  1,418,059,500 64.5%
Note:

(1) Mr. Ding is deemed to be interested in the Shares held by Group Success by virtue of Group Success being
controlled by Mr. Ding. Ms. Ding Ming Fang, the wife of Mr. Ding, is deemed to be interested in her
husband’s interests in Group Success.

(2) Ms. Ding Mei Qing is deemed to be interested in the Shares held by Group Success by virtue of Group
Success being controlled by Ms. Ding Mei Qing. Mr. Lin Zhang Li, the husband of Ms. Ding Mei Qing and

the executive Director, is deemed to be interested in his wife’s interests in Group Success.
2. Disclaimers
Save as disclosed in this document:

(a) our Directors are not aware of any person (not being our Director or our chief executive)
who will, immediately after completion of the Global Offering (taking no account of the
Over-allotment Option or any Shares which may be issued pursuant to the exercise of
options granted under the Pre-1PO Share Option Scheme and the Share Option Scheme and
the Capitalisation Issue), have an interest or a short position in Shares or underlying Shares
which would fall to be disclosed to us under the provisions of Divisions 2 and 3 of Part XV
of the SFO, or who will, directly or indirectly, be interested in 10% or more of the nominal
value of any class of share capital carrying rightsto vote in all circumstances at our general
meetings;
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(b)

(c)

(d)

(e

()

none of the Directors has any interest or short position in any of the Shares, underlying
Shares or debentures or any shares, underlying shares or debentures of any associated
corporation within the meaning of Part XV of the SFO, which will have to be notified to
us and the Stock Exchange pursuant to Divisions 7 and 8 of Part XV of the SFO (including
interests and short positions which he is deemed to have under such provisions of the SFO)
or which will be required, pursuant to section 352 of the SFO, to be entered in the register
referred to therein or which will be required to be notified to us and the Stock Exchange
pursuant to the Model Code for Securities Transactions by Directors of Listed Companies,
in each case once the Shares are listed;

none of the Directors nor any of the parties listed in the section headed “ Other Information
— Consents of experts” of this Appendix is interested in the promotion of our Company,
or in any assets which have been, within the two years immediately preceding the date of
this document, acquired or disposed of by or leased to our Company or any of our
subsidiaries, or are proposed to be acquired or disposed of by or leased to our Company or
any of our subsidiaries;

none of the Directors nor any of the parties listed in the section headed “ Other Information
— Consents of experts” of this Appendix is materially interested in any contract or
arrangement subsisting at the date of this document which is significant in relation to our
business;

save in connection with the Underwriting Agreements, none of the parties listed in the
section headed “Other Information — Consents of experts’ of this Appendix:

(i) isinterested legally or beneficially in any securities of our Company or any of our
subsidiaries; or

(if) has any right (whether legally enforceable or not) to subscribe to or to nominate
persons to subscribe to securities of our Company or any of our subsidiaries;

none of our Directors or their associates (as defined in the Listing Rules) or the existing
Shareholders (who, to the knowledge of our Directors, owns more than 5% of our issued
share capital) has any interest in any of the five largest customers or the five largest
suppliers of our Group.

F. OTHER INFORMATION

1. Estate Duty and tax indemnity

Each of the Controlling Shareholders (together, the “Indemnifiers”) has entered into a deed of
indemnity with and in favour of our Company (for itself and as trustee for each of its present
subsidiaries) (being the material contract (b) referred to in paragraph 8 of this Appendix) to provide
indemnities on a joint and several basis in respect of, among other matters, any liability for Hong
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Kong estate duty which might be incurred by any member of our Group and/or its associated
companies by reason of any transfer of property (within the meaning of section 35 of the Estate Duty
Ordinance, Chapter 111 of the Laws of Hong Kong) to any member of our Group on or before the date
on which the Global Offering becomes unconditional.

Our Directors have been advised that no material liability for estate duty is likely to fall on our
Company or any of our subsidiaries under the laws of the Cayman Islands and the British Virgin
Islands, being jurisdictions in which one or more of the companies comprising our Group are
incorporated.

Under the deed of indemnity, the Indemnifiers have also given indemnities to our Group on a
joint and several basis in relation to taxation which might be payable by any member of our Group
in respect of any income, profits or gains earned, accrued or received on or before the date on which
the Global Offering and the Capitalisation Issue become unconditional.

The deed of indemnity does not cover any claim and the Indemnifiers shall be under no liability
under the deed in respect of any taxation:

(a) to the extent that adequate provision has been made for such taxation in the consolidated
audited accounts of our Company or the audited accounts of the relevant Group members
up to 31 December 2007;

(b) to the extent that such taxation or liability falling on any of the members of our Group in
respect of any accounting period commencing after 31 December 2007 would not have
arisen but for any act or omission of, or transaction voluntarily carried out or effected by,
any of such members without the prior written consent or agreement of the Indemnifiers,
other than any such act, omission or transaction carried out in the ordinary course of
business or carried out, made or entered pursuant to a legally binding commitment created
on or before the date on which the Global Offering and Capitalisation Issue become
unconditional;

(c) for which any of our Group members is primarily liable as a result of any events occurring
or income, profits earned, accrued or received or alleged to have been earned, accrued or
received or transactions entered into in the ordinary course of business or in the ordinary
course of acquiring or disposing of capital assets after the date on which the Global
Offering and Capitalisation Issue become unconditional;

(d) to the extent that such claim arises or is incurred as a result of the imposition of taxation
as a consequence of any retrospective change in the law or the interpretation or practice
thereof by the Hong Kong Inland Revenue Department or any other relevant authority
coming into force after the date on which the Global Offering becomes unconditional or to
the extent such claim arises or isincreased by an increase in rates of taxation after such date
with retrospective effect; or

(e) tothe extent that any provision or reserve made for taxation in the audited accounts of any
member of our Group up to 31 December 2007 which is finally established to be an

VI-24



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

APPENDIX VI STATUTORY AND GENERAL INFORMATION

over-provision or an excessive reserve in which case the Indemnifiers’ liability (if any) in
respect of such taxation shall be reduced by an amount not exceeding such provision or
reserve, provided that the amount of any such provision or reserve applied referred to in
thisitem (e) to reduce the Indemnifiers’ liability in respect of taxation shall not be available
in respect of any such liability arising thereafter.

2. Litigation
As at the Latest Practicable Date, neither we nor any of our subsidiaries are/is engaged in any
litigation, arbitration or claim of material importance, and no litigation, arbitration or claim of

material importance is known to our Directors to be pending or threatened by or against us, that would
have a material adverse effect on its results of operations or financial condition.

3. Preliminary Expenses
Our estimated preliminary expenses are approximately HK$160,000 and have been paid by us.
4. [e]
5.  No Material Adverse Change
Our Directors confirm that there has been no material adverse change in their financial or trading
position or prospects since 31 December 2007 (being the date to which our latest audited consolidated
financial statements were made up).
6. [e]
7. Miscellaneous
(1) Save as disclosed in this document:
(a) within the two years immediately preceding the date of this document, no share or
loan capital of our Company or any of our subsidiaries has been issued or agreed to

be issued fully or partly paid either for cash or for a consideration other than cash;

(b) no share or loan capital of our Company or any of our subsidiaries is under option or
is agreed conditionally or unconditionally to be put under option;

(¢) neither our Company nor any of our subsidiaries have issued or agreed to issue any
founder shares, management shares or deferred shares;

(d) within the two years immediately preceding the date of this document, no
commissions, discounts, brokerage or other special terms have been granted in
connection with the issue or sale of any shares or loan capital of any member of our
Group;
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(e) within the two years preceding the date of this document, no commission has been
paid or payable (except commissions to the Underwriters) for subscription, agreeing
to subscribe, procuring subscription or agreeing to procure subscription of any Shares
in our Company;

(f) none of the equity and debt securities of our Company is listed or dealt with in any
other stock exchange nor is any listing or permission to deal being or proposed to be
sought; and

(g9) we have no outstanding convertible debt securities.

(2) There has not been any interruption in the business of our Group which may have or have
had a significant effect on the financial position of our Group in the twelve (12) months
immediately preceding the date of this document.

8. [e]
9. [e]
10. [e]

G. PRE-IPO SHARE OPTION SCHEME

Summary of Terms

The purpose of the Pre-IPO Share Option Scheme is to give our employees an opportunity to
have a personal stake in our Company and help motivate our employees to optimise their performance
and efficiency, and also to retain our employees whose contributions are important to the long-term
growth and profitability of our Group. The principal terms of the Pre-IPO Share Option Scheme,
approved by written resolutions of our Shareholders and holders of Series A Preferred Shares passed
on 7 May 2008, are substantially the same as the terms of the Share Option Scheme except that:

(a) the subscription price per Share under the Pre-IPO Share Option Scheme shall be at a 20%
discount to the Offer Price;

(b) the total number of Shares which may be issued upon the exercise of all options granted
under the Pre-1PO Share Option Scheme is 19,000,000 Shares representing approximately
0.8636% of the enlarged issued share capital of our Company immediately after completion
of the Global Offering and the Capitalisation Issue (assuming that the Over-allotment
Option is not exercised);

VI-26



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

APPENDIX VI STATUTORY AND GENERAL INFORMATION

(c) all options granted under the Pre-IPO Share Option Scheme can only be exercised in the
following manner:

Exercise period Maximum percentage of options exercisable

Anytime after the first anniversary of 30% of the total number of options granted
the Listing Date

Anytime after the second anniversary 30% of the total number of options granted
of the Listing Date

Anytime after the third anniversary 40% of the total number of options granted
of the Listing Date

(d) save for the options which have been granted as at the Latest Practicable Date, no further
options will be granted under the Pre-IPO Share Option Scheme on or after the Listing
Date; and

(e) each option granted under the Pre-IPO Share Option Scheme has a 10-year exercise period.

Application has been made to the Listing Committee of the Stock Exchange for the approval of
the listing of and permission to deal in the 19,000,000 Shares to be issued pursuant to the exercise of
the options granted under the Pre-IPO Share Option Scheme.

Outstanding Options Granted

As at the date of this document, options to subscribe to an aggregate of 19,000,000 Shares
(representing approximately 0.8636% of the enlarged issued share capital of our Company
immediately after completion of the Global Offering, assuming that the Over-allotment Option is not
exercised) at an exercise price equal to a 20% discount to the Offer Price have been conditionally
granted to 59 participants by our Company at a consideration of HK$1.00 under the Pre-IPO Share
Option Scheme. All the options under the Pre-1PO Share Option Scheme were granted on 7 May 2008
and no further options will be granted under the Pre-IPO Share Option Scheme prior to the Listing
Date.

The options have been conditionally granted based on the performance of the grantees who have
made important contributions and are important to the long term growth and profitability of our
Group. A total of 59 employees including one executive Director and six members of the senior
management of our Group (set out in the section headed “Directors, Senior Management and
Employees” of this document) have been conditionally granted options under the Pre-IPO Share
Option Scheme.
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A full list of such grantees containing all the details in respect of each option required under
paragraph 10 of the Third Schedule to the Companies Ordinance and Rule 17.02(1)(b) of and
paragraph 27 of Part A of Appendix | to the Listing Rules is set out below:

Number of Shares
to beissued upon
full exercise of the

Pre-1PO Share

Percentage of
enlarged issue
share capital of
our Company
after full exercise
of the Pre-IPO

No. Grantee and Position Address Option Share Option
Director
1. Mr. Ye Qi Room 404, Block 2, Xtep 1,500,000 0.0676%
executive Director of our Dormitory Building, 431
Company and vice president of Detai Road, Economic
Xtep (China) and Technical
Development Zone,
Quanzhou City, Fujian
Province, PRC 362000
Senior Management
2. Mr. Ho Yui Pok, Eleutherius Unit B, 4th Floor, 1,000,000 0.0451%
chief financial officer, company Sutherland Court,
secretary, qualified accountant, Ville de Cascade,
investor relations officer and 2-4 Lai Wo Lane,
authorised representative of our Fotan, Shatin,
Company New Territories,
Hong Kong
3.  Mr. Wang Jia Ye Room 301, Block 53, 800,000 0.0361%
vice president of Xtep (China) 3375 East Huangpu Road,
Huangpu District,
Guangzhou, Guangdong
Province, PRC
4,  Mr. Chen Jian Jun Room 092, 12th Group, 700,000 0.0315%
financial controller of Xtep Jiefang Street, Lufeng
(China) Town, Xupu County,
Hunan Province, PRC
5. Mr. Wu Lian Yin 12F, 61 East Nanjing 500,000 0.0225%
vice president of Xtep (China) Road, Huangpu District,
Shanghai, PRC
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Number of Shares
to be issued upon
full exercise of the

Pre-1PO Share

Percentage of
enlarged issue
share capital of
our Company
after full exercise
of the Pre-1PO

No. Grantee and Position Address Option Share Option
6. Mr. Liu Qing Xian Room 702, Feng Ze Hao 500,000 0.0225%
vice president of Xtep (China)  Yuan, Fengze Street,
Fengze District,
Quanzhou City, Fujian
Province, PRC
7. Mr. Huang Hai Qing No. 18 Ding Bao, 500,000 0.0225%
vice president of Xtep (China)  Gaokeng Village,
Chengeng Town, Jinjiang
City, Fujian Province,
PRC
Other Employees
8. Mr. Cai Hui Ting 43 South Xin Da Jie 4,150,000 0.1870%
head of president office of Xtep Road, Qingyang Town,
(China) Jinjiang City, Fujian
Province, PRC
9.  Mr. Ye Shuang Quan 56 Xishan Road, Xiaoxi 500,000 0.0225%
supervisor of Disney Sport sales Town, Pinghe County,
and marketing centre of Xtep Fujian Province, PRC
(China)
10. Mr. Gao Shan No. Jia-34 Li Shi Hu 350,000 0.0158%
supervisor of apparel production Tong, Dongcheng
control centre of Xtep (China)  District, Beijing, PRC
11. Mr. Hu Xiao Shan No. 22, 2nd Group, 350,000 0.0158%
assistant to president of Xtep Gongxing Village,
(China) Gaogou Town, Lianshui
County, Jiangsu Province,
PRC
12. Mr. Wu Gao Fa No. 28 Bei Men Ba, 350,000 0.0158%

financial manager of Xtep

(China)

Xingguo Town, Yangxin
County, Wuhan City,
Hubei Province, PRC
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No.

Grantee and Position

Address

Number of Shares
to be issued upon
full exercise of the
Pre-1PO Share
Option

Percentage of
enlarged issue
share capital of
our Company
after full exercise
of the Pre-1PO
Share Option

13.

14.

15.

16.

17.

18.

Ms. Zhang Shu
chief apparel designer of Xtep
(China)

Ms. Wu Tao Hong
product manager of Xtep
(China)

Mr. Chen Qing Quan
manager of footwear design
department of Xtep (China)

Mr. Xie Si Xing
supervisor of footwear
production centre of Xtep
(China)

Ms. Ding Ming Yue
supervisor of Koling branded
apparel centre of Xtep (China)

Ms. Zhao Jun

assistant to vice-president of
apparel department of Xtep
(China)

Room 301, Block 53,
3375 East Huangpu Road,
Huangpu District,
Guangzhou, Guangdong
Province, PRC

Room 602, Site 19,
Yongheng New Village,
Gulou District, Fuzhou,
Fujian Province, PRC

Jun Nei, Xishan Village,
Heshi Town, Luojiang
District, Quanzhou City,
Fujian Province, PRC

Pi Pa Shan Zu, Longjian
Village Committee, Heng
Shi Tang Town, Yingde
City, Guangdong
Province, PRC

Room B, 5th Floor, Site
4, Whampoa Garden 11,
Hung Hom, Kowloon,
Hong Kong

Room 1117, 780 Qinzhou

Road, Xuhui District,
Shanghai, PRC
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No.

Grantee and Position

Address

Number of Shares
to be issued upon
full exercise of the
Pre-1PO Share
Option

Percentage of
enlarged issue
share capital of
our Company
after full exercise
of the Pre-1PO
Share Option

19.

20.

21.

22.

23.

24,

Mr. Chen Chang Man
supervisor of quality control
centre of Xtep (China)

Mr. Yao Ming Xing
supervisor of footwear
production control centre of
Xtep (China)

Ms. Zhang Rong
manager of marketing
department of Xtep (China)

Mr. Xu Cheng Min
manager of direct sales
department of Xtep (China)

Mr. Zhao Xin

manager of apparel research and
development department of Xtep

(China)

Mr. Liu Kui

deputy manager of Disney Sport

design department of Xtep
(China)

No. 23, Block D1,
Guangcai Grand Market,
Tong An Road,

Yixiu District,

Anqging, Anhui Province,
PRC

17 Bei Zhu Tou, Pancuo
Village, Jiangyin Town,
Fuging City, Fujian
Province, PRC

Room 902, No. 6 Qing Yi
Street, Xinfu New
Village, Zhongcun Town,
Fanyu District,
Guangzhou, Guangdong
Province, PRC

Room 16, Block 67, No.
5 Tielu Village, Xihu
District, Nanchang,
Jiangxi Province, PRC

Room 503, 52-1

Longzhou Road, Taicheng

Town, Taishan City,
Guangdong Province,
PRC

900 West Yan An Road,

Changning District,
Shanghai, PRC

VI-31

250,000

250,000

350,000

250,000

200,000

150,000

0.0113%

0.0113%

0.0158%

0.0113%

0.0090%

0.0068%
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No.

Grantee and Position

Address

Number of Shares
to be issued upon
full exercise of the
Pre-1PO Share
Option

Percentage of
enlarged issue
share capital of
our Company
after full exercise
of the Pre-1PO
Share Option

25.

26.

27.

28.

29.

30.

Ms. Liu Hai Ying

chief designer of Disney Sport
design department of Xtep
(China)

Ms. Guo Cai Yun
manager of apparel product
department of Xtep (China)

Ms. Ding Xin Xin
manager of accessories centre of
Xtep (China)

Mr. Zhou Wen Bin

manager of Disney Sport
development department of Xtep
(China)

Mr. Wang De Fu
manager of Disney Sport design
department of Xtep (China)

Ms. Yang Ya Min
manager of training department
of Xtep (China)

104 Tianhe Road, Tianhe
District, Guangzhou,
Guangdong Province,
PRC

No. 99 Gui De Village,
Huang Kou Xiang, Yong
Chun County, Quanzhou
City, Fujian Province,
PRC

168 South Xinzhen Road,
Hua Ting Kou Village,
Chen Geng Town,
Jinjiang City, Fujian
Province, PRC

Shiyun Village, North
Jian She Road, Yuanzhou
District, Yi Chun City,
Jiangxi Province, PRC

No. 10 Hong Hu Gon
Yun, Yongging Village,
Huansheng Xiang, Anging
City, Heilongjiang
Province, PRC

Room 2, 7th Floor, Unit
b, Block 304, An Fu San
Village, Bai Bu Ting
Garden, Jiang An District,
Wuhan, Hubei Province,
PRC

VI-32

150,000

150,000

150,000

200,000

200,000

200,000

0.0068%

0.0068%

0.0068%

0.0090%

0.0090%

0.0090%
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No.

Grantee and Position

Address

Number of Shares
to be issued upon
full exercise of the
Pre-1PO Share
Option

Percentage of
enlarged issue
share capital of
our Company
after full exercise
of the Pre-1PO
Share Option

31.

32.

33.

34.

35.

36.

37.

Mr. Wang Chun
manager of footwear

development department of Xtep

(China)

Mr. Yang Xin Jie

chief designer of footwear
design department of Xtep
(China)

Mr. Tang Kun Jun
manager of information

management department of Xtep

(China)

Mr. Zhu Chuan Ming
head of footwear production
factory Il of Xtep (China)

Ms. Li Ming Ya
deputy manager of financial
centre of Xtep (China)

Mr. Dai Yong
head of footwear production
factory |1 of Xtep (China)

Mr. Kang Jin Yue

manager of sales department of

Xtep (China)

19 Haogeng Street,
Daguan District, Anging
City, Anhui Province,
PRC

Beijing Institute of
Fashion Technology, 2-Jia
East Yinghua Street,
Chaoyang District,
Beijing, PRC

Yuan Yi Chang,

25 Longwan Road,
Longwan Town, Qianjiang
City, Hubei Province,
PRC

Shangtang Group, Jiming
Village, Chenhan Xiang,
Susong County, Anhui
Province, PRC

129 Central Oi Yi Road,
Chengeng Town, Jinjing
City,

Fujian Province, PRC

002 Yan Xi Kou Street,
Zhangjiang Town,
Taoyuan County, Hunan
Province, PRC

Room 14, Unit 1, Block
1, 5 Hongyun Street,
Wuhou District, Chengdu,
Sichuan Province, PRC

VI-33

200,000

200,000

150,000

150,000

150,000

150,000

150,000

0.0090%

0.0090%

0.0068%

0.0068%

0.0068%

0.0068%

0.0068%
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No.

Grantee and Position

Address

Number of Shares
to be issued upon
full exercise of the
Pre-1PO Share
Option

Percentage of
enlarged issue
share capital of
our Company
after full exercise
of the Pre-1PO
Share Option

38.

39.

40.

41.

42.

43.

44,

Mr. Wang Yuan Fei

manager of production process
quality management department
of Xtep (China)

Mr. Deng Hua Wen
head of footwear production
factory Il of Xtep (China)

Ms. Wen Su Zhen
manager of engineering
department of Xtep (China)

Mr. Xie Xin Chun
manager of procurement
department of Xtep (China)

Mr. Zhuang Chao Hui
manager of overseas business
centre of Xtep (China)

Ms. Lin Qing Hua
assistant to deputy manager of
Xtep (China)

Ms. Huang Yin
assistant to deputy manager of
Xtep (China)

Room 4-5, 10 Shanghe
Road, Shibei District,
Qingdao, Shandong
Province, PRC

4-1 Shuangtan Village,
Huilong Town, Xinning
County, Hunan Province,

PRC

2nd Group, Wang Jia
Chang, Huang Jia Town,
Shuang Liu County,
Chengdu, Sichuan
Province, PRC

21 Chen Bian,

Yunshui Village, Duwei
Town, Xianyou County,
Fujian Province, PRC

225 Hou Tang,
Jinjiang City, Fujian
Province, PRC

Di Yi Cun Min Xiao Zu,
Xiangshan Village,
Qingyang Town, Jinjiang
City, Fujian Province,

PRC

Room 301, Block A1, 121
Detai Road, Li Cheng
Jiang Nan, Quanzhou
City, Fujian Province,

PRC

VI-34

100,000

100,000

100,000

100,000

150,000

150,000

100,000

0.0045%

0.0045%

0.0045%

0.0045%

0.0068%

0.0068%

0.0045%
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No.

Grantee and Position

Address

Number of Shares
to be issued upon
full exercise of the
Pre-1PO Share
Option

Percentage of
enlarged issue
share capital of
our Company
after full exercise
of the Pre-1PO
Share Option

45.

46.

47.

48.

49.

50.

51.

Ms. Dong Hong Mei
assistant to deputy manager of
Xtep (China)

Ms. Tong Li Qin
manager of human resources
department of Xtep (China)

Ms. Zhang Mei Qin
president secretary of Xtep
(China)

Mr. Chen Tie Jun
manager of sales department of
Xtep (China)

Mr. Wang Dong
manager of sales department of
Xtep (China)

Mr. Hu Yi Bo
manager of sales department of
Xtep (China)

Ms. Ma Li Hua
manager of operation
department of Xtep (China)

137 Mao Xia Village, Gu
Shan Town, Yongchun
County, Quanzhou City,
Fujian Province, PRC

No. 15 Renming Xiang,
Shuidong Street,
Tingzhou Town,
Changting County,
Fujian Province, PRC

47 Zhong Zhi Xing,
Xuyang Village, Xiadao
Town, Yanging District,
Nanping City, Fujian
Province, PRC

3 Xie He Cuo, Yangzhong
Village, Jingu Town, Anxi
County, Quanzhou City,
Fujian Province, PRC

6 Andong Road,
Liancheng Town,
Lianshui County,
Jiangsu Province, PRC

11 Huanshan Road, Bai
Shi Shan Town, Jiaoche
City, Jilin Province, PRC

57 Shoushan Road,
Cangshan District,
Fuzhou, Fujian Province,

PRC

VI-35

100,000

50,000

150,000

100,000

100,000

100,000

100,000

0.0045%

0.0023%

0.0068%

0.0045%

0.0045%

0.0045%

0.0045%
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Percentage of

enlarged issue

Number of Shares share capital of
to be issued upon our Company
full exercise of the after full exercise
Pre-IPO Share of the Pre-1PO

No. Grantee and Position Address Option Share Option
52. Ms. Chen Ren Qin 110 Yuanxia Road, 100,000 0.0045%
manager of operation Yuanzhuang Town,
department of Xtep (China) Xianyou County, Putian,
Fujian Province, PRC
53. Ms. Xia Qiao Na Room 174, 27 West 150,000 0.0068%
manager of apparel design Weihai Road, Shuiji
department of Xtep (China) Sub-district Office, Laixi,
Shandong Province, PRC
54. Ms. Zhang Xiao Ling 2 Fangzhi Road, 150,000 0.0068%
deputy manager of design Guanshan Street,
department of Xtep (China) Hongshan District,
Wuhan, Hubei Province,
PRC
55. Ms. Tang Juan Hong No. 25 Miao Shan Xia, 50,000 0.0023%
deputy manager of footwear Xin Ping Village, Luyuan
research and development centre Town, Yanling County,
of Xtep (China) Zhuzhou, Hunan
Province, PRC
56. Mr. Yao Cheng Zhong 10th Group, Yangliu 50,000 0.0023%
manager of administrative Village, Madang Town,
management department of Xtep Pengze County, Jiangxi
(China) Province, PRC
57. Mr. Wei Hai Block 19, 70 Tian Tong 50,000 0.0023%
manager of brand department of An Road, Zhabei District,
Xtep (China) Shanghai, PRC
58 Ms. Zhang Dan No. 900 West Yan An 150,000 0.0068%
designer of Xtep (China) Road, Changning District,
Shanghai, PRC
59 Mr. Liu Hui 1-205 Huanghai Li, 150,000 0.0068%
designer of Xtep (China) Xueyuan Road, Hexi

District, Tianjin, PRC

Total 19,000,000 0.8562%

Note:

1. Assuming that the Over-allotment Option is not exercised.
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The options issued under the Pre-1PO Share Option Scheme represent approximately 0.8636% of
our Company’s enlarged issued share capital as at the Listing Date. If all options are exercised, this
would have a dilutive effect on the shareholdings of our Shareholders of approximately 0.8562%.

Our Directors have undertaken to our Company that they will not exercise the Options granted
under the Pre-1PO Share Option Scheme to such extent that the Shares held by the public (as defined
in the Listing Rules) after the Global Offering and Capitalisation Issue will fall below the required
percentage set out in Rule 8.08 of the Listing Rules or such other percentage as approved by the Stock
Exchange from time to time.

H. SHARE OPTION SCHEME

The following is a summary of principal terms of the Share Option Scheme conditionally
approved by a written resolution of our Shareholders and holders of Series A Preferred Shares passed
on 7 May 2008 and adopted by a resolution of the Board on 7 May 2008. The terms of the Share Option
Scheme are in accordance with the provisions of Chapter 17 of the Listing Rules.

1. Purpose

The purpose of the Share Option Scheme is to motivate Eligible Persons (as mentioned in the
following paragraph) to optimise their future contributions to our Group and/or to reward them for
their past contributions, to attract and retain or otherwise maintain on-going relationships with such
Eligible Persons who are significant to and/or whose contributions are or will be beneficial to the
performance, growth or success of our Group, and additionally in the case of Executives (as defined
below), to enable our Group to attract and retain individuals with experience and ability and/or to
reward them for their past contributions.

2. Conditions of the Share Option Scheme

The Share Option Scheme shall come into effect on the date (the ‘* Approval Date”) on which
the following conditions are fulfilled:

(a) the approval of all the shareholders of our Company for the adoption of the Share Option
Scheme;

(b) the approval of the Stock Exchange for the listing of and permission to deal in, the Shares
to be allotted and issued pursuant to the exercise of the Options in accordance with the
terms and conditions of the Share Option Scheme; and

(c) the commencement of dealing of the Shares on the Main Board of the Stock Exchange.
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3. Who may join

The Board may, at its absolute discretion, offer options (“Options”) to subscribe to such number
of Shares in accordance with the terms set out in the Share Option Scheme to:-

(a)

(b)

(c)

(d)

(€)

()

(9)

any proposed executive director of, manager of, or other employee holding an executive,
managerial, supervisory or similar position in any member of our Group (“Employee”), any
full-time or part-time Employee, or a person for the time being seconded to work fulltime
or part-time for any member of our Group (“Executive”);

a director or proposed director (including an independent non-executive director) of any
member of our Group;

a direct or indirect shareholder of any member of our Group;

a supplier of goods or services to any member of our Group;

a customer, consultant, business or joint venture partner, franchisee, contractor, agent or
representative of any member of our Group;

a person or entity that provides design, research, development or other support or any
advisory, consultancy, professional or other services to any member of our Group; and

an associate of any of the foregoing persons. (the persons referred above are the “Eligible
Persons”)

4, Maximum number of Shares

(a)

(b)

The maximum number of Shares which may be issued upon exercise of all options to be
granted under the Share Option Scheme and any other schemes of our Group shall not in
aggregate exceed 10 per cent. of the Shares in issue as at the Listing Date (i.e. 280,000,000
Shares) (the “Scheme Mandate Limit”) provided that our Company may at any time as the
Board may think fit seek approval from our Shareholders to refresh the Scheme Mandate
Limit, save that the maximum number of Shares which may be issued upon exercise of all
options to be granted under the Share Option Scheme and any other schemes of our
Company shall not exceed 10 per cent. of the Shares in issue as at the date of approval by
Shareholders in general meeting where the Scheme Mandate Limit is refreshed.

Our Company may seek separate approval from our Shareholders in general meeting for
granting Options beyond the Scheme Mandate Limit, provided that the Options in excess
of the Scheme Mandate Limit are granted only to the Eligible Person specified by our
Company before such approval is obtained.
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(c) The maximum number of Shares which may be issued upon exercise of all outstanding
options granted and yet to be exercised under the Share Option Scheme and any other
options granted and yet to be exercised under any other scheme shall not exceed 30% of our
Company'’s issued share capital from time to time. No options may be granted under the
Share Option Scheme and any other share option scheme of our Company if this will result
in such limit being exceeded.

5.  Maximum entitlement of each participant

No Option may be granted to any one person such that the total number of Shares issued and to
be issued upon exercise of Options granted and to be granted to that person in any 12-month period
up to the date of the latest grant exceeds 1% of our Company’s issued share capital from time to time.

6. Offer and grant of Options

Subject to the terms of the Share Option Scheme, the Board shall be entitled at any time within
10 years after the Adoption Date to offer the grant of an Option to any Eligible Person as the Board
may in its absolute discretion select to subscribe at the subscription price for such number of Shares
as the Board may (subject to the terms of the Share Option Scheme) determine (provided the same
shall be a board lot for dealing in the Shares on the Stock Exchange or an integral multiple thereof).

Subject to the provisions of the Listing Rules, the Board may in its absolute discretion when
offering the grant of an Option impose any conditions, restrictions or limitations in relation thereto
in addition to those set forth in the Share Option Scheme as the Board may think fit (to be stated in
the letter containing the offer of the grant of the Option) including (without prejudice to the generality
of the foregoing) qualifying and/or continuing eligibility criteria, conditions, restrictions or
limitations relating to the achievement of performance, operating or financial targets by our Company
and/or the grantee, the satisfactory performance or maintenance by the grantee of certain conditions
or obligations or the time or period when the right to exercise the Option in respect of all or some of
the Shares shall vest provided that such terms or conditions shall not be inconsistent with any other
terms or conditions of the Share Option Scheme. For the avoidance of doubt, subject to such terms and
conditions as the Board may determine as aforesaid (including such terms and conditions in relation
to their vesting, exercise or otherwise) there is no minimum period for which an Option must be held
before it can be exercised and no performance target which need to be achieved by the grantee before
the Option can be exercised.

7. Granting Options to Connected Persons

Subject to the terms in the Share Option Scheme, only insofar as and for so long as the Listing
Rules require, where any offer of an Option is proposed to be made to a Director, chief executive or
a substantial shareholder (as defined in the Listing Rules) of our Company or any of their respective
associates, such offer must first be approved by the independent non-executive Directors of our
Company (excluding the independent non-executive Director who or whose associates is the grantee
of an Option).
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Where any grant of Options to a substantial shareholder (as defined in the Listing Rules) or an
independent non-executive Director of our Company, or any of their respective associates, would
result in the securities issued and to be issued upon exercise of all Options already granted and to be
granted (including Options exercised, cancelled and outstanding) to such person in the 12-month
period up to and including the date of such grant:

(a) representing in aggregate over 0.1% of the relevant class of securities in issue; and

(b) (where the securities are listed on the Stock Exchange), having an aggregate value, based
on the closing price of the securities at the date of each grant, in excess of HK$5 million,

such further grant of Options must be approved by shareholders of our Company (voting by way of
a poll). Our Company shall send a circular to Shareholders containing the information required under
the Listing Rules. All Connected Persons of our Company must abstain from voting in favour at such
general meeting.

Approval from the shareholders of our Company is required for any change in the terms of
Options granted to a participant who is a substantial shareholder or an independent non-executive
Director of our Company, or any of their respective associates.

8. Offer period and number accepted

An offer of the grant of an Option shall remain open for acceptance by the Eligible Person
concerned for a period of 28 days from the offer date provided that no such grant of an Option may
be accepted after the expiry of the effective period of the Share Option Scheme. An Option shall be
deemed to have been granted and accepted by the Eligible Person and to have taken effect when the
duplicate offer letter comprising acceptance of the offer of the Option duly signed by the Grantee
together with a remittance in favour of our Company of HK$1.0 by way of consideration for the grant
thereof is received by our Company on or before 30 days after the offer date. Such remittance shall
in no circumstances be refundable.

Any offer of the grant of an Option may be accepted in respect of less than the number of Shares
in respect of which it is offered provided that it is accepted in respect of board lots for dealing in
Shares on the Stock Exchange or an integral multiple thereof and such number is clearly stated in the
duplicate offer letter comprising acceptance of the offer of the Option.

9. Restriction on the time of grant of Options

The Board shall not grant any Option under the Share Option Scheme after a price sensitive event
has occurred or a price sensitive matter has been the subject of a decision until such price sensitive
information has been announced pursuant to the requirements of the Listing Rules. In particular, no
Option shall be granted during the period commencing one month immediately preceding the earlier
of the date of the Board meeting (as such date is first notified to the Stock Exchange in accordance
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with the Listing Rules) for the approval of our Company’s results for any year, half-year, quarterly
or any other interim period and the deadline for our Company to publish an announcement of itsresults
for any year, half-year, quarterly or any other interim period, and ending on the date of the results
announcements.

10. Exercise price

The subscription price in respect of any particular Option shall be such price as the Board may
in its absolute discretion determine at the time of grant of the relevant Option (and shall be stated in
the letter containing the offer of the grant of the Option) but the subscription price shall not be less
than whichever is the highest of:

(&) the nominal value of a Share;

(b) the closing price of a Share as stated in the Stock Exchange’s daily quotations sheet on the
offer date; and

(c) theaverage closing price of a Share as stated in the Stock Exchange’s daily quotation sheets
for the five Business Days immediately preceding the offer date.

11. Exercise of Option

(i) An Option shall be exercised in whole or in part (but if in part only, in respect of a Board
Lot or any integral multiple thereof) within the Option Period in the manner as set out in
this Share Option Scheme by the Grantee (or hislegal personal representative(s)) by giving
notice in writing to our Company stating that the Option is thereby exercised and specifying
the number of Shares in respect of which it is exercised. Each such notice must be
accompanied by a remittance for the full amount of the aggregate subscription price for the
Shares in respect of which the notice is given.

(if) The exercise of any Option shall be subject to the members of our Company in general
meeting approving any necessary increase in the authorised share capital of our Company.

(iii) Subject as hereinafter provided:

(a) inthe event that the Grantee dies or becomes permanently disabled before exercising
an Option (or exercising it in full), he (or hislegal representative(s)) may exercise the
Option up to the Grantee’s entitlement (to the extent not already exercised) within a
period of 12 months following his death or permanent disability or such longer period
as the Board may determine;

(b) in the event that the Grantee ceases to be an Executive for any reason (including his
employing company ceasing to be a member of our Group) other than his death,
permanent disability, retirement pursuant to such retirement scheme applicable to our
Group at the relevant time or the transfer of his employment to an affiliate company
or the termination of his employment with the relevant member of our Group by
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resignation or termination on the ground of misconduct, the Option (to the extent not
already exercised) shall lapse on the date of cessation of such employment and not be
exercisable unless the Board otherwise determines in which event the Option (or such
remaining part thereof) shall be exercisable within such period as the Board may in
its absolute discretion determine following the date of such cessation;

(c) if a general offer is made to all holders of Shares and such offer becomes or is
declared unconditional (in the case of atakeover offer) or is approved by the requisite
majorities at the relevant meetings of shareholders of our Company (in the case of a
scheme of arrangement), the Grantee shall be entitled to exercise the Option (to the
extent not already exercised) at any time (in the case of a takeover offer) within one
month after the date on which the offer becomes or is declared unconditional or (in
the case of a scheme of arrangement) prior to such time and date as shall be notified
by our Company;

(d) if acompromise or arrangement between our Company and its members or creditors
is proposed for the purpose of or in connection with a scheme for the reconstruction
of our Company or its amalgamation with any other company, our Company shall give
notice thereof to the Grantees who have Options unexercised at the same time as it
dispatches notices to all members or creditors of our Company summoning the
meeting to consider such a compromise or arrangement and thereupon each Grantee
(or his legal representatives or receiver) may until the expiry of the earlier of:

(i) the Option Period (in respect of any particular Option, the period commencing
immediately after the Business Day on which the Option is deemed to be granted
and accepted in accordance with the Share Option Scheme and expiring on a date
to be determined and notified by the Directors to each Grantee provided that
such period shall not exceed the period of 10 years from the date of the grant of
a particular Option but subject to the provisions for early termination thereof
contained in the Share Option Scheme);

(i) the period of two months from the date of such notice; or

(iii) the date on which such compromise or arrangement is sanctioned by the court,

exercise in whole or in part his Option.

(e) in the event a notice is given by our Company to its members to convene a general
meeting for the purposes of considering, and if thought fit, approving a resolution to
voluntarily wind-up our Company, our Company shall on the same date as or soon
after it dispatches such notice to each member of our Company give notice thereof to
all Grantees and thereupon, each Grantee (or hislegal personal representative(s)) shall
be entitled to exercise all or any of his options at any time not later than two Business
Days prior to the proposed general meeting of our Company by giving notice in
writing to our Company, accompanied by a remittance for the full amount of the
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aggregate subscription price for the Shares in respect of which the notice is given
whereupon our Company shall as soon as possible and, in any event, no later than the
business day immediately prior to the date of the proposed general meeting referred
to above, allot the relevant Shares to the Grantee credited as fully paid.

12. Ranking of Shares

The Shares to be allotted upon the exercise of an Option will be subject to all the provisions of
the articles of association and the laws of the Cayman Islands from time to time and shall rank pari
passu in all respects with the then existing fully paid Shares in issue on the allotment date or, if that
date falls on a day when the register of members of our Company is closed, the first date of the
reopening of the register of members, and accordingly will entitle the holders to participate in all
dividends or other distributions paid or made on or after the allotment date or, if that date falls on a
day when the register of members of our Company is closed, the first day of the re-opening of the
register of members, other than any dividend or other distribution previously declared or
recommended or resolved to be paid or made if the record date herefore shall be before the allotment
date.

A Share issued upon the exercise of an Option shall not carry rights until the registration of the
Grantee (or any other person) as the holder thereof.

13. Life of Share Option Scheme

Subject to the terms of this Scheme, the Share Option Scheme shall be valid and effective for
a period of 10 years from the date on which it becomes unconditional, after which no further options
will be granted or offered but the provisions of the Share Option Scheme shall remain in full force and
effect to the extent necessary to give effect to the exercise of any subsisting Options granted prior to
the expiry of the 10-years period or otherwise as may be required in accordance with the provisions
of the Share Option Scheme.

14. Lapse of Share Option Scheme

An Option shall lapse automatically and not be exercisable (to the extent not already exercised)
on the earliest of:

(a) the expiry of the option period;

(b) the expiry of any of the period referred to paragraphs related to exercise of Option;

(c) subject to the period mentioned in paragraph (e) of “Exercise of Option” in this section, the
date of the commencement of the winding-up of our Company;

(d) there is an unsatisfied judgement, order or award outstanding against the Grantee or the
Board has reason to believe that the Grantee is unable to pay or to have no reasonable
prospect of being able to pay his/its debts; or
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(e) abankruptcy order has been made against any director or shareholder of the Grantee (being
a corporation) in any jurisdiction.

No compensation shall be payable upon the lapse of any Option, provided that the Board shall
be entitled in its discretion to pay such compensation to the Grantee in such manner as it may consider
appropriate in any particular case.

15. Adjustment

In the event of any alteration to the capital structure of our Company while any Option remains
exercisable, whether by way of capitalisation of profits or reserves, rights issue, consolidation,
reclassification, reconstruction, sub-division or reduction of the share capital of our Company, the
Board may, if it considers the same to be appropriate, direct that adjustments be made to:

(a) the maximum number of Shares subject to the Share Option Scheme; and/or

(b) the aggregate number of Shares subject to the Option so far as unexercised; and/or

(c) the subscription price of each outstanding Option.

Where the Board determines that such adjustments are appropriate (other than an adjustment
arising from a capitalisation issue), the auditors appointed by our Company shall certify in writing to
the Board that any such adjustments are in their opinion fair and reasonable, provided that:

(a) any such adjustments shall be made on the basis that the aggregate Subscription Price
payable by the Grantee on the full exercise of any Option shall remain as nearly as
practicable the same as (but shall not be greater than) as it was before such event;

(b) no such adjustments shall be made the effect of which would be to enable a Share to be
issued at less than its nominal value;

(c) any such adjustments shall be made in accordance with the provisions as stipulated under
Chapter 17 of the Listing Rules and supplementary guidance on the interpretation of the
Listing Rules issued by the Stock Exchange from time to time (including supplemental
guidance attached to the letter from the Stock Exchange dated 5 September 2005 to all
issuers relating to Share Option Schemes); and

(d) the issue of securities as consideration in a transaction shall not be regarded as a
circumstance requiring any such adjustments.
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16. Cancellation of Options not Exercised

The Board shall be entitled for the following causes to cancel any Option in whole or in part by
giving notice in writing to the Grantee stating that such Option is thereby cancelled with effect from
the date specified in such notice (the “Cancellation Date”):

(a) the Grantee commits or permits or attempts to commit or permit a breach of the restriction
on transferability of Option or any terms or conditions attached to the grant of the Option;

(b) the Grantee makes a written request to the Board for the Option to be cancelled; or

(c) if the Grantee has, in the opinion of the Board, conducted himself in any manner
whatsoever to the detriment of or prejudicial to the interests of our Company or its
subsidiary.

The Option shall be deemed to have been cancelled with effect from the Cancellation Date in
respect of any part of the Option which has not been exercised as at the Cancellation Date. No
compensation shall be payable upon any such cancellation, provided that the Board shall be entitled
in its discretion to pay such compensation to the Grantee in such manner as it may consider
appropriate in any particular case.

17. Termination

Our Company may by resolution in general meeting at any time terminate the operation of the
Share Option Scheme. Upon termination of the Share Option Scheme as aforesaid, no further Options
shall be offered but the provisions of the Share Option Scheme shall remain in force and effect in all
other respects. All Options granted prior to such termination and not then exercised shall continue to
be valid and exercisable subject to and in accordance with the Share Option Scheme.

18. Transferability

The Option shall be personal to the Grantee and shall not be assignable and no Grantee shall in
any way sell, transfer, charge, mortgage, encumber or create any interest (Iegal or beneficial) in favour
of any third party over or in relation to any Option or attempt so to do (save that the Grantee may
nominate a nominee in whose name the Shares issued pursuant to the Scheme may be registered),
except with the prior written consent of the Board from time to time. Any breach of the foregoing shall
entitle our Company to cancel any outstanding Option or part thereof granted to such Grantee.

19. Amendment

The Share Option Scheme may be altered in any respect by a resolution of the Board except that
the following shall not be carried out except with the prior sanction of an ordinary resolution of the
shareholders of our Company in general meeting, provided always that the amended terms of the
Scheme shall comply with the applicable requirements of the Listing Rules: (i) any material alteration
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to its terms and conditions or any change to the terms of Options granted (except where the alterations
take effect under the existing terms of the Scheme); (ii) any alteration to the provisions of the Scheme
in relation to the matters set out in Rule 17.03 of the Listing Rules to the advantage of Grantee; and
(ifi) any alteration to the aforesaid termination provisions.

20. Conditions of the Share Option Scheme

The Share Option Scheme shall come into effect on the date on which the following conditions
are fulfilled:

(a) the approval of all the shareholders of our Company for the adoption of the Share Option
Scheme; and

(b) the approval of the Stock Exchange for the listing of and permission to deal in, the Shares
to be allotted and issued pursuant to the exercise of the Options in accordance with the
terms and conditions of the Share Option Scheme.
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